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Discussion Agenda et e

and Consumer Products Companies

Share top line findings from the manufacturer EPC/RFID
survey and interview processes

Introduce a proposed framework for company and industry
adoption

Discuss recommendations for moving forward

| GMA EPC/RFID Report | 12-Apr-06



| Business Consulting Services

=

—
GMA

Study Objective and Key Questions B

Study Objective: Share learnings and emerging themes from early adopters
within the CPG community.

We wanted to update manufacturer perspectives on the following key
guestions:

- What is the current view around the short- and long-term potential
for the technology?

- What are the key learnings and perspectives from pilot programs and
collaboration with trading partners?

- What is the current state of technology performance?

- What have we learned that could enable future adoption and drive
progress?
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Approach and Participants
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The Association of Food, Beverage
and Consumer Products Companies

Participating Companies

Surveyed 31

manufacturers ACH Food Companies

Alberto-Culver Company
Conducted Bayer Consumer Healthcare
interviews with Bush Brothers & Company
over 50% of Campbell Soup Company
survey population Cargill, Inc.

: " Clorox Company
Gained additional
feeldback frcl)rln The Coca-Cola Company

GMA EPC Task Coca-Cola Enterprises, Inc.
Force members ConAgra Foods, Inc.

Del Monte Foods
Summarized major General Mills, Inc.
findings and Georgia-Pacific
defined a _ The Hershey Company
proposed adoption — The J.M. Smucker Company
framework Kellogg Company
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Kimberly-Clark Corporation
Kraft Foods

L'Oreal USA, Inc.

McCormick & Company, Inc.
Nestle USA

Nestle Purina

The Pepsi Bottling Group
PepsiCo - DSD Systems
PepsiCo - Warehouse Systems
Pfizer Consumer Care

The Procter & Gamble Company
Reckitt Benckiser

S.C. Johnson & Son, Inc.
Tyson Foods

Unilever

Welch Foods, Inc.
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Executive Summary (1) e

Manufacturers believe in the long-term value potential for EPC/RFID

Manufacturers have identified promotion compliance, proof of delivery,
and out of stocks as promising benefit areas, but many still struggle
with the near-term business case and ROI

Technology performance (and costs) are |mprovmg but EPC/RFID is
still not broadly viewed as “production ready” due to ongoing
technology, data, and business process challenges

EPC/RFID is not viewed as a one-size-fits-all technology and
manufacturers are looking for a more strategic roadmap to accelerate
learnings and effectively drive value
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Executive Summary (2) et e

and Consumer Products Companies

Manufacturers and the industry should consider a new framework for
adoption that segments SKUs and business process applications into
three tiers:

EPC Advantaged EPC Testable EPC Challenged

Manufacturers and the industry can use the framework to:
- Define a strategy to prioritize and manage EPC/RFID activity

— Structure company, trading partner, and industry-wide pilot and
deployment plans

- Engage technology and research communities to address ongoing
challenges

— Accelerate overall industry progress
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Topline Findings

Manufacturers intend to continue pilot programs, but
broad expansion is not a top priority

47% of manufacturers indicate Number of SKUs Taqgged for Piloting
that they are involved with pilots
with 3 or more retail partners

55% report tagging less than 1%
of their total US shipment
volumes

Percentage of Manufacturers

While the majority of

] ) . 1-5 6-10 11-20 21-50 51-100 101+
manufacturers indicate they will SKUs SKUs SKUs SKUs SKUs SKUs

increase the number of tagged
SKUs, 84% indicate that they do
not intend to participate in any
new retailer pilot programs in
2006
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Topline Findings

Manufacturers intend to continue pilot programs, but
broad expansion is not a top priority

Representative manufacturer viewpoints:

“We would prefer to focus on the pilots that we have
underway already in order to address readability and
process change challenges and see some tangible
benefits.”

“We’ve gone from an uninformed optimism to an informed
spectrum of benefits. We saw enough 3 years ago to get us
going and see enough now to keep us going.”
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Manufacturers believe in EPC/RFID’s long-term potential...

97% of manufacturers believe
EPC/RFID has long-term value
potential for the industry

94% believe EPC/RFID will be

“somewhat” or “very” important to
the future of the CPG industry
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Importance of EPC/RFID to the Future
of the CPG Industry

Unimportant Notvery  Somewhat Very Extremely
important  important  important  important

“This technology is the first and only
technology I've seen that can help
enable automation of what is today a
very manual process — retail backrooms
and the last mile of the supply chain.”
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Topline Findings

...but many still struggle with near-term value

48% indicate they see little or no
short-term value in the
technology

EPC Data quality issues and
lack of business process
changes were cited as the main
reasons for the lack of realized
benefits
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“EPC will be widespread at some
point, but we are not yet convinced
that it makes financial sense for all of
our [products] — specifically, we
cannot financially justify tagging
many of our low margin, high-volume
products at this point, or in the near
future.”

“We see no value proposition for this
technology until the data quality
improves significantly, and retailers
change their business processes to
act on the new data.”
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Topline Findings
Tag readability in the manufacturer environment is
Improving, and tag costs are dropping

62% of manufacturers indicate that tag Tag Cost Reductions Experienced
readability improved within their own By the Manufacturer
operations

Others report significant challenges with
tag readability and automatic encoding
devices

All but 4 manufacturers indicate a drop
in tag costs over the last 12 months
with the most commonly reported price

drop in the 30 — 50% range No  Yes:0- VYes:10 Yes:20 VYes:30 Yes:>
Change 10% —-20% -30% —50% 50%

Percentage of Manufacturers

Almost all manufacturers indicate that
tag costs must continue to decrease to
help address ongoing ROI challenges
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Topline Findings

Read reliability and data quality from the retail
environment still pose key challenges today

Manufacturers view retailer-

generated EPC/RFID data as a key “We are finding it extremely

enabler for benefit realization difficult to make sense out of the

(e.g., demand visibility and inventory dat ving f th

replenishment ) a qwe are recelving _rom e
retailers ...we are getting lots of

However, many manufacturers data, but it has missing and
question the ability to realize these iInconsistent reads”

benefits given read reliability and

data quality issues to-date “It's the data quality that makes us

less optimistic... how do you
design a business process around
data if you can’t trust the data?”

Manufacturers express a desire for
EPCglobal to focus, in 2006, on
developing an EPCglobal network
and demonstrating how it will drive
value

12 | GMA EPC/RFID Report | 12-Apr-06



| Business Consulting Services
Topline Findings

Pilot results to date are mixed in terms of generating

tangible business benefits

73% of manufacturers have not seen
tangible business benefits from pilot
activities

Data quality issues and lack of
business process changes were
cited as the main reasons

Some manufacturers are
encouraged, however, by potential
benefits related to:

- Promotions compliance
- Proof of delivery
- Out of stock improvements
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“We estimated out of stocks was the
biggest expected benefit for us.
What we have learned in the pilots is
that we understated that benefit
[which was a surprise]).”

“Our business case estimate didn’t
show a positive return. It did predict
that there were some benefits around
eliminating out of stocks...but what
were are seeing in the data isn’t
showing us a real advantage yet”
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Topline Findings

EPC/RFID Is Not a “One Size Fits All Technology”

93% of manufacturers believe
EPC/RFID challenges and benefits
vary by products or categories

Manufacturers recognize 9 distinct “EPC/RFID is here to stay, but
drivers of EPC/REID attractiveness the original vision of EPC/RFID
mm) [ - Benefit potential | . H d pall
mm) [ Readability | tagging at the case and pallet
_ Product margin level on all products from the
— Operational considerations get-go is not cost effective...one
- Strategic considerations of our key learnings over the
- Shipment and handling past 12-18 months is that
configuration _
- Primary distribution channel EPC/RFID has turned into _a
_ Route to market product category and business
_ Learning opportunities application specific story.”

Manufacturers believe that focusing
on high benefit potential areas may
accelerate progress and drive value
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A New Framework for Adoption

Overview of Three-Tiered Prioritization Framework

EPC Advantaged EPC Testable EPC Challenged

Higher benefit potential

Good readability

Ability to tag efficiently or

contain tagging costs

- =

High priority for
customer initiatives

Focus area for broad
deployment

Benefits re-invested to
drive other tiers toward
EPC Advantaged
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Some benefit potential AND/OR
Readability challenges AND/OR
Some tagging challenges

- =

Leverage extensively
for internal testing

Not for deployment based
solely on customer
request

Consider including in
customer pilots to
develop learnings

Little or no perceived
benefit potential today
AND/OR

Ongoing readability
challenges

- =

Engage technology
community to address
iIssues

Explore other means to
gain visibility data

Lower priority for customer
initiatives
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Harvesting Pilot Success to Fund Ongoing Adoption

EPC Challenged Key Fagtors :
Benefit Potential

Readability
Operational Challenges
Business Process

EPC Testable Changes

EPC Advantaged

Demonstrated
Business
Success Funds R&D Benefits

Success with EPC Advantaged SKUs funds R&D, technology, and process
enhancements to migrate EPC Testable and EPC Challenged SKUs over time
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Proposed Framework

Applying the Framework

STEP 1 ‘ 1. Define Tiers
STEP 2 ‘ 2. Define Tier Criteria
3. Segment SKUs and Business Process
STEP3 ‘ Applications
STEP 4 ‘ 4. Allocate SKUs to Tiers
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lllustrative Company Example

Step 3 will vary considerably by company and by product or product category

Example A

lllustrative
Example B

Key

Characteristics

Warehouse distribution
method, generally mixed
pallets

Cases have good readability
rate, case-on-pallet reading
challenges

SKUs often distributed via
inner-pack to store

High retail shortage claims

Warehouse distribution method,
generally full pallets

Cases have good readability rate

Full cases/pallets shipped to
stores

Products have short shelf life
(perishable or seasonal)

High degree of un-saleable
charges or timing of product
placement is critical

Initial EPC
Advantaged
Priority

Process Areas

1 |

EPC/RFID enabled electronic
proof of delivery
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EPC/RFID enabled ..
- FIFO product rotation

- Receipt compliance(store)
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lllustrative Industry Example
— EPC Enabled Displays / Promotions

Issue

CPG companies spend > $17 billion on
in-store promotions annually

50 — 60% of displays never make it to the
retail floor or arrive late!

EPC Challenged

EPC/RFID Opportunity
Confirm receipt of display / promo at store EPC Testable
Confirm display/promo moved to floor
Accelerate movement to sales floor

Benefits

Incremental sales
Improve marketing spend
Reduced labor costs

EPC Advantaged

Results . . _ Demonstrated
Recent retailer pilot showed 300% improvement Business
in sales from RFID enabled displays® Success Funds R&D IESSEIN

Leading manufacturers claim 5-25% sales
increases for some categories*

1 Point of Purchase Advertising International (POPAI); 2 “Walgreens Fine Point,” Promo Magazine, February 1, 2006; 3 “Times & Trends: A Snapshot of Trends Facing the CPG
Industry, CPG Merchandising Trends: Activity, Effectiveness and Optimization,” Information Resources, Inc., August 2005 4 IBM client examples
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Recommendations

Manufacturer Recommendations

1 Define a strategy based on the framework to prioritize and manage your
: EPC/RFID activity

.

Define an approach for how your company can harvest learnings from
2. EPC Advantaged products to migrate EPC Challenged and EPC
Testable over time

‘

3 Use the framework to structure discussions on future piloting and
: deployment activities with retail partners

A Share your framework with your suppliers, technology partners, and
: other key vendors to help define priority actions
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Industry Recommendations

GMA will explore working with other industry organizations, such as FMI,
AIM, GCI, GS1, EPCqglobal and others, to leverage and apply the framework
to accelerate learnings, remove barriers, and drive progress

Specifically, industry organizations could work jointly to facilitate the
following:

- Aggregate pilot results across companies

- Create a prioritized list of issues and actions related to EPC Challenged
and EPC Testable products and share with the technology and research
and development communities

— Develop a more holistic industry action plan to:
Outline piloting and deployment priorities
Specify pilot success criteria
Test business process changes, data sharing, and overall benefit realization
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Closing Comments

In general, manufacturers are positive about the long-term potential for
EPC/RFID

Manufacturers are committed to piloting and testing the technology but want
to deploy it in a financially sound way

“We believe EPC is the future, and we want to be part of making it
happen. Technology advances will continue, and we want to stay
engaged and learn. The future potential in many ways is unknown. We
hope to create opportunities that today cannot be predicated or
guantified... just like what happened with the bar code.”
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Questions ?

For a copy of the survey results and report:
www.gmabrands.com

For more information regarding the study
sean.campbell@us.ibm.com
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