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EXECUTIVE
SUMMARY

EXECUTIVE SUMMARY

The 2006 GMA Information Technology Investment and Effectiveness Study, conducted
by IBM on behalf of the Grocery Manufacturers Association (GMA), shows that
business executives in consumer products (CP) companies give information tech-
nology (IT) more weight than they did a few years ago. Yet neither the status of the IT
function nor the allocation of IT investment dollars reflects its increasingly important role.

The most senior IT executives in CP companies typically spend almost one-third of their
time working with people in other functions, such as human resources and customer
services. They are thus becoming more involved in broad decision making. But, unlike
in other industries, few top IT executives report directly to the chief executive officer
(CEQ). The majority report to the chief financial officer (CFO), so they cannot influence
the direction of the business as effectively.

Similarly, responding companies allocate more than two-thirds of their total IT budgets
to running the business and improving compliance. Only 21 percent goes toward
strategic issues, and an even smaller 10 percent is invested in initiatives to generate
greater revenues. Business executives continue to view IT primarily as a means of
becoming more efficient and cutting costs, rather than as a tool for supporting growth.

Nevertheless, an increasing number of business executives in CP companies see IT
as an essential investment area. Total spending on IT grew 4.5 percent in 2005 and is
expected to rise by a similar amount in 2006, although the ratio of IT expenditure to net
sales revenues has remained constant — at 2.1 percent — for the past three years.

Most CP companies still rely on in-house personnel for the majority of their IT needs;
internal staffing costs account for 46 percent of their operating budgets — more than

the next three largest areas of expenditure (external service providers, software and
hardware) combined. Responding companies also spend more than half their total appli-
cations budgets on two functions: the supply chain and sales and demand fulfillment.

Surprisingly, however, only 55 percent of the CP businesses participating in this year’s
survey use measures like return on investment (ROI) to evaluate the success of their IT
projects. Many companies still use non-quantifiable criteria, despite the evidence that
companies which measure ROI typically have higher success rates than those which
do not.
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Moreover, even though the majority of IT executives now track the success of their
projects using non-financial criteria, a significant number of business executives are
unaware that such measures are used within their own firms. This may help to explain
why they are sometimes wary about investing in IT. The two most frequent reasons
business executives cite for hesitating to make an IT investment are lack of clarity about
the returns they can expect and competing capital projects with a higher priority.

The technological landscape is continuing to change rapidly. Most CP companies

have made considerable progress in implementing various industry initiatives, including
Global Data Synchronization (GDS) and electronic data interchange (EDI), although
they have adopted a more conservative approach to the introduction of radio frequency
identification (RFID) devices. Nearly half report that they are currently piloting RFID
internally or in conjunction with a trading partner, but only 3 percent are actively leading
the way and aggressively implementing RFID.

One of the biggest IT-related obstacles responding companies face is the complexity of
their IT infrastructure — a fact that IT executives recognize, since they list it among their
main problems. Many CP firms still run a relatively large number of applications, and a
good third of the applications they use are custom-built. This has a direct bearing on
the speed and efficiency with which they can implement industry initiatives. Companies
with predominantly custom-built applications have been markedly slower to introduce
Global Trade Identification Numbers (GTINs) and EDI, for example, than those with
predominantly packaged applications.

Despite such difficulties, corporate perceptions of the IT function are becoming increas-
ingly positive. Seventy-four percent of business executives believe their IT departments
are effective, or very effective, compared with just 43 percent two years ago. They rate
these IT departments highly for their ability to work with other parts of the organization
and the alignment of their activities with the company’s business strategies.

However, business executives are more critical about the IT function’s ability to innovate
and communicate. Only 43 percent are satisfied, or very satisfied, with the provision

of information regarding new IT products and services. Even more telling, perhaps, is
the fact that most business executives do not see IT as a means of supporting growth
initiatives, although it is the second most important priority for IT executives. Nor do
business executives appreciate the extent to which the complexity of the IT infrastruc-
ture can make it difficult for companies to achieve their business objectives. It is thus
essential that IT executives in CP companies assume a more proactive role, both in
driving the IT agenda and in exerting a much stronger influence on broader business
decision making.
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INTRODUCTION

INTRODUCTION

The 2006 GMA Information Technology Investment and Effectiveness Study was
conducted by IBM on behalf of GMA. It aims to provide a clear picture of the state of
IT within the CP industry; to analyze IT spending and investment trends; and to assess
how business executives view the effectiveness of the IT function.

Approach

This year’s study is the eighth such analysis to be completed. The findings are based
on two separate surveys administered between November 2005 and February

2006: the IT Spending and Investment Survey; and the IT Effectiveness Survey. The
IT Spending and Investment Survey targeted senior IT 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.

Thirty-seven IT executives completed the IT Spending and Investment Survey, while 66
business executives completed the IT Effectiveness Survey. In all, 103 respondents from
46 companies with revenues ranging from US$160 million to US$14 billion participated in
the study. (The figures in the remainder of the report are based on the number of respon-
dents who answered each question, since not all respondents answered every question.)
The overall response rate was higher than in earlier GMA IT investment and effective-
ness studies (and particularly strong for the IT Effectiveness Survey), illustrating both the
continued importance and relevance of IT to business and IT executives alike.

IBM presented the preliminary results of the latest study at the GMA Information
Systems/Logistics Distribution Conference in April 2006. This report provides a more
detailed analysis of the data. It includes comparisons of the findings with those of the
2004 GMA Information Technology Investment and Effectiveness Study and similar
studies conducted by Forrester Research, where relevant. It also draws on IBM's
surveys, thought leadership and extensive experience from client engagements.
Appendix 1 provides a brief discussion of the findings in an international context, since
GMA is interested in extending the geographic range of future surveys.
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Profile of respondents

The IT executives who participated in the IT Spending and Investment Survey represent
a cross-section of CP companies. Thirty-three percent work for large companies (with
revenues of US$5 billion or more); 43 percent work for medium-sized companies (with
revenues of US$1-5 billion); and 24 percent work for small companies (with revenues

of less than US$1 billion). These organizations generate more than four-fifths of their
revenues in North America. Fifty-six percent are global operations, 33 percent domestic
companies and 11 percent divisions of larger concerns.

The pool of senior business executives who provided feedback regarding the effec-
tiveness of IT is equally diverse. Twenty-three percent are CEOs or chief operating
officers (COOs); 72 percent are vice presidents or above; and 5 percent are directors
or managers. They represent a wide range of functions, regardless of the position they
occupy within the organizational hierarchy (see Figure 1).

FIGURE 1_: Supply chain
The functions
represented by
business executives

Sales and demand fulfillment
Finance and accounting

Marketing
Human resources
Procurement
Legal
R&D/New products . . . . . .
0 5 10 15 20 25 30
Percent

Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study.
Note: Survey responses for 66 business executives responding to the IT Effectiveness Survey.
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FIGURE 2:
How responding
companies use IT
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The importance of IT

Business executives in CP companies widely regard IT as a strategic asset in which

it is essential to invest. But neither the allocation of IT budgets nor the position of the
most senior IT executive within the corporate hierarchy reflects the strategic role the IT
function is increasingly being expected to play.

Business executives in CP companies attribute more importance to IT than they did
several years ago, but IT executives clearly think that they still fail to give it sufficient
weight. Respondents were asked which best describes their companies’ use of IT:

= We compete at the cutting edge of innovation and use IT as a competitive weapon

= We view IT as an essential investment area and invest in leading, but proven,
technologies

= We stay current on technology without getting too far ahead of the competition; or

= We take a conservative approach, using proven, mature technologies.

Forty-six percent of business executives said that their companies see IT as an
essential investment area, compared with just 29 percent of those who were surveyed
in 2004. And only 25 percent said that their companies take a conservative approach,
compared with 36 percent two years ago. However, IT executives are much more
divided in their views: 33 percent said that their companies see IT as an essential
investment area; 33 percent that their companies like to stay current; and 31 percent
that their companies take a conservative approach (see Figure 2). This difference in
opinions shows that IT executives think their companies take IT less seriously than
colleagues in other functions believe.

2004 study 2006 study
Cutting ed S
utting edge 6 3
Essential | 29 |46
investment area 27 33
|33 26
Currenton IT 46 33
Conservative | 36 25
approach 21 31

0 10 20 30 40 50 0 10 20 30 40 50
Percent

Percent
Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study; CSC,

2004 GMA Information Technology Investment and Effectiveness Study.

“We are focused on enabling the business, not using IT as
a strategic advantage on its own. Everything must be in the
context of supporting business goals and objectives”

— survey respondent
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FIGURE 3:
How business
executives view IT
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FIGURE 4:

How responding
companies allocate
their IT budgets
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PERSPECTIVES ON IT

Several other pieces of evidence suggest that business executives may indeed be
paying less attention to IT than they should. The majority of business executives in

CP companies still consider IT a strategic asset and a growing number regard it as a
return-producing investment (see Figure 3). Yet they invest relatively little in IT’s revenue-
producing potential.

100 ~

2004 study 2006 study

Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study; CSC,

2004 Information Technology Investment and Effectiveness Study.

Sixty-nine percent of the total budget responding companies allocate for IT is spent
on running the business and improving compliance. Another 21 percent is spent on
strategic issues, and only 10 percent on initiatives to generate more revenue. This is
likely not enough to deliver real growth (see Figure 4).

100 = 12 10 }Grow
80 I~ —LPIan
= 60 [ Comply

3 _
S0
Run
20 -
0

2004 study

2006 study

Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study; CSC,
2004 GMA Information Technology Investment and Effectiveness Study.

“New products, R&D, marketing ... [we] focus on providing
solutions that help grow the top line”
— survey respondent
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FIGURE 5:

Percent of time spent
outside IT by the most
senior IT executive

FIGURE 6:
The IT direct reporting
relationship
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The most senior IT executives in CP companies spend, on average, almost one-third of
their time working with people in other functions, like human resources and customer
service (see Figure 5). Predictably, the most senior IT executives in large companies
spend slightly more time working in other areas than those in small companies, since
large companies are often more complex. This suggests that top IT executives are
involved in broad decision making, as distinct from solely functional activities.

34
35

31

Overall Small companies  Medium companies  Large companies

Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study.

The reporting structure

But the reporting structure at many CP companies creates a significant barrier that
blocks ClOs from participating fully in broader decision making. Only 16 percent of the
top IT executives in responding companies report directly to the CEO; a full 55 percent
report to the CFO. Even in large companies only 25 percent of the top IT executives
report directly to the CEO. In small and medium-sized companies, the proportions are
lower still — at 11 percent and 13 percent, respectively (see Figure 6).

100 —

99 12
80 13 33

60

Percent

40

20

Small companies Medium companies Large companies

Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study.
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FIGURE 7:

The percentage of ClOs
reporting to the CFO in
different industries
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“We are focused on business change. The key is leadership.
IT can lead but, if IT leadership is tactical, the business will
have the lead”

— survey respondent

This is very different from the situation in other industries. Indeed, research conducted
by IBM as part of the 2005 Global CFO Study shows that the percentage of CIOs who
report to the CFO is higher in the CP sector than it is any other area except education
(see Figure 7)! A study recently published by Forrester Research provides further
evidence that the reporting structure in GMA-member companies differs dramatically
from that in other industries, where between 65 percent and 76 percent of ClOs report
to the CEO or President (see Appendix 2).2

Education 60
Consumer products/Wholesale 57
Professional services 47
Media and entertainment 44
Industrial products 43
Automotive 39
Life sciences 39
Retail 38
Energy and utilities 35
Chemicals and petroleum 34
Healthcare 29
Travel and transportation 29
Aerospace and defense 20
Electronics 19
Government 17
Telecommunications 16
Financial markets 13
Banking 10

Insurance 7
| | | | | J

0 10 20 30 40 50 60
Percent

Source: IBM Global Business Services, The 2005 Global CFO Study.

A CIO who reports to the CFO rather than the CEO is not in a position to influence

the direction of the business as effectively. Correlation analysis of the survey results
shows, for example, that companies in which the CIO reports to the CEO typically invest
29 percent of their IT funds in areas that are related to business strategy, versus 22
percent in companies where the CIO reports to the COO or CFO, and just 12 percent in
companies where the CIO reports to someone else?
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FIGURE 8:

The priorities of IT
executives for the next
12 months
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Again, this is in line with Forrester Research’s findings. In a report published in February
20086, the technology research firm concluded that when the CIO reports to the CFO,
the focus is on “financial controls and order visibility.” When the CIO reports to the CEQ,
the focus is on “processes and technologies that build brand relevance at the point of
purchase.” In other words, a ClIO who reports to a CFO is more likely to be engaged in
cutting costs than in growing the business.

The issue is, then, that the typical CP IT function is increasingly expected to assume
a more significant role in shaping the future of the business. Yet the IT function is still
somewhat marginalized and handcuffed by virtue of its reporting structure.

Different concepts of the role of IT

IT executives believe that one of their most important priorities is to support growth
initiatives. But even though business executives consider IT a strategic asset, they still
see it primarily as a means of creating greater efficiency and cutting costs.

If there is a gap between the role the IT function is expected to assume and the status
it is accorded, there is another gap between the priorities of IT and business execu-
tives. As Figure 8 shows, for IT executives the three most important priorities for the
next 12 months are aligning the IT strategy with the business strategy, securing top-line
growth and optimizing business processes.

Ranking

2004 | 2006

study | study
2 1 Aligning business and IT strategies 73
7 2 Supporting growth initiatives
1 3 Optimizing business processes
3 4 Supporting cost-reducing projects
5 4 Satisfying customer imperatives
9 6 Improving business agility

12 7 Improving IT service to business users 32
8 8 Reducing IT budgets 29

0 10 20 30 40 50 60 70 &80
Percent

Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study; CSC,

2004 GMA Information Technology Investment and Effectiveness Study.

Note: The sum of all percentages exceeds 100 percent because respondents were asked to select their top five priorities.
“Our near-term focus areas are “automation and IT
around capturing insights, enabling innovation, knowledge
management, data analytics and business intelligence...”

— survey respondent
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FIGURE 9:

The most important IT
investment drivers for
business executives

PERSPECTIVES ON IT

Two features are especially worth noting here. First, the fact that IT executives are so
concerned about the alignment of the IT and business strategies suggests that they
believe there is more to be done in this respect. Second, there has been a major shift in
emphasis over the past two years. Supporting growth initiatives ranked only seventh on
the list of priorities for IT executives who participated in the previous study.

However, business executives continue to view IT primarily as a tool for improving the
efficiency of the organization and cutting costs. When asked what they regard as the
most important reasons for investing in IT, 86 percent of business executives cited
increases in internal efficiency or productivity; 70 percent better compliance with
customer and regulatory imperatives; and 56 percent greater efficiency in interacting
with trading partners (see Figure 9).

Ranking
2004 | 2006
study | study
1 1 Increased internal efficiency/productivity _ 86
2 2 Customer imperatives/compliance _
3 3 Increased efficiency of trading partner interactions _ 96
7| 4 Cost of doing business (I 47
6 4 Regulatory compliance _ 47
9 | 6 Security (I 31
4 7 Increased trade customer sales - 25
10 8 Increased consumer sales - 23
5 8 Reduced procurement costs - 23
12 10 Creation of new demand/overall market growth - 22
14 11 Increased understanding of consumers - 20
8 | 12 Market share growth - 14
11 12 Defense of current market share position - 14
13 | 14 Consumer brand building Il 8
- 15 Lack of opportunity causing no investment in IT ' 2 | | | |

o

20 40 60 80 100
Percent

Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study; CSC,
2004 GMA Information Technology Investment and Effectiveness Study.
Note: The sum of all percentages exceeds 100 percent because respondents were asked to select their top five priorities.
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FIGURE 10:
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Figure 10 illustrates the divergence between the priorities of business executives
and IT executives even more clearly. Business executives identify 15 key drivers for
investing in IT, but only four are related to revenue growth. Moreover, they rank those
drivers only seventh (increasing trade sales), eighth (increasing consumer sales),
tenth (stimulating new demand or overall market growth) and twelfth (increasing
market share) in order of priority.

IT respondents’ view Business respondents’ view
1 Aligning business and IT strategies 1 Increased internal efficiency/productivity
2  Supporting growth initiatives — 2 Customer imperatives/compliance
3 Optimizing business processes 3 Increased efficiency of trading partner
4 Supporting cost-reducing projects interactionstransactions
4 Satisfying customer imperatives 4 Cost of doing business
6 Improving business agility 4 Regulatory compliance
7 Improving IT service to business users 6 Security
8 Reducing IT budgets —e 7 Increased trade customer sales
9 Governance and management of IT organization | |8 _Increased consumer sales
10  Global Data Synchronization 8 Reduced procurement costs
10 Improving ROI of IT capital 'L 10 Creation of new demand/overall market
12 Improving financial reporting growth -
12 Security 11 Increased understanding of consumers
and consumer needs
14 Customer collaboration 42 Market share growth
14 Regulatory compliance 12 Defense of current market share position
16  Improving trade customer service 14 Consumer brand building
16 Retaining skilled staff 15 Lack of opportunity causing no investment
18 RFID/EPC inlT
18 Maintaining pace with technology changes
18  Other
21  E-business projects
21 Ensuring disaster recovery/business continuity

Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study.

The barriers to success

IT executives say that the main barriers to making the IT function more effective are
budgetary restrictions, lack of human resources and the complexity of the existing IT
infrastructure. But the biggest issue for business executives is uncertainty about returns
on investment in IT

What, then, are the barriers to creating a more effective IT function? The three biggest
obstacles IT executives say they face are budgetary constraints, the complexity of the
infrastructure and applications that are already in place and lack of human resources
(see Figure 11).
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FIGURE 11:
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Budget/cost constraints

Complexity of current infrastructure and applications
Lack of human resources

Lack of agility in IT organization

Lack of alignment between business and IT strategy
Lack of corporate commitment to, or awareness of, IT
Lack of customer service orientation

Other

Inability to keep pace with rapid advances in technology
Inability to partner with external service providers
Inability to manage enterprisewide projects/programs

0 10 20 30 40 50 60 70 80
Percent

Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study.
Note: The sum of all percentages exceeds 100 percent because respondents were asked to select the top three factors.

“We are a zero overhead growth function as measured
versus operating budget”

— survey respondent

Conversely, the three most frequent reasons why business executives hesitate to make
an IT investment are unclear returns on investment, competing capital projects with a
higher priority and technologies that are rapidly changing or evolving (see Figure 12).
In fact, it is notoriously difficult to measure ROl in IT projects which take place in the
context of multiple functional initiatives or span the entire enterprise. Nevertheless, the
survey results suggest that many ClOs need to argue the business case for their IT
projects more effectively.
Unclear ROI 82
Other capital projects with higher priority
Rapidly changing/evolving technology
Desire to wait for proven applications in this industry
Lack of business sponsorship/leadership
Lack of people with appropriate skills/abilities
Lack of top management commitment
Instability of technology
Security issues
Uncertainty about the role of industry exchanges

15
11

L J
0 20 40 60 80 100
Percent

Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study.
Note: The sum of all percentages exceeds 100 percent because respondents were asked to select the top three factors.

The key issues IT and business executives identify are thus budgets, human resources,
returns on investment and the complexity of the technological infrastructure. We shall
look at each of these issues more closely in the following pages.
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FIGURE 13:

The average IT
budget of responding
companies
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FIGURE 14:
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] Total IT budget
B Operating budget
[ | Capital budget
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THE IT BUDGET

The proportion of their revenues that CP companies invest in IT is relatively stable, but it
is less than companies in many other industries spend on IT

Responding companies, on average, plan to spend US$981 million on IT in 2006:
US$186 million on capital projects and US$79.5 million on operating expenses. This is
4.7 percent more than the total budget they allocated for IT in 2005 — and a marginally
greater uplift than the 4.5 percent increase in the budget between 2004 and 2005 (see
Figure 13).

100 [ +4.5% +4.7%

80

60

40

US$ millions

20

0

2004 2005 2006¢

Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study; CSC,
2004 GMA Information Technology Investment and Effectiveness Study.
£ = Estimated.

“If we had 10 percent additional budget, we would spend/
invest in retail execution and business intelligence”

— survey respondent

However, actual IT spending is not always the same as the amount that has been
budgeted. In 2004, for example, the information provided by responding companies
shows that the ratio of projected expenditure on IT to revenues was 2.3 percent, but the
ratio of actual expenditure on [T to revenues was just 21 percent; in monetary terms, this
was 10 percent less than originally envisaged (see Figure 14).

Estimated versus realized IT budget
25 = 230
224 | 4
2.03 2.04 197 = 210 209 210
» 20 .
= : : 1.70
S =
L 15
k)
|5
- E
§ 10 0.82 0.86
05
0.0 L 1 1 1 1 1 1

2000 2001 2002 2003 2004 2005 2006¢

Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study; CSC,
2004 GMA Information Technology Investment and Effectiveness Study.
£ = Estimated.
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FIGURE 15:

Projected IT
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Yet CP companies already spend less on IT than companies in most other sectors. In
its latest survey of US IT spending patterns, Forrester Research reports that projected
expenditure on IT as a percentage of revenues is lower in the CP industry than in 11 of
the 15 other industries it analyzed (see Figure 15). Indeed, financial services companies
and public-sector organizations typically invest 6.8 percent and 5 percent of their
revenues respectively — more than double the proportion CP companies invest.®

Finance and insurance
Public sector
Business services
Overall
Utilities and telecommunications
Media, entertainment and leisure
Manufacturing
High-tech products
Consumer products
Industrial products
Chemicals and petroleum
Primary production
Retail and wholesale trade
Retail
Wholesale trade

Percent

Source: US IT Spending Benchmarks for 2005, Forrester Research Inc., May 24, 2005.

The breakdown between new initiatives and ongoing IT operations is forecast to stay
constant. Responding companies plan, on average, to spend US$35.5 million devel-
oping new capabilities and US$62.6 million maintaining their existing capabilities (see
Figure 16).

100

[e]
o

D
o

Budget US$ millions

2006¢

2005

Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study; CSC,
2004 GMA Information Technology Investment and Effectiveness Study.
£ = Estimated.
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FIGURE 17:
The IT budget per
employee, 2005
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THE IT BUDGET

They intend to devote 31 percent of their operating budgets and 57 percent of their
capital budgets to new initiatives, which is directly in line with their expenditure on new
initiatives in 2005. However, everything else being equal, a company which spends a
smaller proportion of its total IT budget on maintenance, and a larger proportion on new
capabilities, than its peer group will likely have better business results.

Large companies spend 45.5 percent more than medium-sized companies, and 59.4
percent more than small companies, on IT per employee (see Figure 17). However, the
average IT budget per employee is now lower than at any time in the past three years.
The difference is small; it ranges from a high of US$7904 to US$7,704 per employee,
and may be attributable to the fact that many CP companies have now finished imple-
menting ERP systems.

10,000 [~ 9,260
8,000
6,000
&>
[92]
]
4,000
2,000
Overall Small Medium Large
companies companies companies

Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study.
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FIGURE 18:
Measurement of user
satisfaction with IT
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MEASUREMENT OF IT

Most IT projects in CP companies are on time and within budget, and meet their
stated objectives. But a substantial number of responding companies still rely on non-
quantifiable criteria rather than financial measures to evaluate the success of those
projects. Without “*hard” measures of what prior projects have delivered — such as ROI
— they are unlikely to increase the amount they spend on IT

The old adage that what gets measured gets managed is as true for IT as it is for any
other part of a business. So how does the typical IT function in the CP sector score in
this regard? Not very well, it seems.

Ninety-two percent of IT executives report that they have a clearly defined mission
within the context of the overall business strategy. But only 43 percent say that they
have a formal process for measuring the extent to which business users are satisfied
with the services they provide, although another 31 percent say that they are currently
designing or implementing such programs (see Figure 18). This reflects the increasing
extent to which IT executives are focusing on customer service in the management of
their operations.

100
80

60

Percent

40

20 ~

0
User satisfaction measurement

Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study.

Not surprisingly, large companies lead the way. Fifty-nine percent of the IT functions
in large companies already measure the extent to which users are satisfied with
the service they provide, while another 33 percent are currently implementing some
sort of feedback program. By contrast, only 375 percent of the IT functions in small
companies and 33 percent of the IT functions in medium-sized companies already
have such tools in place, and only 375 percent and 27 percent, respectively, are
currently implementing them.

However, this is by no means the only weakness CP companies display when it comes
to measuring IT. Eighty-two percent of IT executives and 83 percent of business execu-
tives report that the IT projects their firms undertake are completed on time and within

budget, and meet their stated objectives. But many companies still put more emphasis
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MEASUREMENT OF IT

on non-quantifiable criteria than on quantifiable criteria when they are deciding whether
or not to invest in a particular IT initiative. IT executives report that ROI or net present
value (NPV) is a lowly third on the list of determining factors, well behind the costs of
doing business and strategic imperatives — as it was when the previous study was
completed in 2004 (see Figure 19).

1
Deemed essential/cost of | ] 69

doing business — 74

Strategic reasons

ROI/NPV
Gut feel 3
2
Other 3
2 L L L L L L L J
0 10 20 30 40 50 60 70 80

Percent
Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study; CSC,

2004 GMA Information Technology Investment and Effectiveness Study.
Note: The sum of all percentages exceeds 100 percent because respondents were asked to select their two top criteria.

Worse still, only 55 percent of responding companies currently measure their ROl in
IT projects — although the situation is better than it was in 2004, when only 44 percent
of responding companies did so. Nearly half the firms which were then designing or
implementing benefit-tracking tools are now using them (see Figure 20).
100
80

60

Percent

40

20

2004 study 2006 study

Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study; CSC,
2004 GMA Information Technology Investment and Effectiveness Study.

“Everything must have an ROl associated with it. Anything
over $500K must be approved by the senior leadership
team ... [which uses] NPV analysis”

— survey respondent
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FIGURE 21:
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This reticence about measuring ROl in IT has at least two causes. As we have already
indicated, it is often difficult to track the benefits of IT projects that are global or cross-
corporate in scope or IT projects that are taking place simultaneously with other
projects in the same part of the organization. But business executives do not neces-
sarily want to be held accountable for ROl on projects they do not completely control,
and they are also wary of double-counting benefits that could be allocated to multiple
projects or parts of the organization.

Nevertheless, there are compelling grounds for adopting a quantitative approach, since
unclear ROl is the single biggest reason business executives give for hesitating to
invest in IT. Using hard financial measures provides a benchmark for future initiatives.

It also appears to increase the probability that they will be successful. The percentage
of IT projects which meet their objectives, are on time and within budget is 88 percent
in companies that measure their ROl in IT — more than one-and-a-half times the 56
percent success rate in companies that do not (see Figure 21).
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Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study.

“IT investment return is not adequately identified and/
or tracked”

— survey respondent

Moreover, there is a close correlation between those companies which have a program
to measure ROI in place and those which believe IT helps to shape their business
strategy. This link suggests that organizations with the foresight to measure ROI
recognize the value IT can contribute at a strategic level.
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It is equally important for IT executives to publicize the fact that they measure the
success of the projects they undertake, whatever criteria they use. Although 45 percent
of responding companies do not currently measure ROI, 68 percent of IT executives
say that they have some sort of measurement system in place. But only 52 percent of
business executives are aware that such programs exist within their own companies
(see Figure 22). This suggests that some IT executives have failed to explain what they
do very effectively, and that they need to improve their communications with other areas
of the business.
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Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study.

Despite these shortcomings, more than two-thirds of respondents — irrespective of
whether they are IT or business executives — believe that their companies have either
already achieved a “satisfactory” return on their existing IT investments or will do so within
a one-to-two year timeframe. Twenty-nine percent of those surveyed report that their
companies have already achieved a satisfactory ROI, while 41 percent note that they
expect their companies to do so sometime within the next two years (see Figure 23).

Already achieved
Six months or less

41% Within one year

Within one-to-two years
Within two-to-five years

Don’t know

0 5 10 15 20 25 30 35
Percent

Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study
Note: These statistics include all respondents, not just those who said they currently have an ROl measurement program in place.
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THE ALLOCATION OF IT RESOURCES AND PERSONNEL

CP companies devote most of their IT resources to operational activities rather than
high-level issues such as risk management. They spend nearly half their IT operating
budgets on personnel (and typically rely on employees rather than contract workers).
They spend 60 percent of their IT capital budgets on software and computing
equipment.

Responding companies typically spend 76 percent of their IT budgets on operational
activities and 24 percent on the management of their IT processes. They allocate their
human resources in a very similar fashion; 80 percent of the full-time equivalents (FTEs)
working in the IT function are engaged in operational activities, while 20 percent are
involved in managing processes. But only 2 percent of IT spending and 2 percent of
the workforce is used to manage business resilience and risk (see Figure 24). This is a
remarkably low proportion of resources to devote to such a key issue.
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Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study.
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On average, just over 2.4 percent of the FTEs employed by responding companies work
in IT, although the precise ratio varies depending on the size of the organization (see
Figure 25). The percentage of staff engaged in IT activities is highest in large companies,
which generally have a more complex IT infrastructure than smaller firms and are more
likely to be in the vanguard when it comes to implementing new technologies. It is lowest
in medium-sized companies, which usually enjoy greater economies of scale than small
firms but incur fewer IT expenses than large companies.
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0.0
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Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study.

The percentage of FTEs performing IT processes relative to the total workforce is
much lower in responding companies than it is in other industries such as finance and
insurance, and utilities and telecommunications. However, it is in line with the overall
industry average, as Forrester Research’s latest analysis of US IT spending patterns
shows (see Figure 26)°
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Business services
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Source: US IT Spending Benchmarks for 2005, Forrester Research Inc., May 24, 2005.
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The vast majority of the people whom responding companies employ to perform

their IT processes are staff rather than contract workers. Ninety-three percent of the IT
personnel in small companies, 83 percent of those in large companies and 82 percent
of those in medium-sized companies are in-house employees (see Figure 27).

100 [~
80

60

Percent

40

20

Large companies

Medium companies Small companies

Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study.

Expenditure on personnel comprises by far the biggest part of the IT operating budget
at CP companies, more than the next three largest categories of expenditure — external
service providers, software and hardware — combined. In 2005, responding companies
spent, on average, 46 percent of their IT operating budgets on staff. Again, however,
there were significant variations depending on the size of the company. Staffing costs
accounted for 47 percent of the IT operating budget at large companies, 43 percent at
medium-sized companies and 34 percent at small companies (see Figure 28).
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Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study.
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Further analysis shows that 31 percent of these personnel costs were allocated to appli-
cations development, and 26 percent to technical support (see Figure 29). Another 30
percent was spent on external services and outsourcing.
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Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study.

Meanwhile, support and maintenance and software amortization accounted for the
bulk of responding companies’ operating expenditure on software, at 48 percent and
36 percent, respectively. Similarly, data and voice telephony jointly accounted for 88
percent of their operating expenditure on networks and telecommunications.

However, software and computing equipment accounted for a much larger share of
capital expenditure. In 2005, responding companies devoted 43 percent of their capital
budgets to software and 17 percent to computing equipment (see Figure 30). More
than half the money they invested in computing equipment was spent on enterprise
computing (application servers, database servers, integration servers, brokers and

so forth for use throughout the organization). Another 22 percent went toward client
computing (high-end workstations and personal computers), and 19 percent was
spent on enterprise storage (storage on application servers, database servers, Network
Attached Storage (NASs) and Storage Area Networks (SANS)).
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Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study.
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Many CP companies still have an unduly complex IT infrastructure. A substantial number
of the applications they use are also custom-built, which makes it more difficult for them
fo integrate their systems with those of their partners and customers.

The complexity of the technological environment in which CP companies operate
remains a serious obstacle. As Figure 31 shows, most responding companies still run a
relatively large number of applications, and have been slow to reduce the number —in
marked contrast with the trend toward simplification and integration in other industries.
The problem is especially notable in large firms; in acquiring or disposing of brands
and businesses to fine-tune their product portfolios, many such organizations have
increased the complexity of their applications infrastructure.
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Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study; CSC,
2004 GMA Information Technology Investment and Effectiveness Study.

‘Keep it simple ... standardize, standardize, standardize”

— survey respondent

A full third of the applications responding companies use are predominantly custom-
built rather than packaged products. 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. There is, for example, a close correlation
between those responding companies that rely more heavily on packaged applications
and those that report higher rates of success with their IT projects.
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Again, the problem is particularly acute in large companies, where 39 percent of the
applications are predominantly custom-built. Conversely, small companies are more
inclined to use packaged applications, probably because they have more limited
budgets and fewer in-house resources on which to call (see Figure 32).
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Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study.

The same pattern holds true with servers. On average, large CP companies now have
738 servers apiece, even though servers are becoming increasingly powerful (see
Figure 33).
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Large CP companies likewise have more database management systems and storage
platforms than small or medium-sized companies, although this is hardly surprising;
the volume of data they must enter, organize and store is necessarily much greater
than it is in small firms. Conversely, medium-sized CP companies have more operating
systems, and small CP companies more middleware technologies (see Figure 34).
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Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study.
Note: The data are based on the average number of middleware technologies, storage platforms, database management Systems
and operating Systems used by responding companies.
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Adoption of new technologies

CP companies have generally been conservative in their approach to industry initia-
tives like GDS, EDI and RFID. The complexity of the technological environment in
which they operate has also impeded the speed and efficiency with which they adopt
such initiatives.

Responding companies plan to spend more than half their applications budgets on two
functions — the supply chain and sales and demand fulfillment — in 2006 (see Figure
35). This is very much in line with the allocation of IT spending in 2005, and reflects the
importance of both functions within the CP industry. As the pressure to produce more
and better products ever faster increases, so does the necessity for efficient, flexible
supply chains and fulfillment processes.
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Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study.

Responding companies identified lot recall/traceability as the industry mandate
receiving the greatest proportion of their IT budgets. They plan to invest 2 percent

of their total IT budgets for 2006 on track-and-trace technologies — more than any
other area except compliance with the FDA Bioterrorism Act of 2002 (see Figure 36).
Again, this makes sense. After the events of September 11, 2001, the US government
elevated measures to counter bioterrorism in the food and agricultural industries to
the top of the political agenda. The European Union has also introduced traceability
laws, and there is now a growing global consensus that food supply chains should be
wholly accountable for the quality of the end products they deliver.
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2002 2003 | 2004 2005 2006"

Lot recall/traceability % of IT budget 0.9 1.8 2.0
% of companies 38.0 38.0 31.0 55.0 59.0

FDA Bioterrorism Act % of IT budget 1.3 14 1.8
% of companies 12.0 26.0 28.0 41.0 41.0

Sarbanes-Oxley Act % of IT budget 2.9 1.5 1.3
% of companies 21.0 67.0 45.0 52.0 48.0

FDA electronic audit trail | % of IT budget 0.9 1.1 1.2
(21 CFR Part 11) % of companies 19.0 21.0 24.0 28.0 21.0
Allergens tracking % of IT budget 0.6 0.9 1.0
% of companies 14.0 21.0 28.0 28.0 24.0

Trans fat labeling % of IT budget 0.6 0.6 0.8
% of companies 19.0 21.0 21.0 21.0 17.0

GMO tracking % of IT budget 0.2 0.3 0.8
% of companies 5.0 10.0 7.0 10.0 14.0

Country of origin labeling| % of IT budget 0.1 0.7
(cooL) % of companies 10.0 14.0 14.0 14.0

Percentage of IT budget

Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study; CSC,
2004 GMA Information Technology Investment and Effectiveness Study.
£ = Estimated.

“The rate the industry moves on major initiatives is so
disparate that it is difficult to build critical mass, effectively
reducing the advantages of adoption”

— survey respondent

However, the complexity of the technological environment in which CP companies
operate has a direct bearing on the speed and efficiency with which they adopt many
industry initiatives. As Figure 37 shows, nearly three-quarters of responding companies
have either implemented, or are in the process of implementing, GDS.
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Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study.
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THE TECHNOLOGICAL ENVIRONMENT

Figure 38 illustrates more specifically what they have already done. Most responding
companies have switched to external data pools and catalogs, for example, and rely
to a much smaller extent on internal data pools. In 2004, 17 percent used internal data
pools, but only 9 percent of those that participated in the most recent survey plan on
doing so.

100

Percent

2004 study 2006 study

Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study; CSC,
2004 GMA Information Technology Investment and Effectiveness Study.

Most responding companies have at least started to allocate GTINs, global location
numbers (GLNs) and serial shipping container codes (SSCCs), as Figure 39 shows.
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Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study.
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However, some companies have made relatively slow progress. On average, 78 percent
of consumer units, and 73 percent of cases, cartons or inners, have now been allocated
GTINs — and 62 percent of GTINs are cataloged in accordance with the Global Product
Classification standards. But the master data on only 39 percent of sales is synchro-
nized between trading partners via GS1-certified data pools, and only 17 percent of
pallets or unit loads have been allocated SSCCs (see Figure 40).
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Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study.

What is especially noteworthy is the fact that responding companies with predominantly
packaged applications have typically been faster to implement such measures than
those with predominantly custom-built applications. Responding companies whose
applications are over 75 percent packaged have allocated GTINs to 87 percent of their
cases, cartons or inners. Conversely, responding companies whose applications are
over 75 percent custom-built have allocated GTINs to only 20 percent of their cases,
cartons or inners (see Figure 41).
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The same is true with other industry initiatives like EDI. The bigger the percentage

of packaged applications a company uses, the bigger the percentage of invoices it
transacts via EDI. So, for example, responding companies whose applications are over
75 percent packaged issue 70 percent of their invoices via EDI, whereas those whose
applications are over 75 percent custom-built issue only 40 percent of their invoices via
EDI (see Figure 42).
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Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study.

Moreover, many of the CP companies that have adopted EDI or extensible markup
language (XML) have focused primarily on ordering rather than invoicing. Eighty-three
percent of responding companies use EDI or XML to manage over half their orders, but
only 54 percent use EDI or XML to manage over half their invoices (see Figure 43). A
substantial number of CP companies have thus responded to the demands of retailers
to manage their invoices via EDI or XML, but they have not embraced these new tech-
nologies on their own behalf.
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Only 20 percent of responding companies have adopted RFID devices or electronic
product codes (EPCs). Another 48.6 percent are conducting pilot studies, either alone
or in conjunction with their trading partners (see Figure 44). Again, however, the rate of
adoption is quite slow.
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Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study.

“IT leads the business in RFID, obtaining data, building the
business case ... now the business has started to pick up
the initiative”

— survey respondent

Sixty-one percent of responding companies report that in the next two years they plan
on doing only enough to satisfy the key requirements of their customers; a mere 3
percent plan on actively leading the way. But this pattern is likely to shift over the next
three to five years, when 47 percent of responding companies expect to become “fast
followers” (see Figure 45).
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Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study.
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Most companies intend to focus on implementing RFID at pallet- and case-level for
the next few years. Use of RFID at item-level is not expected to start until 2009 — and
20 percent of responding companies say that they do not expect to move to item-level
until 2015 (see Figure 46).
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Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study.

The relatively slow pace at which responding companies are adopting RFID is
probably due to the fact that there are still technical problems with the readability

of the tags and that there is no clearly demonstrated business case under the
current conditions. In another survey recently conducted by IBM, 48 percent of CP
companies reported that that they could see little, or no, short-term value in adopting
RFID. They cited two key obstacles: problems with data quality and failure to change
the relevant business processes.”
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THE EFFECTIVENESS OF THE IT FUNCTION

Business executives in CP companies are increasingly satisfied with the effectiveness
of the IT function. Nearly three-quarters of those who participated in this year’s survey
believe that their IT departments are effective or very effective. They rate the IT function
particularly highly for its ability to work with the rest of the organization and the success
with which it aligns the IT strategy with the business strategy.

Corporate perceptions of the IT function are becoming increasingly positive. Seventy-
four percent of business executives believe that the IT departments in their companies
are effective or very effective. This is a marked improvement on the situation in 2004,
when only 43 percent of business respondents thought their IT departments were
effective or very effective (see Figure 47).
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Source: IBM Global Business Services, 2006 GMA Information Technology Investment and Effectiveness Study; CSC,
2004 Information Technology Investment and Effectiveness Study.

There is also a close correlation between those companies where business executives
report that the IT function is effective and those that report high levels of success with
their IT projects (see Figure 48). Clearly, therefore, running an efficient and effective IT
function is something that the other functions within the business notice and appreciate.
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THE EFFECTIVENESS OF THE IT FUNCTION

Business executives rate the IT function particularly highly in two respects. Eighty-seven
percent say that they are satisfied, or very satisfied, with their IT department’s ability

to work with other parts of the company. And 79 percent say that they are satisfied,

or very satisfied, with the way in which their IT department aligns its activities with the
company’s business strategies (see Figure 49).
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In fact, aligning the IT strategy with the business strategy is the IT function’s first priority,
as Figure 8 showed. So it seems that IT executives are either performing better than
they realize in this regard or that, even though the majority of business executives are
satisfied with the performance of their IT departments, IT executives still feel discon-
nected from the rest of the business. There is, for example, a clear correlation between
responding companies in which business executives agree, or strongly agree, that “IT
does a good job in meeting its customers’ requirements” and those that score highly
on innovation.
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THE EFFECTIVENESS OF THE IT FUNCTION

In general, however, the IT function does not score very highly when it comes to inno-
vation or communication. Only 59 percent of business executives say that they are
satisfied, or very satisfied, with the extent to which their IT departments devise innova-
tive solutions. Budgetary constraints may well play a part here; as we have already
seen, CP companies spend much less on IT than companies in many other sectors,
and lack of financial resources is the single biggest hurdle IT executives identify in
achieving their goals. But there is also a close link between the degree to which
business executives are satisfied with the innovativeness of the IT function and the
degree to which both business and IT executives judge IT projects successful (see
Figure 50).
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Similarly, only 43 percent of business executives are satisfied, or very satisfied, with the
provision of information regarding new IT products and services, while 14 percent are
dissatisfied. This suggests that IT executives need to concentrate on communicating
the business case rather than the technological advantages of any improvements they
propose to implement, and explain their investment rationale more carefully.
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Further evidence of the IT function’s failure to communicate very effectively comes from

THE EFFECTIVENESS OF THE IT FUNCTION

the way in which business executives view IT. IT executives see supporting growth
initiatives as a much more important goal than cutting costs. But only 65 percent

of business executives agree, or strongly agree, that IT can help to increase sales,
whereas 88 percent agree, or strongly agree, that IT provides a way of cutting costs.
Moreover, only 23 percent of business executives agree, or strongly agree, that the
complexity of the IT infrastructure makes it difficult for the company to achieve its objec-
tives (see Figure 51). Yet for many IT executives in CP companies, IT complexity is one
of the most serious challenges.
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CONCLUSION

In short, most CP companies perceive IT as a strategic asset, but do not position it as
such. They also focus their IT spending on cost reductions and improvements in effi-
ciency rather than using it to support their growth-oriented business strategies. There is
thus a major opportunity for the CIOs of CP companies to close the gap in perceptions
of the part IT can play.

It is equally important for CIOs working in the sector to remove some of the impedi-
ments to the performance of the IT function. The absence of proper tools with which
to measure ROl is one such barrier to the elevation of the IT function. The cost and
complexity of the IT infrastructure is a second problem, since it diverts senior IT
management from more strategic activities and ties up scarce resources; when 80
percent of IT employees work on operational issues, for example, relatively few are free
to work on more strategic concerns.

The complexity of the technological environment also makes it more difficult to
implement key industry initiatives like GDS and RFID. Here, however, one of the biggest
obstacles lies outside the control of the CIO; disagreements between retailers and

CP companies as to how the benefits should be shared are a major barrier to greater
collaboration, and are likely to remain so for some years to come.

In the meantime, though, there is much that CP companies can do. They can treat IT as
a strategic resource and change their reporting structures accordingly. They can also
exploit the potential for reducing costs and increasing their functionality via outsourcing
and off-the-shelf applications. And, they can adopt financial measures to quantify the
returns they earn from their IT expenditure — a discipline that is likely both to ensure
better returns and to give top management the reassurance it needs to invest in IT.
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APPENDIX 1

Comparison of the responses of GMA-member companies with
the current state of CP companies in Europe and Asia Pacific

The 2006 IT Investment and Effectiveness Study was set up with a North American
perspective; however, we have drawn on IBM's experience from client engagements
to include a brief comparison of the responses of GMA-member companies with the
situation of CP companies based in Europe and Asia Pacific.

CIO reporting structure

As in North America, the CIO of a typical European CP company reports to the CFO
rather than the CEQ or President. The same is true in most Asian CP companies and in
the Asian operations of multinationals.

Budgets

The IT budgets of European CP companies are under pressure — possibly even greater
pressure than those of North American CP companies, because the market as a whole
is growing more slowly. Competitive pressures and the introduction of the euro have
also spawned numerous change initiatives, with the result that many European CP
companies currently have a limited appetite for further such initiatives.

Meanwhile, most of the Asian subsidiaries of multinationals (including those based in
China) are moving toward global templates originating in other parts of the world. Some
companies are also switching from bespoke to packaged applications to reduce costs.
This is especially true of CP companies headquartered in Japan, which have tradition-
ally maintained large internal IT departments to develop bespoke software solutions.
Some of these companies are now purchasing packaged software, starting with basic
accounting and Material Requirements Planning (MRP) applications.

Growth and innovation

Many European CP companies report that their core goals include growth and/or
innovation. However, anecdotal evidence suggests that they lag behind their North
American counterparts in achieving these aims. The situation in Asia is much more
varied. In China and India, the main goal is flat-out growth, often driven by innovations
tailored to local market conditions. Conversely, in Japan, continuous product innovation
is essential merely for survival. In mature markets, the focus is largely on maintaining
profitability.

Returns on investment in IT

Many European CP companies develop upfront business cases for the majority of their
IT investments. But, like North American CP companies, they are much less consistent
about tracking their progress during IT projects to ensure that they realize the benefits.

The same is true in Asia. Many of the IT investments currently being made by CP

companies located in Asia are based on global roll outs. The business case for such
investments typically rests on a combination of local benefits and the advantages of
global consistency, including lower maintenance costs. But the emphasis is generally
on completing IT projects within budget rather than tracking the benefits they deliver.
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Qutsourcing

Some European CP companies are actively outsourcing non-core business processes.
Nestlé has outsourced its finance function, for example, while Unilever has outsourced
its North American procurement function, European IT function, global HR function and
certain finance and accounting processes.

A number of the larger, global CP companies have also outsourced various non-core
operations in Asia Pacific, and some CP companies with their headquarters in Japan
have started to outsource certain back-office functions to China. However, since Asia is
frequently the location where the outsourcing is carried out, the case for outsourcing in
many parts of the region is not as strong as it is in other areas of the world.

Cost and complexity

The cost and complexity of the IT infrastructure and applications supporting European
CP companies is generally even greater than it is in North American CP companies.
Structural barriers in the European labor market (such as differences in language, culture
and legal regimes) have also produced significant cross-border variations in terms of IT
labor costs and capabilities, as well as creating different outsourcing challenges.

The IT infrastructure of many CP companies operating in Asia is likewise very compli-
cated, since Asia is a highly diverse region with markets at very different levels of
maturity. Most companies have therefore managed their IT on a country-by-country
basis, but that is now changing and a growing number of firms are rolling out global
or regional platforms. However, this process is still incomplete — and in the interim CP
companies must manage their legacy systems alongside their new systems.

Industry initiatives

Implementation of technologies such as GDS, EDI and RFID is generally less advanced
in both Europe and Asia than it is in North America. EDI has been widely adopted in
Western Europe but is still relatively unusual elsewhere in the region. Many global CP
companies are also piloting and implementing RFID in North America prior to investing
in such initiatives in Europe. One reason for this relative lack of progress is the absence
of a dominant retailer compliance mandate. However, Tesco, Carrefour and several other
big retailers are now beginning to take up the mantle.

Asia lags still further. EDI is widely used for simple orders. Several Asian countries have
also built national GDS data pools, and the leading CP manufacturers have uploaded
their data. But there is no active synchronization of data between manufacturers and
retailers. The picture is similar with RFID. A number of large US importers have now
started experimenting with RFID on deliveries from a few of their Asian suppliers, but we
are not aware of any large grocery retailers in Asia using RFID or asking their suppliers
to use RFID tags on cases or pallets.
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APPENDIX 2

The reporting structure in a range of industries

In “The CIO Profile,” Forrester Research examines the reporting structure in a range

of industries. As Figure 52 shows, the percentage of CIOs reporting to the CEO or
president is 76 percent in the retail and wholesale trade sector; 67 percent in the
finance and insurance sector; and 66 percent in the manufacturing sector. This is very
different from the situation in GMA-member companies, where more than half of all
ClOs report to the CFO.
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Source: The CIO Profile, Forrester Research Inc., October 7, 2005.
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8 Complete descriptions for items in Figure 49.

e Ability of IT and your organization to work together

¢ Alignment of IT activities with business strategies

¢ Understanding of, and sensitivity to, business objectives, goals and strategies

e |T’s ability to provide reliable and dependable performance of systems,
products and services

e Ability to identify improvement opportunities

e Application of innovative solutions

¢ Degree to which IT demonstrates leadership

¢ Impact IT has on business organization

¢ Problem identification and resolution

¢ Information provided regarding new IT products and services

¢ [T’s ability to provide systems, products and services that contribute to
business success

¢ Delivery of systems, products and services in cost-effective manner

¢ Provide effective business applications (e.g., ERP finance, etc.)

¢ Provide effective business decision support systems and tools (e.g., data
warehouse and data analysis tools)

e |evel of experience and expertise
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