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Why We Are Here

Because supermarkets matter

As the oldest channel of retailing, supermarkets are still growing
A But growth is fragmented

Growth comes with change that requires context to understand

A Though nominally a channel, supermarkets are evolving in different ways, and are no
longer effectively managed as a single entity

A Retailer specific planning is required to maximize the business

Regional and variation is intense and increasing
A But has understandable patterns
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The Supermarket Channel Today
Agenda

A Top Trends: Drivers of retailer c

A Competitive Landscape: What vyour
AFocus on the Enemy: Competition from Outside the Channel
AWho Wins and Why: The Good, The Bad and the Ugly

AHow Suppliers Win
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What Are Some Retaill Commonalities?

Wh at we Ssee ¢

ﬁm{ﬂm\_ Unparalleled choice of outlets for shoppers

Minimal brick-and-mortar outlet growth

Dramatic increase in digital and online penetration

s elUrbul ence I n the mar ket
mergers, acquisitions, bankruptcies, and flag planting
Tur bul ence Iin the customer '
personnel, strategies, and restructuring

Reduced promotional opportunity at greater expense

Vendor extraction from major players with market strength

Source: Kantar Retail analysis
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An Era of Unprecedented Change

SQOOE

HAVE & AGING SPIRITUAL
HAVE NOTS POPULATION POLARIZATION

o O

IMMIGRATION URBANIZATION eCOMMERCE

®

CUSTOMER
RISE OF THE GROWTH PROMOTIONAL BIG BOX VS.
AMAZON DISCOUNTERS  p|VERGENCE MOBILE RELIANCE SMALL BOX

Source: Kantar Retail analysis
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Retallers Continue to REtool Commerce

When Return on Assets Change It Demands Reployment

Source: Kantar Retail analysis
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Grocery Growth Is Limited but Supermarkets Remain Strong

KR Channel Sales, US$ Billions
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2021E

CAGR CAGR

Channel "11-16E "16E-21E
Apparel 3.5%  3.6%
m Clubs 4.4% i

Category Specialist 3.1%  3.2%

m Convenience 48%  41%
Department 29% -2.3%
Discounter 6.6% 7.3%
Drug 3.3% 4.5%

® Supercenter 2.7% 2.1%
Mass -34%  0.3%

® Non Store Retail 14.9% 10.8%

® Supermarket 29%  4.1%

KR Channel Totals 3.6% 4.3%

Data as of 5/18/2016
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Scale Is No Guarantee of the Requisite Focus
Top 20 account for 93% of total sales but growth is variable
Rank % Sales Added (US Supermarket Format Sales Only)

% of Total Sales Added
Sales 2016E (USD millions)| Sales 2021E (USD millions)| Sales Added 2016E-2021E 2016E-2021E

1  Kroger $ 103,583 129,186 25,603 26.0% z
2  Walmart Neighborhood Mkt $ 14,696 $ 30,181 $ 15,484 15.7%
3 Publix $ 33,801 $ 45,710 $ 11,909 12.1% @@
4 H-E-B $ 21,084 $ 27,647 $ 6,562 6.7%
5 Sprouts $ 4,312 $ 8,490 $ 4,178 429 @D
Top 5 Total $177,477 $241,213 $63,736 64.7%
6 Wakefern $ 14,615 $ 18,691 $ 4,077 41% @D
7 Whole Foods $ 15,293 $ 19,170 $ 3,876 3.9% :
8 Ahold $ 26,158 $ 29,101 $ 2,943 3.0%
9 Wegmans $ 8,248 $ 10,616 $ 2,368 24% @D
10 Winco $ 6,644 $ 8,833 $ 2,188 2.2%
11  Meijer* $ 10,352 $ 12,347 $ 1,995 2.0%
12 Delhaize $ 17,657 $ 19,495 $ 1,838 1.9% <@p
13 Chedraui $ 1,900 $ 3,709 $ 1,808 1.8%
14 DeMoulas $ 3,732 $ 4,953 $ 1,220 1.2% @D
15 Hy Vee $ 8,086 $ 9,141 $ 1,055 1.1%
Top 15 Total $290,164 $377,268 $87,104 88.4%
16 Giant Eagle $ 6,991 $ 8,045 $ 1,054 11% <@p
17 Southeastern Grocers (Bi-Lo/W-D) $ 10,129 $ 11,111 $ 982 1.0%
18 Albertsons Market (LLC) $ 56,535 $ 57,418 $ 883 0.9% :
19 Supervalu $ 4,791 $ 5,502 $ 711 0.7%
20 Golub $ 3,693 $ 4,339 $ 646 0.7% @p
Top 20 Total $372,303 $463,684 $91,381 92.8%

Walmart includes supermarket formats: Neighborhoomd Market, Supermercado de Walmart, Walmart Express, other small 'test' stores
*Meijer includes total grocery sales only
Source: Kantar Retail analysis

Sorted by forecasted dollar growth
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Retailer Rationalization by Shoppers Since 2007 ;

Slowing but further contraction appeared at holiday and in early months of 2016

Average Number of Retailers Shopped in Past Four Weeks*

(among all primary household shoppers)

Q1-Q3 Average

== |\lonthly Avg. # of Retailers Shopped
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*Inclusive of visits to stores and websites; averages are for Q11 Q3 of each year.
Source: Kantar Retail ShopperScape®, January 20071 March 2016
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Categories Purchased Also in Decline

Average number of product categories purchases in four weeks

16.5 16.4

Category

2010 2011 2012 2013 2014 2015

Source: Kantar Retail ShopperScape®, January 2010i December 2015

The Retail and Shopper Specialists

© Kantar Retail 2016




13

Families With Children Have Declined in Numbers
Trends diverge between Hispanic and non-Hispanic families

Total number of families . : .
with children under 18 Families With Children Under 18

peaked in 2007 and has (Numbers in thousands, percentage change from 2007-2015)
decreased 3.0%. m 2007 m 2015

After a double-digit
increase from 2007 to
2015, Hispanic families
are now 20% of all
families with children

-1%

under 18.

The number of non- +13%
Hispanic families with

children under 18 has 7.192 8,095
decreased sharply since |

2007 Non-Hispanic Families Hispanic Families

Note: Hispanic households may be of any race. Families are married,
unmarried, or single-parent families with at least one joint child under 18.

Source: U.S. Census Bureau, Kantar Retail analysis
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Change in Under 18 Population By State
Low birth rates, less immigration, and aging millennials are key reasons

A national decrease of Change in Population Under 18
almost one million Ul18 Difference between 2014 and 2009

individuals or 1.2% from
2009 to 2014

Twenty-four states have
posted significant declines
in U18 population
A California, New York, and
lllinois post steepest
decrease in U18 pop.
Only sixteen states have
significantly increased
their U18 population

A Increase led by Texas, -
Utah, Washington, and Increase of at least 30,000

Oklahoma in that order. - Increase of 10,000 - 29,999

A Amqng the sixteen Unchanged Hawaii
gaining states, Texas has
contributed to 40% of the Decrease of 10,000 and 29,999
increase. Decrease of at least 30,000

Source: U.S. Census Bureau, Kantar Retail analysis
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Vast Majority of States Posting Positive Job Growth

Outsized job gains in the West and Southeast

Recent job leaders in States by Job Trends

order of strongest m ’
growing:
) AL 0

A Idaho, Utah, Oregon, | .
Florida, Washington, - ' ’ 1

’ Delaware

St

Arizona, Georgia,
Tennessee, California,
Delaware, Colorado,
South Carolina, Nevada,

Virginia, Hawaii, North f

)

is mostly positive, but Q
gains are likely strongest
among recent job leaders Aboveaverage gains
Leading = last six months*

Carolina
* Yeatoyear job growth for the six months through May 20.

Job growth sustained in -
most other states as well, H‘a‘”""" k
1.9% or stronger.

suggesting sales growth

Source: U.S. Department of Labor, Kantar Retail analysis
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National Growth Led by Top 50 Metro Markets

Outsized growth nationally and within states

All but eighteen of the top fifty Metro Markets by Job Growth*
metro markets are posting

growth that is above the national
average

The biggest metro markets
even lead regional or state
growth: All but six of the top fifty
grew faster than their state or bi-
state average

{}Austin, Orlando, Raleigh,
Richmond, and San Jose were
the five fastest growing metro

markets, growing almost three
times the pace of the national

average )
rank by total employment

Houston, New Orleans, *Based on yetiryear job

Oklahoma City, and growth for the six months

Pittsburgh have been weighed through March 2016.

down by falling commodity Top 5 Growing Metro Marketsﬁ Above 3.7%

prices, while Cleveland, ]

Buffalo, and Hartford face Leading = @ Above 1.9%

ongoing challenges i average = @  Between 0.894.9%
Source: U.S. Department of Labor, Kantar Retail analysis Lagg|ng — @ Below 08%
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Housing Market: Driving State/Local Conditions

Home prices will cushion faltering states and drive growth in recovering states

Twenty-two states and
D.C. back up above
prerecession peak in
home prices:

A Arkansas and North
Carolina newly
recovered in 2016

States by Recovery in Home Prices ’

i R. Islanc

States leading home
price increase mostly in
partly recovered boom-
bust housing markets:

A AZ, CA, FL, GA, NV,
OR, WA

Home price growth S
slowing in some Home Price Recovery by State*

. > .
slumping energy states: Bl At or above prerecession peak
LA, ND, OK, WV, WY Still below peak, but growing

above average
Source: U.S. Department of Labor, FHFA, Kantar Retail analysis

* Percent change is Q1 2016 from taggeprarter.
'I_/ | » L »
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Competitive Landscape
What Does Your Customer See
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Retailers Are Complex Enterprises
And Many Are Deeply Concerned

Less lift,

E- digital
commerce complexities Lower
fulfillment moving growth

Inventory

N
.
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If Edible Grocery Is Your Focus, Competition Is Everywhere

Among top retailers, half come from outside the supermarket channel
Edible Grocery Sales d All Channels (in millions of USD)

Retailer Channel (USD million) Added (USD million)

2016E 2021E '16E-21E '16E-21E

Multi-Channel 158,463 187,459 3.4% $28,997
Multi-Channel 83,504 103,414 4.3% $19,821
Club 36,963 49,942 6.2% $12,980
Value 21,235 31,442 8.2% $10,207
Supermarket 28,087 37,799 6.1% $9,712
Supermarket 16,209 21,639 5.8% $5,341
Supermarket 14,132 18,328 5.3% $4,196
Supermarket 3,515 6,919 14.5% $3,405
Supermarket 12,709 15,967 4.7% $3,259
Value 4,316 7,238 10.9% $2,922
C-Store 9,080 11,923 5.6% $2,843
cvs Drug 8,559 11,271 5.7% $2,713
Supermarket 21,489 24,182 2.4% $2,693
Supermarket 10,761 13,417 4.5% $2,656
Multi-Channel 14,620 17,178 3.3% $2,558
Club 8,302 10,818 5.4% $2,516
Supermarket 15,085 17,157 2.6% $2,072
Drug 8,005 9,969 4.5% $1,963
Club 2,028 3,970 14.4% $1,942

Source: Kantar Retail analysis
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An Era in Which Alternatives Take Share in a Variety of Ways™

COSTCo

Sreshdirect
@ storeswir) ‘ Eg:%n amazon

A ,
@ A8 A
DOI.I.AH TREE. GENERAL

Depending on the category, best guess is between 25 and 30% of all CPG Sales
is currently in unmeasured channels; expected to rise to 30-35% by 2020 as
online takes a greater role in food and perishables

The Retail and Shopper Specialists

© Kantar Retail 2016



https://www.google.com/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&uact=8&ved=0CAcQjRxqFQoTCJmgtrm1kckCFUIvJgod-q0IXQ&url=https://www.bvp.com/portfolio/blue-apron&bvm=bv.107467506,d.eWE&psig=AFQjCNFmwu7Sdkti4dcUytm3DdufH68KCw&ust=1447642027075307
https://www.google.com/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&uact=8&ved=0CAcQjRxqFQoTCN_v9fy1kckCFUpMJgodx4gLnQ&url=https://www.hellofresh.com/&bvm=bv.107467506,d.eWE&psig=AFQjCNGk3pqq2Gj-4lC2kdlgYlW1XbRdJQ&ust=1447642294687426

22

Food Consumed in Another Space Entirely

Food away from home will continue to gain share of all food spending

Trend in Share of Total Food & Alcohol Spending
1980 2010 2020F

from Home

3 0
Food & Alcohol

at Home
69%

Shift toward food away from home has been a decades-long trend
Away from home share will approach 45% as the economic recovery is sustained

May represent as much as a 80 billion dollar shift in food spending toward away from home
between 2010 and 2020

Source: Kantar Retail analysis, United States Department of Commerce
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Less Affluent Cook at Home Most often

Trying to get them to trade up to more expensive products rather misses
the point

Where Shall We Eat?
Annual Food Spending: At Home and Away

$12,000
$10,000
58,000

& Foop AT Home

56,000

54,000

- 163
S0

LowesT 20 PERCENT MipoLE 20 PERCENT HiGHEST 20 PERCENT

Targeting how and what we market to whom is more critical than ever
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One-Third of All Shoppers Primarily Shop Perimeter

However, more shoppers favor perimeter than center store

How Shoppers Typically Shop a Supermarket

® Primarily/exclusively shop
perimeter departments

® Primarily/exclusively shop center
store aisles

® Shop perimeter departments
and center store aisles equally

Arrow indicates significantly greater percentage vs. all shoppers (95% confidence level
Source: Kantar Retail ShopperScape®, February 2014 and 2015
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Additional Shopper Disruptors

Retail is not going away but weak retailers have reason for concern

Digital / Omni
Channel

Urbanization Personalization

Income Store

Polarization Saturation Localization

Source: Kantar Retail research and analysis
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Focus on the Enemy
Wal mar t | DI scounter s, Ama z «
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Walmart
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Walmart US Sales by Banner
Forecasts (USD billions)

CAGR CAGR

SEUNIE '11-'16E  '16E-'21E

Walmart Supercenter $224.8 $260.6 $286.1 3.0% 1.9%
Walmart Discount $29.2 $18.2 $11.8 -9.0% -8.3%
Walmart.com $4.4 $8.8 $15.4 15.0% 12.0%
Neighborhood Market $4.0 $14.6 $30.1 29.4% 15.5%
Walmart Small Format $0.1 $0.1 $0.1 -6.2% 8.8%

Total Walmart US

Note: Data includes U.S. only and excludes Walmart Puerto Rico. Walmart closed its Supermercado format in Q4 2014.
Source: KRiQ.com
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Walmart US Performance Overview: First Half

Ticket growth was positive for the first time in a year but expenses rose faster

Comp sales at Walmart US rose 1.6% in the Walmart US First Half (ended July 29, 2016)
second quarter, following a 1% increase in
Q1. Traffic grew in both quarters, with an

Q1 % Change Q2 % Change

Net Sales

increase of 1.5% in Q1 and 1.2% in Q2. After (USD billions) | $73:30  4.3% 1$7624  3.1%
three quarters of declines, ticket rose in Q2, by | comps 1% 1.6%
0.4%. Operating
. . . . Income $4.23 -8.8% $4.52 -6.2%
A eCommerce contributed 20 basis points to (USD billions)
the U.S. comp in Q1 and 40 basis points in . Walmart US: Comp Traffic
Q2 and Average Ticket
A First-half Neighborhood Market comps .
increased approximately 7% in Q1 and 6.5% 1o
in Q2. 0.5%
Wal mart 6s continued i nvesom 5
- . . Q1 Q2 ; Q2 oz
and digital drove quarterly increases in o ™ f 15 15 15 1N s
operating expenses of 11.5% in Q1 and 8.3%
in Q2. Operating income declined 8.8% in Q1 o
and 6.2% in Q2 1.5%
2.0% ==Traffic ==Tickat

Source: Kantar Retail analysis, company reports
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Refocusing Private Label Strategy

Walmart made a few moves to
somewhat streamline its private label
strategy, particularly in consumables:

The retailer opened a Culinary and
Innovation Center to develop and test
new private label products.

In April, Walmart discontinued the
private labels at both ends of its food
merchandise value ladder: its Wild Oats
organic label and its Price First opening
price point brand.

Walmart launched Great Value Organic,
a new organic private label under its
umbrella consumables brand Great
Value. The brand includes canned goods,
sauces, spices, and dairy products.

Source: Kantar Retail analysis and store visits , company reports

KANTAR The Retail and Shopper Specialists

© Kantar Retail 2016




Digital Initiatives Concentrate on Convenience

ﬁ We're different: N
\'Tx 43\

Wa | maammniéhannel advances in 2016 focused
largely on convenience-oriented initiatives for shoppers:

Expanded online grocery pickup availability to
more than 60 markets and 400 stores by end Q2.

Launched an online grocery delivery test in

partnership with the services Uber, Lyft, and Deliv
in Denver and Phoenix. Already piloting a similar -
service with Deliv to Same_
specifically for business members. ‘ :

Here’s $10 on us!
lJse code: REALEASY

\ Save now

Expanded the reach of its Shipping Pass
service that offers shoppers two-day shipping for a
yearly $49 fee. The service, which had been
offered only by invitation, offers shoppers a 30-day

FREE 30-day trial
free trial.

After I%un;hin%\i/n IDecet:rlr;ber 20t5|, fully t Get FREE unliMited
2 @
cenvice nationwide during Q. 2-day shipping

And then, of course purchased Jet.com

ShippingPass

Source: Kantar Retail research and analysis, company reports
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Walmart US Strategy
|l nvesting to reach nseamless retail at

AThe transformation that wgoingto&kelmoreethamoge i n

year.07 Doug McMillon, October 2015
Challenging the Productivity Loop:

Goals toward fAseamlesso omni ch;
investments in associates, store experience, and digital,
putting pressureon profitsand call i nto que:
ability to Aoperate for | ess. 0
productivity loop orthodoxy, especially through the return of
investments to lower prices.

Buy
for less

2%

Four strategic pillars to grow:

Win With Stores Value:
Cleanliness EDLP basket
Simplicity Trust
Message clarity Private label tiers, quality
Fast checkouts
Be Great Merchants: Convenience:
Private labels Neighborhood Markets
Elevate fresh Walmart.com
Discipline Online grocery
Oomni Digital/physical integration

Source: Company presentations
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Supplier Considerations, Implications

Wal mar t 6 s R cSappler Consideration

A return to the Expect continued pressure on cost of goods as Walmart reinvests in price, but maintains its
productivity loop, investments across people, experience, and digital.
g?loacnucsegr‘l’v'th Walmart demands tend to ripple through the industry. Pressure on price,

terms, and inventory turns will increase. Wages rise when Walmart pays
more. Merchandising must meet or exceed whatever Walmart may
accomplish.

experience

More Walmart
ownership of _ _ _ _
category The role of suppliers in category management is being challenged by both

management Wal mart and Kroger. Suppliersd power wi |
control and more about ability to convert data into broad insights that go
beyond the category to a larger picture of shopper satisfaction.

Expect continued insularity from Walmart on this and other processes going forward.

Digital programs Online groceryds expansion requires digital ma
concentrate on shifts from online orders. Cross-channel research, especially around basket size, is still a key tool.

convenience Be prepared as Walmart experiments with new digital programs (such as its Uber and Lyft
partnerships) and starts to reshape its digital strategy under Marc Lore (Jet acquisition)

Your customer MUST be digital to meet both Walmart and other retailers in
both marketing, promotion, and fulfillment. Be prepared to follow with the
leaders and lead with the followers

Source: Kantar Retail analysis
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