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The Grocery Manufacturers Association (GMA) represents the world’s leading
food, beverage and consumer products companies. The association promotes
sound public policy, champions initiatives that increase productivity and growth
and helps to protect the safety and security of the food supply through scientific
excellence. The GMA Board of Directors is comprised of chief executive officers
from the association’s member companies. The $21 trillion food, beverage and
consumer packaged goods industry employs 14 million workers, and contributes
over $1 trillion in added value to the U.S. economy. For more information, visit the
GMA Web site at www.gmaonline.org
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Founded in 1986, AMR Research provides subscription advisory services and
peer networking opportunities to operations and IT executives in the consumer
products, life sciences, manufacturing and retail sectors. AMR Research is the
No. 1 research firm focused on the intersection of business processes with value
chain and enterprise technologies. AMR Research has published more than
15,000 pieces of research. Grounded in industry and business process expertise,
its analysts deliver independent, leading-edge research on established and
emerging technologies. This analysis is supported by the best research data in
the industry, expert-led Peer Forums and daily interaction with AMR Research’s
members, the most comprehensive community of practitioners in the industry. For
more information, visit www.amrresearch.com

IBM Global Business Services

With consultants and professional staff in more than 160 countries globally, IBM
Global Business Services is the world's largest consulting services organiza-
tion. IBM Global Business Services provides clients with business transformation
and industry expertise and the ability to translate that expertise into integrated,
responsive, innovative business solutions and services that deliver bottom-line
business value. IBM Global Business Services provides leading transformation
consulting across a range of industries as well as in the following key business
function areas: Strategy and Change; Applied Technologies; Application Services;
Financial Management; Human Capital Management; Customer Relationship
Management; and Supply Chain and Procurement. For more information, visit
www.ibm.com/bcs
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EXECUTIVE SUMMARY

Executive Summary

The consumer products (CP) industry faces a dilemma. Based on the findings of the
2008 GMA Information Technology Investment and Effectiveness Study, conducted by
IBM and AMR Research on behalf of the Grocery Manufacturers Association (GMA),
senior CP business executives and IT executives believe that the IT function should
play a much more prominent role in fulfilling business strategy than it does in reality.
Indeed, the gap between what they think the IT function should be doing and what it
actually does is expanding.

More than 75 percent of business executives and 80 percent of IT executives say that
IT should be an essential investment area or operate at the cutting edge of innovation.
But only 25 percent of business executives and 20 percent of IT executives believe this
is actually happening. The key issues are alignment, complexity and focus.

¢ Alignment: While business executives and IT executives agree that a gap exists, they
do not agree about the precise nature of that gap or how best to close it. Business
executives are focusing on generating top-line growth through product innovation
and maximizing opportunities in new markets. Yet they assign a low ranking to the
importance of IT in building consumer brands, developing a better understanding of
consumers and growing revenues.

Meanwhile, IT executives think it is vital to align their companies’ IT and business
strategies. Yet only one-tenth of the sum responding companies invest in IT goes
toward revenue-generating activities — even less than was the case four years

ago. Nearly two-thirds of the total IT budget is still directed to running the business,
controlling costs and managing compliance. Thus, far from focusing on strategic
initiatives, the IT function spends most of its time and resources performing the day-
to-day tasks required to keep any business operational.

This emphasis on IT as a cost incurred in order to keep the business running may
well explain why the CP industry invests less than other manufacturing industries
in IT. Although expenditure on IT has risen in absolute terms, the average IT budget
is still just over two percent of revenues — as it has been for the past five years. So
it is hardly surprising that IT executives see lack of funding as one of the biggest
challenges they face.
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e Complexity: One of the main barriers to improving the effectiveness of IT is the
current level of technology. Despite considerable efforts to reduce the complexity of
the technological environment in which they operate, most CP companies still use
numerous different systems. In fact, organizations with revenues of more than US$1
billion a year typically have more than 750 different applications.

¢ Focus: The decline in perceptions of the value of the IT function itself is another major
problem. The percentage of business executives who see IT as a strategic asset has
slumped from 55 percent to 34 percent over the past two years, while the percentage
who think that their IT departments are effective has fallen even more dramatically,
from 74 percent to just 44 percent. The positioning of IT within the organization also
remains an issue — with 83 percent of senior IT managers reporting to someone other
than the CEQ.

In 2009, IT executives will thus need to assume a higher profile and assert themselves
more effectively than before, in order to make up the ground they have lost. They will
also need to focus more heavily on value-adding activities, as distinct from routine
maintenance, and free resources for investing in critical areas of business growth and
innovation. In an increasingly demanding and competitive marketplace, CP companies
must focus on what really differentiates them from their rivals — and the IT function will
have to play its part in rising to this challenge. Reversing the current trends will require
major rethinking of the role of IT in CP companies.
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INTRODUCTION

INTRODUCTION

The 2008 GMA Information Technology Investment and Effectiveness Study was
conducted by IBM in conjunction with AMR Research on behalf of GMA. It provides

a clear picture of the state of IT within the CP industry; analyzes IT spending and
investment patterns; and compares the perspectives of business and IT executives on
the effectiveness of the IT function. This year’s study is the ninth such analysis to be
completed.

Approach

The findings are based on two separate surveys, which were conducted between
January and March 2008. The IT Spending and Investment Survey targeted senior /T
executives in GMA-member companies and focused on capturing information about IT
spending and strategy. The IT Effectiveness Survey targeted senior business executives
in GMA-member companies and focused on evaluating the effectiveness of IT within
their organizations.

In all, 118 respondents from 46 companies with revenues ranging from US$46.9 million
to US$36.9 billion participated in the study. (The figures in the remainder of the report
are based on the number of respondents who answered each question, since not all
respondents answered every question.) The overall response rate was higher than ever
before, illustrating the extent to which IT is now regarded as a core business function.
(For further information on the survey population, please see Appendix 1.)

In 2008 we have also added, where relevant, comparisons between the responses of
high performing and low performing companies. For our purposes, high performers
reported compound annual revenue growth for 2006/2007 in excess of seven percent,
while low performers reported compound annual growth of less than seven percent.

This report provides a detailed analysis of the data, including comparisons of the
findings with those of the 2006 and 2004 GMA Information Technology Investment and
Effectiveness Studies. It also draws on insights provided by AMR Research and on IBM
experience in thought leadership and client engagements.
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INTRODUCTION

The role of IT in the changing market
The global consumer marketplace is rapidly evolving. Five mega-trends, in particular,
are reshaping the context in which the CP industry operates:

e Consumer value drivers fragment. The consumer marketplace is fragmenting as
a result of pronounced shifts in demographics, attitudes and behavior. It is also
polarizing; consumers are trading up to high-value, premium brands on the one
hand, and trading down to low-cost commodity providers on the other. Often the
same consumer will trade up or down across different categories based on personal
preferences.

e Gatekeepers become more guarded. Traditional mass-marketing techniques are
becoming less and less effective, as time-strapped consumers use new technologies
to exert more control over their interactions with business and block communications
that are irrelevant to their individual needs and interests.

e |nformation exposes all. With the development of advanced wireless devices
and on-line networking, consumers are becoming increasingly well-informed and
empowered. They can access information when and where they want it, in the form
in which they want it. As a result, shoppers are much more knowledgeable when they
go to the store.

» Mega-retailers break the boundaries. A few strong retailers have become “mega-
retailers.” They have expanded rapidly across countries, channels and product/
service categories, acquired deep insights into how their shoppers behave and can
dictate the terms on which they trade with their suppliers. The “brand on the door” is
thus becoming more important than the “brand on the shelf.”

e Parinering becomes pervasive. Competition is no longer a solo game. Leading
retailers, CP companies and their suppliers are joining forces to create integrated,
collaborative “value networks” that offer a stronger, more competitive value
proposition!

These trends are changing the purchasing behavior of consumers and creating new
challenges for CP companies, many of which they will only be able to address by using
new technologies. So analyzing the way in which some of the leading CP companies
use [T, the importance they accord it and the areas in which they plan to invest in the
future is now an especially pertinent exercise.
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FIGURE 1:

Business executives in
CP companies see new
product introductions
as the key to growth
and organizational
success.
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IT investment in
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Conflicting priorities

The 2008 GMA Information Technology Investment and Effectiveness Study shows that
senior business executives in CP companies are focusing primarily on growth. Thirty-
six percent of those surveyed are concentrating on new product introductions. Another
25 percent plan to maximize any opportunities that arise or look to new markets, while
the rest are focusing on the more traditional strategies of enhancing returns on existing
assets or increasing margins (see Figure 1).

4% - Collaborate with strategic partners 36% - Drive growth in new

7% - Become a global player in new markets product introduction
11% - Increase margins

18% - Maximize opportunities/mitigate risk

25% - Maximize return from
existing assets

Sources: 2008 GMA Information Technology Investment and Effectiveness Study and IBM Global Business Services analysis.

Despite the emphasis on expansion, however, most of the money CP companies
spend on IT still goes toward running the business, controlling costs and managing
compliance rather than supporting growth initiatives. Respondents recognize the need
to make strategic investments; they are spending 26 percent of their IT budgets on
strategic issues this year, which is significantly more than the 16 percent they invested
in strategy development in 2004 and reflects growing recognition of the strategic
advantages IT can provide. But the proportion they allocate to revenue-generating
activities is just 10 percent, even less than it was four years ago (see Figure 2). This

is at odds with their main objectives and insufficient to sustain real growth — although
the problem is partly that, without industry-specific packaged applications for product
lifecycle management, business intelligence and customer relationship management,
they lack a clear IT architecture to power their growth strategies.

100 T
12 10 3
" 28% 31% 35% )Plan & grow
£ 801 16 21 26
3
§ _
2 601
5 47%
1= R
5 40 un
&
20 1
18%} Comply
0 4

2004 Study 2006 Study 2008 Study

Sources: 2008 GMA Information Technology Investment and Effectiveness Study and IBM Global Business Services analysis.
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Moreover, many CP companies may soon be forced to spend more on compliance.
Although responding companies have succeeded in reducing the proportion of their IT
budgets they dedicate to managing compliance this year, major retailers are introducing
an expanding set of supplier mandates that require improved product-tracking and
other quality measures. The regulations governing the labeling of foods, including where
they originate and the ingredients they contain, are also becoming much more rigorous,
putting CP companies under increasing pressure to improve their tracking and data
management skills.

Spending on IT

Collectively, responding companies increased their spending on IT significantly in 2007.
The average IT budget rose by 7.9 percent, with much of the uplift going on capital
programs (see Figure 3). But while expenditure on IT has increased in absolute terms,
it has not increased as a percentage of sales. Between 2004 and 2008, the average

IT budget continued to hover at just over two percent of total revenues, having peaked
at 2.24 percent in 2003 (see Figure 4). It is notable however that high-performing CP
companies are already investing more in IT than their low-performing counterparts. In
2007 high performers invested 2.5 percent of their revenues in IT, while low performers
invested just 21 percent.

FIGURE 3: 1807
Many companies 160- 18,3 +2.0%
. . . (1]
increased their IT 140- 25 0 25 6
budgets substantially in 120 219
-y -
2007 but they are 3 .y 30.1 31.9
only making modest g 1004 '
increases in 2008. = 80-
] 1T capital budget 60
] IT depreciation and 40
amortization
[ 1T operating/expense budget 20
0.
Prior year Current year Next year E
Total IT budget US$138.8 US$150.3 US$153.2

Sources: 2008 GMA Information Technology Investment and Effectiveness Study and IBM Global Business Services analysis.
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FIGURE 4:

The average IT budget

has remained flat as a

percentage of revenues
for the past five years.
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Sources: 2008 GMA Information Technology Investment and Effectiveness Study and IBM Global Business Services analysis.
Notes: These figures do not take account of inflation. The current study includes IT depreciation and amortization between 2006
and 2008. *Current Study also includes IT depreciation.

Many CP companies have invested quite heavily in enterprise resource planning
systems and other such initiatives to improve their operating infrastructure in recent
years, which probably accounts for the brief surge in spending. It may also explain
why most respondents have made only modest increases in their IT budgets for
2008. We expect this trend to continue in 2009, with spending on IT remaining flat, as
recessionary pressures and rising commodity and energy prices take their toll.

Given the relatively modest proportion of their revenues that CP companies dedicate
to IT and the heightened emphasis on reducing costs, it is hardly surprising that IT
executives see lack of funding as one of the biggest challenges they face. They say
that budgetary issues are second only to the alignment of the IT strategy with the
business strategy in order of importance, but there is a significant gap between the
amount that should be invested, and the amount that actually s invested, in IT (see
Figure 5).
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FIGURE 5:
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Sources: 2008 GMA Information Technology Investment and Effectiveness Study and IBM Global Business Services analysis.

The gap in perceptions of IT

IT executives are quite candid in assessing the performance of their own departments.
They are particularly critical of the degree of agility that is displayed, although the
complexity of the technological environment in which CP companies operate may well
be a contributing factor here. Conversely, they believe that their departments do well
when it comes to customer service and working with external partners. They also point
to a strong performance in aligning business and IT strategies — their top priority in the
previous study — as evidence of success. Clearly, many of those surveyed think they
have made considerable progress in this respect.

However, business managers have a rather different perspective. They think that the IT
function performs well in terms of complying with customer imperatives and supporting
the day-to-day operations of the business — the two areas where they believe the IT
organization’s role is most important. But they are much less happy with its ability to
increase productivity by making internal improvements or facilitating the exchange

of data with trading partners. They also find fault with the IT function when it comes

to enhancing supply chain visibility — an area in which the legal and corporate social
responsibilities of CP companies are rapidly growing, as country of origin, ingredient
and carbon footprint labeling requirements become more expansive (see Figure 6).
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FIGURE 6:

Business managers
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Sources: 2008 GMA Information Technology Investment and Effectiveness Study and IBM Global Business Services analysis.

In other words, business managers clearly continue to view IT primarily as a tool for
managing the nuts and bolts of the organization, not as a means of driving revenue
growth. Indeed, they rank the contribution the IT function can make to building
consumer brands, developing a better understanding of consumers and their needs,
and growing revenues at the bottom of the list of attributes they regard as important.

Further evidence of business manager perceptions about the role of IT is found in
their strong levels of disagreement about IT’s ability to either increase sales or deliver
competitive advantage (see Figure 7). Here again business managers perceive a
greater role for IT in reducing costs, while, on the core issue of strategic alignment
between business and IT, only a small group (30 percent) reported a strong level of
agreement.

2008 GMA Information Technology Investment and Effectiveness Study



FIGURE 7:
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Sources: 2008 GMA Information Technology Investment and Effectiveness Study and IBM Global Business Services analysis.

Nevertheless, many business managers recognize that funding lies at the heart

of some of the IT function’s challenges. Sixty-seven percent say that IT should be

an essential investment area, but only 24 percent think it is treated as such. Nine
percent go even further; they think the IT department should sit at the cutting edge of
innovation, but only a tiny minority of respondents think it actually does (see Figure 8).
The question is: can the industry change the existing paradigm, when it is faced with
rising price pressures and a market of largely packaged applications?
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FIGURE 8:
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Sources: 2008 GMA Information Technology Investment and Effectiveness Study and IBM Global Business Services analysis.

The need for better measurement tools

So what explains the CP industry’s reluctance to spend more money on IT? The single
biggest factor, by far, is difficulty in determining returns on investment. Fifty-six percent
of business managers are cautious about investing more heavily in IT because they
cannot measure the benefits that will ensue (see Figure 9). Competing capital projects
with a higher priority and lack of business sponsorship are also significant obstacles.
But most business executives do not see lack of top management commitment, people
with the appropriate skills or the instability of the technologies themselves as major

issues.

Unclear return on investment

Other capital projects with higher priority
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Lack of top management commitment
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Sources: 2008 GMA Information Technology Investment and Effectiveness Study and IBM Global Business Services analysis.
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FIGURE 10:
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Of course, many CP companies have already made the sort of IT investments that are
easiest to measure — those that deliver improvements in operating efficiency or cut
costs. However, many business executives have traditionally focused on the financial
reasons for investing in IT, rather than looking at its strategic potential as a catalyst

for business transformation — and it is generally more difficult to assess returns on
investment in IT projects which are intended to stimulate growth, take place in the
context of multiple functional initiatives or span the entire enterprise, since there is often
no easy way of tracking the contribution of different departments and allocating the
benefits fairly.

Moreover, this year’s results show a marked improvement since 2006, when 82 percent
of business managers reported that unclear returns on investment were the main
reason why they hesitated to invest greater sums in IT. Even so, the survey findings
suggest that many chief information officers (ClOs) still need to make a more cogent
business case for the projects they want to promote.

Further evidence that IT managers need to argue their case more persuasively comes
from the fact that nearly one-third of all respondents still do not have formal programs in
place to measure the financial returns from their IT projects — a state of affairs that has
changed very little over the past four years (see Figure 10). There are good grounds

for adopting a quantitative approach, since using hard financial measures provides a
benchmark for future initiatives and increases the likelihood that they will be successful.
That said, concentrating on the numbers at the expense of strategic considerations
prevents a company from investing in the sort of IT projects that will support its long-
term future — and the decline in the number of business executives who cite unclear
returns on investment as a hurdle may indicate increasing awareness of this fact.

100
31
807 44
55
~ 60
o
8
E 38
40
20
04
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Sources: 2008 GMA Information Technology Investment and Effectiveness Study and IBM Global Business Services analysis.
Note: The decline in the percentage of respondents claiming to have measurement systems already in place is attributable to
changes in the survey population. It may also reflect the identification of weaknesses in measurement systems that have already
been implemented and the need for further refinements.
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FIGURE 11:
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It is probably no coincidence, for example, that the gap between the importance

IT executives attribute to customer service and the quality of the IT function’s
performance in this respect is smaller than any other, as Figure 5 shows. A growing
number of CP companies are using formal procedures to measure the extent to which
their employees are satisfied with the IT services they receive, and IT managers are
responding accordingly (see Figure 11).
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Sources: 2008 GMA Information Technology Investment and Effectiveness Study and IBM Global Business Services analysis.

Yet, even though the IT organization scores highly on customer service, perceptions of
its value have actually declined. Only 44 percent of business executives think that their
IT departments are effective or very effective — compared with 74 percent of those who
were polled in 2006 (see Figure 12). This is possibly because expectations of what new
technology can provide sometimes outstrip the reality, and disillusionment then sets in.
But whatever the reason, it should be cause for serious concern; an IT function that is
seen as ineffective is unlikely to attract additional funding.
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Sources: 2008 GMA Information Technology Investment and Effectiveness Study and IBM Global Business Services analysis.
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THE TECHNOLOGICAL The reporting hierarchy
ENVIRONMENT The majority of top IT managers in the CP industry still report to the chief financial

officer (CFO) or chief operating officer (COO), as they did in the previous survey. Only
17 percent report directly to the chief executive officer (see Figure 13).

1
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Sources: 2008 GMA Information Technology Investment and Effectiveness Study and IBM Global Business Services analysis.

This speaks volumes about the weight CP companies typically place on IT, since a

CIO who reports to someone other than the CEO may not be in a position to play as
effective a role in shaping strategic decisions. It is also relatively unusual; research
conducted by IBM shows that the percentage of ClOs who report to the CFO is lower in
many other industries (see Figure 14).2
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THE TECHNOLOGICAL ENVIRONMENT

The proliferation of systems

The technological environment in which CP companies operate also remains

very complex. Thirty-three percent of responding companies still use custom-built
applications rather than packaged products, as they did in 2006. But this makes it
much more difficult to integrate a company’s systems, both internally and with those of
its partners and customers, so that it can collaborate with them more effectively. The
total number of applications CP companies use also remains very high, especially in
large companies (see Figure 15).
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The continued complexity of the technological environment is an issue that extends beyond
the number of applications. Across the board, respondents reported higher numbers

of operating and database management systems, storage platforms and middleware
technologies (see Figure 16). The complexity of the business, and the technological
environment, is likely to increase further as supply chains globalize, the number of supply
chain participants grows, collaborative requirements multiply and regulations expand.
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Emerging priorities

Despite this technological complexity, the industry is making progress on several major
fronts. More than three-quarters of the CP companies participating in the 2008 survey
now have demand signal repositories (DSRs) to capture and process data generated
at the point of sale, and use it in managing their own operations. Fifteen percent also
collect data on consumer spending patterns and track lost sales opportunities as a
result of out-of-stock items, while seven percent use dashboards that provide near
realtime demand visibility and predictive modeling, in order to anticipate demand more
accurately and reduce out-of-stocks, in the face of increasing demand variability (see

Figure 17).
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Many CP companies are also extending their reach beyond their own four walls and taking
responsibility for product fulfillment all the way to the store shelf. This is a significant shift
from the situation in prior studies, where management of the supply chain typically ended
at a CP company'’s distribution center. One of the main reasons for the change is the
increasing volume, quality and availability of retailer data. However, due to cost pressures,
many CP companies are funding these investments from their line-of-business budgets
(primarily sales and marketing) as Software as a Service (SAAS) spending. This limits the IT
function’s ability to make an impact.
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Moreover, more than half of all respondents do not currently use DSRs to aggregate
and analyze data from multiple distribution points and retailers. They rely, instead, on
orders as the primary demand signal. This is understandable in companies that are
trying to curb their costs, but those that are expanding will soon find that they need
DSR strategies to support the tracking of new product innovations and movement

in global markets. The leaders will have an advantage. Forty-one percent of those
companies that use DSRs report improvements in their demand forecasting and
planning, for example, while 14 percent have been able to reduce their inventories (see
Figure 18).
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Sources: 2008 GMA Information Technology Investment and Effectiveness Study and IBM Global Business Services analysis.

Many CP companies are also struggling to integrate a wide range of disparate systems
and, here, service-oriented architecture (SOA) could prove helpful. At present, SOA is still

in its infancy and yet to realize its full potential. In the future, however, SOA could be used
to overcome complexity through “hub-and-spoke” configurations that link different tools
and systems, independently of the platforms on which they operate. The industry is actively
working in this area. Nearly two-thirds of respondents are currently exploring the potential
of SOA, and 15 percent are already in the process of implementing an SOA framework.

But more than half of them are focusing on the back-office benefits of SOA; they see it as
a means of managing their supply chains more efficiently rather than strengthening and
streamlining their sales and demand fulfillment processes (see Figure 19).
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A substantial number of CP companies likewise plan to invest in new enterprise
software between now and 2010 in order both to expand into new geographic markets
and to maintain the value of their existing investments. Eleven percent of respondents
are already upgrading their enterprise resource planning systems, while another 19
percent intend to do so within the next three years. But interest in two much newer
areas — product lifecycle management and customer management software — is also
increasing dramatically. Twenty-five percent of those surveyed want to implement new
product lifecycle management systems, and 20 percent intend to implement new
customer management systems, by the end of the decade (see Figure 20).
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CONCLUSION

CONCLUSION | The latest GMA Information Technology Investment and Effectiveness Study highlights
the core issues of alignment, complexity and focus. Indeed, for many CP companies
the lack of alignment between the goals of business and IT executives remains a
significant issue. While the former are focusing on growth and innovation, the latter are
more concerned with controlling costs. This gap takes on added relevance given the
growing criticality of business analytics, customer and shopper insights, and supply-
chain collaboration. This may help to explain why the percentage of business managers
who see IT as a strategic asset has steadily declined in recent years (see Figure 21).
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Today’s intensely competitive and complex landscape demands that CP companies
undertake concrete steps to achieve greater alignment between the business and IT. While
the majority (61 percent) of IT executives again rank “Aligning business and IT strategies” as
the number one factor driving IT priorities for the coming year, this is clearly insufficient.

CP companies should consider investing more time during project planning to more closely
align the expectations of business and IT executives around objectives, personnel, budget
and time requirements, and benefits realization. Greater alignment can also be realized

via formal review processes with regular checkpoints to make sure that, as business
requirements change, there is a shared understanding about the impact of those changes.
One further action to consider is the expansion of the responsibilities, and perhaps even the
number, of business-IT liaisons to proactively bridge the gap.
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Addressing the business needs of CP companies more effectively will also require
leadership. It is only by assuming a higher profile and asserting themselves more
effectively that CIOs can expect to make up the ground they have lost. They will also
have to “follow the money.” No company can be expected to make a substantial
investment in new technologies, if it cannot measure the return on its investment. Proper
measurement systems for calculating and tracking returns are therefore essential.

While many CP companies are actively investigating, if not actually investing in, new
technologies, many are still hampered by the complexity of their operating environment,
with a multiplicity of systems and applications. In order to realize efficiencies and
improve agility, leading CP companies are optimizing their applications investments
through a combination of enterprise resource planning-complementary software and
built-for-purpose hardware decisions. In this way they increase the performance and
efficiency of the existing applications without substantial incremental investment.

Lastly, IT executives will need to focus more sharply on value-adding activities, as
distinct from routine maintenance, and free resources for investing in critical areas

of business growth and innovation. In an increasingly demanding and competitive
marketplace, CP companies must focus on what differentiates them from their rivals —
and the IT function will have to play its part in rising to this challenge.
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APPENDIX 1: PROFILE OF SURVEY RESPONDENTS

APPENDIX 1: Twenty-nine senior IT executives participated in the 2008 IT Spending and Investment
PROFILE OF SURVEY fSurvey. They reprgsent ? broad range of CP companies. II:o.rty—.two percent work

or large companies (with revenues of more than US$5 billion); 46 percent work for

RESPONDENTS medium-sized companies (with revenues of between US$1 billion and US$5 billion);
and 12 percent work for small companies (with revenues of less than US$1 billion).
These organizations generate more than nine-tenths of their revenues in North America.
Forty-five percent are global operations; 38 percent are domestic companies; and 17
percent are divisions, subsidiaries or business units of larger concerns.

Eighty-nine senior business executives participated in the 2008 IT Effectiveness Study.
Five percent are CEOs or COQs; 59 percent are vice presidents or above; and 36
percent are directors, managers or hold other executive positions. They represent a
wide range of functions, regardless of the position they occupy within the organizational
hierarchy (see Figure 22).

FIGURE 22: Finance & Accounting
The functions
represented by
business executives
surveyed.

Supply Chain

Other

Sales & Demand Fulfillment
Human Resources
R&D/New Products

Legal

Marketing

Corporate Communications

Procurement

0 10 20 30
Percentage of respondents

Sources: GMA IT Effectiveness Study and IBM Global Business Services analysis.
Note: Survey responses are for the 89 business executives responding to the IT Effectiveness Survey.

21 2008 GMA Information Technology Investment and Effectiveness Study



FIGURE 23:

The roles performed
by IT employees
surveyed.

22

APPENDIX 1: PROFILE OF SURVEY RESPONDENTS

More than half, 54 percent, of the internal IT FTEs at responding companies are engaged in
developing, implementing, managing or maintaining applications. A further 10 percent are
engaged in data center and/or server operations. The remainder perform a wide range of IT
activities (see Figure 23).
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APPENDIX 2:
ADDITIONAL SURVEY
RESULTS?
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APPENDIX 3: THE GREENING OF IT

A near “perfect storm” is gathering around energy consumption worldwide, CP
companies face the unprecedented convergence of increasing energy demands, rising
costs, diminishing capacities, heightened awareness and rigorous regulatory scrutiny.

® Energy costs are continuing to increase worldwide. The price of oil recently surged
above $145 a barrel, and is projected by some analysts to hit $200 a barrel within
the next two years.® Energy availability is no longer a given and customers in many
areas are facing caps on available power. The impact spans all aspects of energy
consumption but is especially critical with the rapid growth of data center power and
cooling requirements.

e CP companies are also simultaneously experiencing changes in the way they do
business. Increases in customer and supplier collaboration requirements and access
to systems is pressuring IT systems to 24x7x365 availability, further increasing the
energy demands of IT

® There is also a growing social responsibility dimension to energy usage and
management that is increasingly relevant to stakeholders around the world.
Organizations are also realizing that being green can be good for business, positively
affecting brand image, reducing costs and becoming a competitive differentiator for
customers, partners and suppliers.

e Governments are tightening restrictions and regulations around energy generation
and consumption. CP companies will likely have to improve their energy efficiency to
comply with external and internal goals and regulations, be able to track their energy
consumption and report on their improvements.

Many CP companies are exploring “green IT” as a key component part of their overall
response to this challenging cost, competitive and operating environment. Initial efforts
often focus on IT equipment and facilities requirements (e.g., lighting, cooling). In
addition, alternatives such as virtualization to improve server efficiency, or powering off
unused equipment are also being considered.

Senior IT managers are right to focus on the environmental impact of their operations.

In a 2007 report to Congress, the U.S. Environmental Protection Agency estimated

that in 2006 the nation’s servers and data centers consumed approximately 61 billion
kilowatt-hours (kWh), representing 1.5 percent of total U.S. electricity consumption and
costing about $4.5 billion® 2006 consumption represented a doubling since 2000, and
under current efficiency trends energy consumption is likely to double again by 20117
While any “green IT” initiative must clearly address servers and data center energy
usage, the above statistics do not include the requirements of PCs, laptops and other IT
infrastructure, nor are any lifecycle and/or disposal costs addressed. Therefore a more
pervasive approach that also leverages software to address infrastructure, workload and
people issues, is warranted.

e Infrastructure: including data centers, buildings, factories and trucks — is a major
consumer of energy. Software can enable CP companies to visualize, control and
automate their infrastructure to deliver new levels of power efficiency and to optimize
operations by leveraging consolidation and virtualization.
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e Workloads: There are two important areas of optimizing workloads. First, there is the
business workload that is defined by the business process activities the organization
performs daily. The second focus of workload optimization is the applications and
systems that support the business. Workloads are executed by people on the
infrastructure within organizations, and their underlying processes and applications
directly influence energy needs. Effective workload management includes the
ongoing improvement of business and IT information and processes to make sure
that a continual focus is placed on reducing the carbon impact of the organization.

e People: directly and indirectly individuals contribute to the carbon footprint in a
range of ways, from the impact of the commute to and from the office, to the physical
office space and its energy requirements.

Some examples of specific activities CP companies can take to reduce energy
requirements, and thereby lower carbon footprints, are as follows:

e Infrastructure:

- Assess data center efficiency on a realtime, ongoing basis. This is especially
important given the increasingly dynamic nature of today’s data center

- Combine workloads on servers to improve the performance utilization — leverage
workload classification and flow controls

- Explore virtualization or workloads for physical servers and other hardware
platforms

- Integrate management of IT and facility equipment

Model energy usage by asset and by location

e Workloads:

- Explore opportunities to leverage SOA to dynamically allocate and optimize
workloads across servers and applications. As applications are decomposed
into reusable services dedicated servers to support specific applications may no
longer be necessary

- Evaluate reducing application footprint size by assessing how much of the
application

- Increase the efficiency of the application platform, or platforms, by reducing the
number of physical machines required

- Consider charge back accounting for services consumed — driving ownership
and thereby encouraging efforts to reduce consumption

- Combine automated process workflows with digital process content (e.g.,
replace paper-based documents with eForms)

e People:

- Leverage advanced online collaboration tools (e.g., web-conferencing) to reduce
business and client travel — these tools now enable sharing of files and even
desktops, group chats, instant messaging, whiteboard and audience polling

- Enable collaborative online tools for training activities

This increasingly important area will likely be addressed more directly in the next
iteration of the GMA Information Technology survey.

2008 GMA Information Technology Investment and Effectiveness Study



ACKNOWLEDGMENTS

26

ACKNOWLEDGMENTS

We would like to thank GMA for selecting IBM Global Business Services and AMR
Research to conduct this study. Special thanks are due to the members of the GMA
Information Systems Committee who contributed their time and expertise to the project.

GMA Information Systems Committee

John Schoeberlein, ACH Food Companies, Inc.
Tony Bender, Alberto-Culver Company

Donna Braunschweig, Campbell Soup Company
Todd Schnobrich, Cargill, Incorporated

Havalyn Hensley, Coca-Cola Enterprises Inc.
Marianne DelLorenzo, Colgate-Palmolive Company
Gerrit Schutte, ConAgra Foods

Hollie Gonzales, CROSSMARK

Arthur Fino, Dean Foods Company

Marc Brown, Del Monte Foods Company

Don Whittington, Domino Foods, Inc.

Kevin Barnes, E. & J. Gallo Winery

Elie Bensoussan, Energizer Holdings, Inc.

Vyto Razminas, Flowers Foods, Inc.

Suzanne Simonett, General Mills, Inc.

George Rembold, H.J. Heinz Company

Doug Feist, Hallmark Cards, Inc.

Paul Cunningham, Henkel of America, Inc.

Ravitte Ginsberg, Johnson & Johnson Consumer Products
Ron Gilson, Johnsonville Sausage, LLC

Francesco Tinto, Kraft Foods Inc.

Jeff Malat, McCormick & Co,, Inc./U.S. Consumer Products Division
Mark Nichta, Nestlé USA, Inc.

Paul Amorello, Pepperidge Farm, Incorporated
Paul Klein, Rich Products Corporation

George Chappelle, Sara Lee Corporation

Delbert Cox, Schwan's Consumer Brands North America
Robin Evitts, The Clorox Company

Ann Carver, The Coca-Cola Company

E. Jeffrey Hutchinson, The Dannon Company, Inc.
George Davis, The Hershey Company

James Wicker, The J. M. Smucker Company

Neal Bronzo, The Pepsi Bottling Group, Inc.

Janis Ross, The Procter & Gamble Company
Michael Ziltzer, Unilever

Nick Moore, Wm. Wrigley Jr. Company

2008 GMA Information Technology Investment and Effectiveness Study



27

ACKNOWLEDGMENTS

We would also like to express our appreciation to the 118 respondents from GMA-
member companies who made this study possible, by sharing their insights and
observations, and the GMA staff who worked on this study: Stephen A. Sibert, Senior
Vice President, Industry Affairs; Jeanne Iglesias, Senior Director, Supply Chain and
Technology; and Alexis Larkin, Assistant, Supply Chain and Technology.

Lastly, we would like to thank the project team responsible for collecting and analyzing
the data over the last six months, and the various subject matter experts who provided
support.

Project team members
Guy Blissett, Consumer Products Leader, IBM Institute for Business Value

Lora Cecere, AMR Research, Research Director - Consumer Products
Maureen Stancik Boyce, Distribution Team Leader, IBM Institute for Business Value
Carola Kratzer, IBM Global Business Services, Business Analyst

Lori Simonson, IBM Global Business Services, Learning and Knowledge Delivery
Manager, Benchmarking

Project advisers
Bill Gilmour, IBM Global Business Services, Consumer Products Industry General
Manager

David E. McCarty, IBM Software Group, Worldwide Consumer Products Industry Sales
Executive

Michael Briglia, IBM Sales and Distribution, Vice President, Consumer Products Industry

2008 GMA Information Technology Investment and Effectiveness Study



REFERENCES

28

REFERENCES

1 IBM Institute for Business Value. “Consumer products 2010: Executing to lead in a
world of extremes.” May 2004. Available at http://www-935.ibom.com/services/ph/
index.wss/ibvstudy/igs/x1020349?cntxt=x1020755#0

2 IBM Institute for Business Value. “The 2007 Global CFO Study.” October 2007.
Available at http://www-03.ibm.com/industries/consumerproducts/doc/content/
news/pressrelease/3166158123.html

3 IBM Software, “A Green Strategy for your Entire Organization.” June 2008.
4 lbid.

5  http://www.bloomberg.com/energy/, July 3, 2008 — NYMEX Crude Future; Forbes.
com, “Goldman Sachs raises H2 2008 oil price forecast to $141/bbl from $107/
bbl’, May 16, 2008. http://www.forbes.com/afxnewslimited/feeds/afx/2008/05/16/
afx5018259.htm

6 U.S. Environmental Protection Agency, Report to Congress on Server and Data
Center Energy Efficiency — Public Law 109-431, August 2, 2007.

7 Ibid.

2008 GMA Information Technology Investment and Effectiveness Study



© Copyright IBM Corporation 2008

IBM Global Services
Route 100

Somers, NY 10589
USA.

Produced in the United States of America
August 2008
All Rights Reserved

IBM, the IBM logo and ibm.com are trademarks
or registered trademarks of International
Business Machines Corporation in the United
States, other countries, or both. If these and
other IBM trademarked terms are marked

on their first occurrence in this information
with a trademark symbol (® or ™), these
symbols indicate U.S. registered or common
law trademarks owned by IBM at the time this
information was published. Such trademarks
may also be registered or common law
trademarks in other countries. A current list

of IBM trademarks is available on the Web at
“Copyright and trademark information” at
ibm.com/legal/copytrade.shtml

Other company, product and service names
may be trademarks or service marks of others.

References in this publication to IBM products
and services do not imply that IBM intends to
make them available in all countries in which
IBM operates.

p—

V1A

The Assnciation of Food, Beverage
a3l Cosdurtar Producls Compatiet

© 2008 by the Grocery Manufacturers
Association (GMA). All rights reserved.
No part of this publication may be
reprinted or reproduced in any way
without written consent from GMA.

Grocery Manufacturers Association
1350 | Street, NW, Suite 300,
Washington, D.C. 20005, U.S.A. GBE03087-USEN-00



