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By the end of this session, you will ...

Better understand the trade promotion “conundrum” facing
CPG companies

Hear what we see as emerging trends and innovation in
TPM/TPO

Get reactions from a few companies on if, and how, they will
behave differently in the future
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Historical growth and operating margin
performance
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Growth and margin trends with ZBB

Impact of “cost-cutting” initiatives* on growth and margin (select CPG companies)
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The trade promotion “conundrum”

Current trends Trade promotion
(% of gross revenue)

Trade nn5
promo

Price

17% -0r-?

% Change

>$200b

Volume 1990s 2000s 2015 and

beyond

Source: EY
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Trade promotion — the next “cost-cutting”

frontier

“Cost-cutting” actions*

Using black/white and two-sided printing,
copies, business cards, etc.

Reducing use of corporate
jets and first class

Eliminating individual offices
Shutting down factories
Reducing client entertainment

Eliminating management layers and
downsizing office space

*Source: The Wall Street Journal

Profit waterfall

Gross Trade
revenue spend

SG&A/

A&C
Oper.

margin
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Many analysis point to a large part of the money
spent being ineffective

Client A: Global food and beverage company (example) Exhibit 2
s CPG’S LOW TRADE PROMOTION RETURNS
Manufacturer’s Return on Trade Spend Cumulative Event Contribution
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Better visibility into spending ) .
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Improving sales forecasting
Mote: (a) Most manufacturers lose nearly one-third of the money they put into trade promotions.

(b) Trade promotion effectiveness varies widely by event. Often sales teams “buy” volume at any
cost—driving down profitability.
Source: Booz & Company

Improving demand planning

Making better use of demand data

e _Predicting the effects of promotiorrs‘
&
\
~~ . _Improving promotion effectiveness -
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and pressure is mounting from Wall Street

EQUITY RESEARCH | Movember 3, 2015

US Consumer Packaged Guud_s and Hc_atail
[rade Budgets at a Tipping Point

Opportunity for Food & Beverage to get fit
brings risk that retail bottom lines get leaner

Trade budgets — funds funneled from Jason English

consumer packaged goods companies to (212) 802-3793 -
\ retailers for promotions — have been jzson_english@gs com

resistant to restraint since they were oldman, Sachs & Co. ’

introduced in the 1970s. At more than

200 bn in the US alone, trade spending Stephen Grambling, CFA

is @ bigger expense for manufacturers |212) 902-7832

than SG&A and a vital source of income Al stephen grambling(@gs.com

for retailers. Yet this spending is little | e Goldman, Sachs & Co.
m understood by investors, and retums are m n v m
" increasingly negative. A change agent has - ] | Matthew .J. Fassler I
arrived wia the takeowver of Heinz and Kraft ; | 3 = [212)002-6740
e | L matt fassler@gs com

by cost-cutter 3G. We see a tipping point e el
to cut back trade spending, and in this ! ; |‘ Goldman, Sachs & Co.
report, we introduce a framework for e
B analyzing the categories ripe for Trade \ { Judy E. Hong L
8 Budgst Optimization and the potentially | v q“ j&ugﬁlnéagsumm i
F o [ . i
i significant P&L impact for manufacturers F i Boliman Suchs & Ca. i

and retailers.

T ' Mitch Collett
[+44{20)7774-1060

mitch collett@gs.com
Goldman Sachs Intemational Eu
~ "

W\ ' LLLY

55 with companies covered in its research reports. As a result, investors should be aware
that the firm may have a conflict of interest that could affact the objectivity of this report. Investors should consider this report as only a

single factor in making their investment decision. For Reg AC certification and other important discl the Disclosure Appendix,
or go to www.gs.com/research/hedge_htmil. Analysts employed by non-US affiliates are not registeredfqualified as research analysts with
FINRA in the U.S.

The Goldman Sachs Group, Inc.
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Traditional approaches — a good start but

not enough

Processes
Simplification and standardization

“Closed-loop” planning/execution/
analysis

Tools
TPM and TFM solutions
TPE and TPO “pilots”

Resources

Trade marketing organizations and
“centers of excellence”

“Controllable” KPIs/measures

really
good
start ...
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Getting the balance right for the future

Focus on margin/ROI (while minimizing
impact on volume) — find “optimal” point

Embrace TPO/analytics (beyond “pilots™)

e B Ut Be disciplined and make tough decisions
to cut unprofitable trade spend (but do

more IS jointly with partners)
n eed ed Go beyond trade promotions — i.e., look

at all customer spend (terms, rates, etc.)

Balance short-term profitability with
long-term capabilities to sustain results
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Key trends are to go deeper, faster and broader

Revenue management is the organizational capability that optimizes commercial levers to
drive sustainable, profitable revenue growth
Trends Examples

(A Establish above-market capability Data and analytics Center of Excellence
Al Provide greater coverage and visibility of profitability Visibility of accurate P&L at customer/product level

Sl Establish consistent net revenue management capability Standard capability by market archetype

Align commercial, finance and supply chain numbers

(“one number mentality”) Integrated business planning

Acknowledge magnitude of change required to

. ) Assessing current gap to leading class capabilities
relentlessly focus on in-market execution 9 gap g b

Synchronized data-led decision-making instead of
gut-feel

Faster, better decisions aligned cross-functionally with improved governance
and visibility

Technology enabled
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Technology helps to manage trade investments
and promotions better

One-to-one promotions enabled by big data and

L mobile technology

2 A/B testing of different promo mechanisms
3 Crowd-sourced checking of in-store execution

4 Centralized and/or outsourced data-analytics centers
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One-to-one promotions through big data
1 arenotnew ...
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Promotions on self-scan Catalina promos on receipt

Totem at store entry
Multiple retailers

Caprabo

Delhaize
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... but take a new dimension with mobile
1 technology

4 Back to App Store 14:30 1 2
— Oﬁ = The
— YCoupens Q
;

Tuesday the 26th

[j CHEAPEST GAS o a m
I $10.00

Where Am 1?

Get Savings On The Go
Download Today!

Congratulations to random user Mike Everett
on scoring the latest $50 gift card just by leaving a
comment here!

Apple Store Google Play

Also available on Kindle Fire

e | et

At Anmey

~ Ammiie ey

* Create your shopping list, then sort

it by store aisle for faster shopping.

¢ Scan UPC to check for offers and
add items to your list.

Second breakfast sandwich or burrito free today L . . -
* View just for U® offers and weekxly

at Hardees & Carls Jr. (04/26)

The Coupons App

ads from anywhere

Safeway’s Just4U

YOU Technology acquired by Kroger
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A/B testing of promotions before deploying
2 in brick and mortar

meijer
HEAD TO HEAD TESTING RAPID TEST & LEARN DEPLOY WINNING OFFER AT SCALE
— ——— wm  MpeErks
' Ge wddod o - Discount prem ey
Artwork ———» ﬁ 4 _/ \ depth rE & “ =
offer Claims & b o
structure language
DEVEEe LIS winanesp;icale
multiple offers load-to-ID assets

(in-store and online)
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Offer iInnovation uncovers offers that
2 outperform the traditional ones

Real example — SKU X, Channel Y (U.S.) eversight
$1.00
10% off 1
Pt “Off-the-curve” results
S
5 $0.90 Buy 1 get 1 40% off Buy 4, get 1 free
§ 20% off 1 7S TS
o $1.000ff 4 (@ ) [ $2.000f'8
% & Buy 3, get 1 free
$0.80
1 30% off 1
$0.00 L
0 50 100 150

Volume sold
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In-store execution of promotions and displays is

often lackluster

Promotional Execution §"
Non-compliance* |
59%

Promaotional Pricing
Out-of-Stock Non-compliance

% %
15 22 Trade Spend

Negative ROI**

90%

Not Compliant 42 %

Display Compliance

41 0/ Planned Promotional
0 Program Display Execution

*vs. 70%+ perceived
compliance

1 70 o Other Display

Execution

*6,643 stores across Food, Drug, Mass and Dollar

Source: POPAI and Quri research, 01/2015
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Crowd-sourced in-store execution with

3 Image recognition

Streetspotr

Gigwalk

Quri

PLANORAMA

ShelfSnap

» Crowdsourced

Scaled, diverse and flexible crowd-sourced
community workforce

Covering several markets and geographies
Possibility to have your own workforce

Rapid time to market, engagement and results
in hours

» Ability to define custom tasks

Out-of-stock

Own/competitor price analysis and reporting
Sample size analysis

Display checks (primary and secondary displays)
Planogram, Shelfshare, facing, listing

» Technology driven

Instant messaging with field force

GPS, time and date verified results
Quantitative and qualitative data capture
Barcode/RFID scanning, Image recognition.
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Complex tasks without need for customer
4 proximity are being centralized

High
A
Center of Excellence Regional
Description Examples Description Examples
» Performs activities » Advanced analytics Manages business List and bracket pricing
0 nlf_ﬁdlngdspemall_zed » Gross to net guidelines partnerships Channel strategy
8 s S an expertls.e Price and promotion Performs activities Trade terms consistency and
0 of scale of insight and oo
&) . Assortment optimization
o intellect :
= Demand forecasting
o
(-
o
2
'5 Shared services Local
g' Description Examples Description Examples
o Performs high volume Trade promo processing Performs market/ Holistic customer
@) transactional activities and settlement on-site activities investment/JBP
Achieves economies Data management specific to local Promo event/calendar
of scale Budget reconciliations business optimization
Dashboards and reporting

Need for local proximity to customer

Source: The New Case for Shared Services, EY 2014

» High
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Centralized data-analytics centers help
4 puild capability

Example: EY enabling a comprehensive end-to-end Center of Excellence

External ecosystem External integration Process, organizational, technology Business capabilities and results

Structured data channels i i
Consumers , . Sales Budget to report Top-line drivers
nielsen IRi » Revenue/margin, SG&A, COGS, WC

Retailers Marketi Concept to market
. - arketin
Biisirisuies Southern Wine & Spirits 9

Governmental Unstructured data channels Supply chain

Regylatory/other . facebook Twitter YouTube reddit Demand to build
Environmental, societal Finance, HR,
Linkedin Instagram RSS yelp legal, IT Data to report Speed and agility

Process and functional KPI's
Sales to cash » Driving efficiency and effectiveness
Engagement and action

» Measurement, reporting, analysis

Weather check . . » Rapid ideation, piloting through agile methodologies,
Functional solutions and | cqjjaporation ERP and advanced development tools and cloud

results documentation capabilities
yammer SAP
Internet of

. § | J L
Things [ o E o};r:ook

Capabilities Industry, External data acquisition, staging and Supply chain COE; demand and supply planning; S&OP Managed services

and Services functional and integration Cross-functional integrated business planning(IBP) On-demand services

analytics SMEs New product ideation Contingency based
Monthly service charges

Solutions Functional and Descriptive — enterprise reporting and data Spirits Cybersecurity SAP knowledge advisor EY
process prebuilt | Predictive — forecasting Enterprise Counter fraud Consumer omni channel advisor Center Of
solution offerings | Prescriptive — optimization and simulation  collaboration Risk and controls Procurement advisor

Cognitive — Al, ask, discover, decide Trend detection ~ Executive command center Excellence

Software and Cloud-based
X o WATSON IBM
i Hybrid cloud )
infrastructure O)r:—premise CognitiveScale Watson API's News Explorer sty tableal
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Panel introduction

Peer Schmidt
Former Global Account Director for Baccardi

Martin Nederhoed
Former Chief Commercial Office, McBride
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Contacts

Jean-Albert Nyssens
Partner, EY EMEIA Advisory Center
janyssens@be.ey.com

m linkedin.com/in/jeanalbertnyssens
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About EY

EY is a global leader in assurance, tax, transaction and
advisory services. The insights and quality services we deliver
help build trust and confidence in the capital markets and in
economies the world over. We develop outstanding leaders
who team to deliver on our promises to all of our stakeholders.
In so doing, we play a critical role in building a better working
world for our people, for our clients and for our communities.

EY refers to the global organization, and may refer to one or
more, of the member firms of Ernst & Young Global Limited,
each of which is a separate legal entity. Ernst & Young Global
Limited, a UK company limited by guarantee, does not provide
services to clients. For more information about our
organization, please visit ey.com.

© 2016 EYGM Limited.
All Rights Reserved.

EYG no. 01636-164Gbl

BMC Agency

GA 0000_06647
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This material has been prepared for general informational purposes only and is not

intended to be relied upon as accounting, tax, or other professional advice. Please
refer to your advisors for specific advice.
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