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Preface

When ECR Europe began to develop ECR principles and best practices, the focus lay on
supply-side and demand-side concepts, followed by integration in 2000. This develop-
ment has been accompanied by the establishment of enabling technologies and standards,
making it possible for companies to efficiently exchange data and information. With these
instruments in place, many companies across Europe have implemented ECR concepts
and seen benefits.

The area of POS data management between retailers and manufacturers is still relatively
unexplored, although everything seems to be available to perform ECR successfully. One
of the reasons is probably that there are not yet any common principles for the sharing of
POS data. However, in order to leverage the full potential of ECR, POS data is one of the

major enablers.

For these reasons the ECR Europe Executive Board initiated the European project on
POS data management, with the following objectives:
* Promote the exchange of POS data between retailers, manufacturers, and
third party service providers
¢ Evaluate common benefits for retailers and manufacturers
+ Recommend best practices on implementing POS data sharing
* Propose technical standards and how to apply them

Based on this brief, this document outlines best practice recommendations that provide a
pragmatic approach to POS data management, i.e.:
¢ Showing where POS data management is necessary (ECR concepts)
+ Giving examples of POS data management (case studies)
« Serving as an implementation guide by highlighting how to get started, how
to develop, and what to bear in mind
 Motivating companies to adopt ECR concepts by showing the benefits

This guide provides companies with a pragmatic approach to POS data management, irres-
pective of their starting point or size. It will bridge the gaps that still exist in demonstra-
ting that POS data management is one of the key enablers for almost any ECR activity.

We anticipate that this document will be an invaluable reference guide for POS data
management and we trust that the information contained herein will drive all companies
towards improved levels of collaborative practice and excellence.

Rita Marzian Alexandre Aftalion
Metro AG Nestlé
METRO AG %5 Nestis
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1. Executive Summary

Today leading organisations are investing considerable time and effort to make their pro-
duct development, marketing, sales, and supply chain activities more responsive to con-
sumer needs and more profitable. Whether driven by increased consumer demands or
competitive pressures, these organisations understand that collaboration by adopting an
ECR philosophy is a strategic imperative — a vital key to conducting business in the net-
worked economy.

A major enabler for cross-company collaboration is the use of Point of Sale (POS) data.
The collaborative use of POS data is at an carly stage in Europe and there is tremendous
potential for improvement.

POS dara is defined as "product related information captured at an identified point of sale
and generated by the act of purchase." In this context the definition of POS data
excludes consumer data (e.g. loyalty card data), which will be addressed in alignment with
the ECR Europe project group on CRM in a second step.

The ECR Europe POS Data Management Project Group has developed a four-step
framework integrating strategic, conceptual, and operational elements of POS data
management.

Step 1: Define
collaboration objectives
and strategy

benefits and
improve
continuously

Step 2: Detail
tactics along
ECR
concepts

Step 3: Align elements
for execution and
operational excellence

Figure 1: POS data management four-step framework
Source: Deloitte Consulting




Step 1: Define collaboration objectives and strategy

The initial step in collaborating on POS data management is to evaluate the current
situation to gain a better understanding of the purpose, scope and potential benefits of
exchanging POS data. The initial clarification of strategic issues and objectives between
the trading partners results in a joint business plan and agreement on Key Performance

Indicators (KPIs).

Key recommendations for Step 1:

¢ Evaluate the company's area of improvements

¢ Derive relevant collaboration strategy

¢ Ensure a joint understanding of category definition and role, i.e. a common
understanding on the articles/products the collaboration initiative covers
Jointly define specific objectives and project scope

Jointly define measurable key performance indicators

Agree on the business case

Step 2: Detail tactics along ECR Concepts
POS data plays its main role within four key ECR concepts.

1. Category Management (CM) including Efficient Assortment (EA), Efficient
Promotion (EP), Efficient Product Introduction (EPI)

2. Optimal Shelf Availability (OSA)

3. Efficient Replenishment (ER) including Continuous Replenishment Programs
(CRP) with special focus on Vendor Managed Inventory (VMI) and
Co-Managed Inventory (CMI)

4. Collaborative Planning, Forecasting and Replenishment (CPFR)

Key recommendations for Step 2:
+ Define detailed process of collaboration
* Collaborate based on the ECR concepts and follow their procedures
o Clarify specific wording in glossary or dictionary
* Build up realistic time frames and expectations
* Apply collaborative problem-solving and transparency of decisions

Step 3: Align elements for execution and operational excellence
The framework displays six dimensions which drive operational excellence.
1. Data Quality
2. Dara QQuantity
3. Communication and Identification Standards
4. Technology
5. Organisation
6. Legal




Key recommendations for Step 3:

« Ensure data quality by implementing multiple checkmg routines

« Build a dara profile around a set of core data and add data attributes according
to company-specific information requirements

« Use existing identification and communication standards wherever possible
(i.e. GTIN/EAN, EANCOM..)

« Determine the level of technological investment by expected benefits (i.e. target
costing approach) and along scenario 1-4 "from project to process”

« Deploy collaborative technologies when moving to sophisticated and frequent
data exchange activities

« Build IT platform for future scalability, open design and high technical
integration

« Assign ownership to the process and quality of data exchange

» Have local lawyer check legal compliance

Step 4: Review benefits and improve continuously

The expected benefits summarized in the business case and agreed by the partners deter-
mine the investment, the resources, and the technology to be deployed. Therefore the
collaboration objective should be captured in a set of quantitative bur also qualitative KPIs
(such as a Balanced Scorecard). The KPI targets need to be set according to the level of
sophistication of POS data exchange.

Key recommendations for Step 4:
« Focus on improving a limited number of KPIs

« Monitor not only financial KPIs, but also KPIs which measure performance
of the collaboration process

* Measure frequently and regularly
= Work for short-term results, and build for a long-term relationship

Benefits and Challenges

POS data can provide some generic benefits due to its high level of detail, accuracy and
near real-time availability. Combined with panel data and other sources of information,
it has the potential to produce both tangible and intangible benefits for retailers and
manufacturers. Theses benefits can range from more efficient promotions to improved
ROI. A structural overview of potential benefits is given below.
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The key to understanding the importance of POS data however, lies in their ability to
trigger virtuous circles. POS data can improve the information basis for key management
decisions, making them more near term, and even more differentiated and precise,

driving cost out of the whole industry's supply chain and improving consumer service at
the same time.

Optimised

Optimised Sales Decreased Costs

Capital Employed

Optimal
Shelf Availability

Efficient
Assortment

Inventory Cost Fixed Asset
Transportation - :
Cost Working Capital

Efficient Promotion Production Cost Liquidity
Efficient Product
Introduction

Marketing/Sales

Cost Goodwill

Figure 2a: Benefits from POS data enabled ECR concepts
Seurce: Deloitte Consulting

However, the data has to be transformed into actionable knowledge requiring investment
in time and money for both parties. Typical challenges in POS data management are rela-
ted to collaboration, data profile, and technology.

Technology

Collaboration

Data Profile

of Exchange

Expectations and
objective unclear

Too much data/
missing data

Use of Identification and
Communication standards

Lack of trust
and commitment

Structual misfit of
data (hierarchy)

Capability of
internal systems

Lack of Imprecise definition,

: identification and
skilled resources description of SKUs

Cost to build
HR capability

System integration

Sustyor Cost of IT

execution

Figure 2b: Challenges from POS data enabled ECR concepts
Saurce: Deloitte Consulting
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In order to overcome the challenges outlined above, the collaborating parties should
follow a staged approach "From Project to Process”. Both parties should start working on
POS data exchange in a project-like structure, with low operational complexity and limi-
ted economical risk. This will allow for building confidence in a successful Return on

Investment and trust in collaboratively solving future issues when moving to the next
stage of sophistication,

Think big

start small

scale fast

Seamless Data
Integration
Limited Data
A :

Integration

- Broad and long

‘E * Long term term agreement
- Pilot agreement between partners
-4 Project between " Seamless

= partners availability of

b} : « Continuous dlata on both

3| @ One off activity improvement of sides

F | NMmwisops agreed KPI's * Scope is not

S | No intention to « Limited scope I|m|te_d

o rollout » Mass data * Real time, mass

technology data technology

Level of Collaboration

Figure 3: From Project to Process
Source: ECR Europe POS Data Management Project Group, Deloitte Consulting

"Surely, if knowledge is power, then both, retailers and manufacturers could increase their
power and their profits by pooling their knowledge, sharing information, coordinating
marketing and so on — instead of fighting as usual.” [Industry Press]

I2



2. POS Data Management in Context

The dynamics of today's market herald a challenging era in business relationships for
manufacturers and retailers of Fast Moving Consumer Goods (FMCG). In particular the
dynamic market is described by four major drivers about which industry executives are
concerned. These are:

¢ Demanding, well-informed consumers

+ Globalization

¢ Retailer consolidation

« Emerging new technologies

To address these changes, manufacturers and recailers are reconsidering how they think
about their business relationships. Collaboration and seamless information exchange are
examples which can lead to more efficient processes as well as gaining insights in opera-
tional performance and consumer preferences. Sharing data and streamlining an integra-
ted value chain is the major aspect for improving strategic and operational decisions.

2.1 From Data to Benefit

POS data has ro undergo some significant transformation in order to be turned into use-
ful, action-oriented information, The value which retailers and manufacturers can derive
from the exchange of POS data directly depends on their ability to master the transfor-
mation process.

Analysis Context Action
Degree of Value B ]

Figure 4: Transformation from data to benefit
Source: Delpitte Consulting

ECR concepts offer a wide range of analytical methods for extracting relevant information
from raw POS dara. The main analyses for each concept are oudined in the following sections.




To maximize benefits, however, it is not sufficient simply to analyse the POS data provi-
ded by the retailer. This data needs to be put in context with other sources of information
(e.g. consumer panel, consumer research). Retailers and manufacturers alike need to pro-
vide equally important sets of information, in order to be able to build insight-knowled-
ge of their combined businesses and to draw effective conclusions.

The final ingredient on the way to mutual benefits is action. The case studies in this paper
show that results of POS data management can ultimately suggest far-reaching changes in
the way the business is conducted, i.e. from change in promotional or logistics strategy for
specific categories, groups of products or single SKUs, to plain listing and/or delisting of

SKUs.

2.2 Current State in Europe

The ECR Europe Group conducted a survey among European industry experts, in order
to understand the status of the practice in exchanging POS data in the various European
countries. The objective was to evaluate to what extent POS data is provided by Europe's

Top 50 Retailers.

European TOP 50 Retailers (EUR 700 bn Sales)

100 %

J Distribution of
States sorted

. by rational

High heritage of
Medium [ Retaller

Limited | 14 %
Nofunknown | 100 %
British Retailers Germans French Spanish  Others
21 %) (28 %) (28 %) (2.6 %)

Figure 5: Current state of POS data management in Europe
Source: Qualified poll, ECR Europe POS Data Management Project Group.
Buasis is Top 50 retailers of Europe, reported numbers 2001.

British, German and French Rerailers represent 78% of the approximately EUR 700 billion
total retail sales.
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In the UK, the exchange of POS data is widely applied; 38% of sales of that segment share
POS dara ro a high degree of sophistication. They can usually be identified by having
sophisticated technology such as Extranets or Portals, which are able to provide data in
great breadth and depth. Those in the next segment (36%) can be characterized as the
“followers”. They exchange data with some level of sophistication, achieving good results
and putting significant effort into getting ahead. The remaining 26% are either in trials,
first pilots, or other initial efforts. The results of the research reveal that there are many
trials and pilots underway.

The leaders who have met the challenges and benefited from POS data management are
differentiated by their:

* clarity of purpose

* use of technology

+ collaborative approach to business relationships.

2.3 Outlook

Today, huge amounts of data are collected in retailers' and manufacturers' IT
systems. The competitive advantage to trading partners will come from the capability to
share, process and leverage this information. POS dara, syndicated by market research
companies, is already a standard business practice, whereas "direct” exchange between
business partners has not yet reached this stage.

The existence and adoption of global communication and identification standards
will support this process. With the standards defined by EAN.UCC, the handling and
processing of data will be casier, quicker, and cheaper. Some retailers are making substan-
tial investment in advanced technologies to share POS data. This will significantly improve
the speed of widespread 1T infrastrucrure adoption.

Managing POS data is only one step towards an integrated value chain of information,
which will be further enriched by loyalty card data and future technologies such as Radio
Frequency ldentification (RFID). These future steps will boost the amount of available
data but will rely on the same mutual understanding of how information and potential
benefits are generated and shared.

15



3. POS Data Management Execution

POS data management execution follows an evolutionary cycle of strategy, implementa-
tion, and improvement — a self-reinforcing loop of collaboration effort and benefit. The
ECR Europe POS Group has developed a conceprual framework integrating strategic,
tactical, and operational elements of POS data management.

Step 1: Define
collaboration objectives
and strategy

benefits and

improve Step 2: Detail

tactics along
ECR
concepts

continuously

Step 3: Align elements
for execution and
operational excellence

Figure 6: POS data management framework
Source: Deloitte Consulting

1. Define collaboration objectives and strategy:

Definition of the collaboration strategy is the initial step of any cross-company colla-
boration and should be based on a sound understanding of the company's current
business situation. The extent of any data exchange is also influenced by these strategic

decisions (see section 3.1).

2. Detail tactics along ECR concepts:

ECR provides the application areas for POS data within the Global ECR Scorecard.
POS data management is recognized as an enabler for each of the ECR concepts. It is
therefore nort a stand-alone approach but a fundamental platform for overall collabora-
tion. In pracrice, concepr design is sometimes done outside the explicit ECR concepts,
although the use of a proven approach and industry standards.

16



Fccrtainly gives collaboration a head start. This document follows the Global ECR
Scorecard and highlights the four most relevant concepts: Category Management,
OSA, Efficient Replenishment, and CPFR (see section 3.2).

W

3. Align elements for execution and operational excellence:
Operational excellence determines the success of a POS data management initiative as
much as an innovative strategy for using the information. Six core parameters for opera-

tional excellence are Data Quality, Data Quantity, Standards, Technology, Organisation,

and Legal (see section 3.3).

4. Review benefits and improve continuously:

Frequently rechecking with the business case and the monitoring of realised benefits against
expectations ensures focus and continuous improvements throughout every stage of the
framework. The adoption of a feedback-control system can lead to incremental benefits.
POS data management is an evolution from “project to process”, along levels of increased
collaboration (see section 3.4).
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3.1 Define collaboration objectives
and strategy

At the beginning of any initiative to share POS data, the decision makers of the partners
should meet and discuss the vision and strategic direction on how to better serve the con-
sumer. This will help to ensure an alignment of expectations and can reveal any conflicts

of interest early on.

The following questions could serve as a guideline:

How do the partners view each other?

What strategic direction of the other partner can be deduced from the outside,
and how does it correlate with the actually intended strategy?

What are the category-relevant short- and mid-term plans?

What are the key functional strategies of each partner and what future develop-
ments need to be taken into account?

What other aspects should be made explicit? (e.g., degrees of freedom)

What should the purpose of the collaboration be?
What opportunities are the partners aiming at?
Which ECR concept can serve as a guideline?
What data will need to be made available?

Who will do what and when? (high level)
What resources will be provided?
What escalation process will be applied?

Figure 7: Guiding questions for defining collaboration objectives and strategy
Source: ECR Europe POS Data Management Project Group, Deloitte Consulting

It is imperative to initially gain a sound understanding about a company's current posi-
tion in the collaboration initiative, and the expectations around the opportunity. Once
the opportunity has been identified, the guiding ECR concepts can be agreed (such as

Efficient Assortment, Efficient Promotion, etc.) and the corresponding data defined.

18




Opportunity ECR process Data requirement
identified agreed specified

Figure 8: Context between collaboration strategy and POS data operations
Source: Deloitte Consulting

Many case studies were reviewed by the ECR Europe POS Data Management Group to
determine the relevance and role of POS data. Several are summarized in this guide.
These real-life examples illustrate the relationship between POS data and ECR concepts
and demonstrate the broad applicabilicy of POS data to various core concepts.

Key recommendations for collaboration objectives and strategy:
* Evaluate the company's area of improvements
¢ Derive relevant collaboration strategy _ _
« Ensure a joint understanding of category definition and role, i.e. 2 common
understanding on the articles/products the collaboration initiative covers
« Jointly define specific objectives and project scope
Jointly define measurable key performance indicators
Agree on the business case

19



3.2 Detail tactics along ECR concepts

ECR Principles:

¢ Focus on consumers:

Atthchca:tofECRusacommmnent:othcbchefdmsustamedbusmm

success stems only from providing consumers with producm and services

that consistently meet or surpass their demands and cxpectaﬂons
+ Working together: '

-> The second guiding principle is the recognition that the greatest
consumer value can be offered only when we work together
- both within our own company and with our trading partners;

- to overcome barriers that erode efficiency and effectiveness.

-> While ECR does not diminish the need for companies to apply
good trading practices, it does open new opportunitia for companies
to differentiate themselves through:

- their ability to work with their trading pa.rtnets to bn.ng more
excitement to shoppers;

- eliminating sources of costs and response times that add little or no
value for consumers.

ECR differentiates between demand- and supply-side processes. Processes such as CPFR
integrate both sides to exploit synergies across the whole value chain. All the processes are
supported by the enablers which help to efficiently communicate the accompanying data
and information.

: 7 * POS Data
Demand Strategy & Capabilities Common Data * Consumer
Communication panel data
=3 Standards * Master-Data
Optimized Assortment Optimized Promotion . p |
Optimized New Consumer Value cmtr:‘:;?ﬂ: e?:: n\;’atue b
Product Introduction Creation
Supply Strategy & Capabilities CPFR
Responsive Operational Integrate_d eBusiness
7 Demand Driven 3 :
Replenishment Excellence Supply Business-to-Business

Figure 9: Global ECR Scorecard and the role of POS data management
Source: ECR Europe

Four relevant concepts,

+ Category Management (Efficient Assortment, Efficient Promotion,

Efficient Product Introduction)

+ Optimal Shelf Availability

« Efficient Replenishment

« Collaborative Planning, Forecasting and Replenishment
and the individual roles of POS data and resulting benefits are detailed in the
following chapters.

20



3.2.1 Category Management

Traditional Category Management (CM) is based on the ECR eight-step approach which
integrates all strategic, tactical, and operational aspects of demand-side collaboration in
the areas of

¢ Efficient Assortment

¢ Efficient Promotion

o Efficient Product Introduction.

Concept of Efficient Assortment

The objectives of Efficient Assortment (EA) are to determine the optimal product
offering that meets consumer needs as well as the efficient use of store and shelf space to
achieve enhanced business results for retailers and suppliers.

Efficient Assortment as an improvement concept focuses on:

The Role of POS Data in Efficient Assortment

Although the results of EA are company-specific, there is a common process to optimize
assortments which consists of planning, executing, and evaluating individual categories
and existing assortments.

This process uses assortment information about the relevant market to perform market
segmentation. Syndicated data can provide this information on an aggregated level.
Combined with traditional knowledge POS data provides the details needed for more
specific assorement analysis (e.g. a company-specific fair share analysis). The resules
improve as the flow of POS data more closely approaches real-time.

21



Data from other sources is often required to support the use of POS data. For EA, for
example, the following analyses are needed:

s Fair share analysis per subcategory, per category, per banner

(benchmarking of market share)

o Category development versus banner development

¢ Category segmentation

* Caregory penetration

¢ Key selling brands / SKUs (SKU ranking, performers and losers)

The following case is an example of cooperation between Schwarzkopf 8 Henkel and
a retail account in the area of Efficient Assortment:

Schwarzkopf & Henkel in this collaboration case covers two categories: Hair Care and
Hair Styling. The assortment optimization was done only for the standard products,
excluding promotions, displays, etc.

Both trading partners followed a three-step approach to optimise the categories:

1. Market development:
The objective was to evaluate the market situation in general and assess develop-
ments and trends in the various subcategories or sales channels. Information for
this step was obtained by analysing trade panel data.

2, Penetration:
The objective was to evaluare which brands imperatively have to be in the core
assortment of the retailer to ensure coverage of X% of the market. The analysis also
brought up the penetration of the various brands in a defined past period. For this
step, too, the information was obtained through analysis of consumet panel data.

3. Sales performance:
The objective was to compare sales performance on national vs. account level. This
way, an assortment can be created which maximizes retail sales. If products perform
worse (at both market and account level) then delisting should be considered. For
this step the information was derived from a third party information provider and
POS data (account). Data fields needed were EAN, product description, brand,

manufacturer, turn-over, sales volume, average turn-over per period, store count,

number of selling weeks.
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USSR DR | T B 1Y FRLEGE SPUELLRG GENER Dt H RN I L 1 ¥ pix] X  XEsl
SR DAL TR BEALTY FRLEGS TR FLUMG [V ARER Pale 'R0 2 R i i I8 EE | we'R  TELD
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Based on POS data the SKU sales performance on national level and account level were
ranked and then compared. The comparison was done by matching EANs. The product
maturity was also considered (number of selling weeks, store count) to give a final
recommendation to the retailer.
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The following case is an example of cooperation between Nestlé and a retail account in

France in the area of Efficient Assortment:
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Concept of Efficient Promotion

The objective of Efficient Promotion (EP) is to better match the promotional product
flow according to consumer demand, yielding substantial benefits in operations with opti-
mised inventory levels. The second objective is to develop the best mix of consumer-
oriented promotions within categories.

Major questions which have to be answered in order to define optimal promotions are:

* What promotional activities are occurring in the marker
(competitor intensity and number of promotions)?

* Do promotions in this category deliver real growth?

Which SKUs deliver the greatest growth? :

 What promotional mechanics should be used, at what txmes, to optimise
the promotions mix?

+ Which discount levels are most effective?

The Role of POS Data in Efficient Promotion

POS data enables the detailed analysis of promotional effectiveness. Sharing POS
data using a collaborative approach provides both the retailer and manufacturer with an
original set of data for the analysis of any promotional activity's success. When using this data
it is important to bear in mind that other data sources must be used to validate the results in
order to exclude diminishing factors (e.g. seasonal effects) to the highest degree possible.

For Efficient Promotion the following analyses are based on POS dara:
¢ Incremental sales value / volume
* Promotion effectiveness ranking (promotion catalogue)
+ ROI on promotional spending
+ Category growth versus growth of marker share
¢ Local promotional analysis (e.g. on store level)
» Evaluation of price elasticity
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The following case is an example of cooperation between Lever Fabergé, Unilever’s home
and personal care business in Spain, and El Corte Inglés in the area of Efficient
Promotion:

Lever Fabergé and El Corte Inglés embarked upon a large POS data exchange project
in July 2000. The parties shared EAN codes and SKU sales volume at store level, on a
daily basis. The example below shows how the data can be used to improve the under-
standing of the impact of in-store promotions on sales volumes.
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For this newly developed multi-product display, Lever Fabergé and El Corte Inglés ana-
lysed the impact on sales. The display, which was backed up by a multi-category pro-
motion, showed strong results: the upper chart shows the POS volumes for Dove
shower gel and the lower chart shows body milk sales. The red dotted line marks the
date when the display was set up.

The results clearly show that in this specific hypermarket the average sales went up sig-
nificantly. Without POS data, the business partners would not be able to understand
the immediare effect of such a promotion. The additional sales volume data can be
used to run a business case on specific promotion types.

For the retailer, the advantages are obvious as well. El Corte Inglés can analyse
whether the extra sales generated justifies the dedication of shop space to that specific
promotion. Basket analyses can also show whether cross-selling effects take place.

26



The following case is an example of cooperation between Kraft Foods and a retail partner
in the area of Efficient Promotion:

Introduction

Ground coffee is subject to extensive price competition in Germany. Even all premium
brands are mainly sold on heavy price promotions. With its retail partner, Kraft Foods
Germany used POS data provided by the retail partner to better understand the impact
of price promotions.

Frequency of Shopping Basket

= Kraft Foods Brand [

Frequency

1T 2 3 4 5 6 7 85 9 10 11 12 13 14 15 16 17 18 19 20 1 22 23 24 25 8
Calendar wesk 2002

The retail partner provided POS data on store and SKU level. As K
is the category advisor to this rerailer, the data also mcluded
category. As a result of the analysis, several recommendati
ongoing collaboration with the retail partner on ﬁnevrumng prompp
activities for thlscm:cgory. ] o }“,;__;1,

that the total addmo_‘

compeuuve bran’d "By-:a‘nalysmg; :
the cfficiency generated by the promoted Kraft Foods brand

with competitive brands on promotion.
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Project Management

The handling of the POS data takes place within the Category Management Group of
the customer account team and the trade marketing group. The preparation and ana-
lysis of the data received is part of the everyday work and does not require additional
resources or infrastructure.

Benefits

The benefits in this case arise from the better insights in price promotion effectiveness.
Based on POS data, Kraft Foods was also able to demonstrate that frequent price pro-
motions generate more sales and efficiencies in this category than the EDLP (every-
day-low-price) pricing strategy run by the retail partner. Based on these findings, the
retail partner decided to switch to a promotion-based pricing strategy for this category.

Concept of Efficient Product Introduction

Efficient Product Introduction (EPI) addresses the process of jointly developing and
introducing new products. The objective for manufacturers and retailers is to develop
more consumer-oriented products at lower costs through more cooperative efforts.

EPI focuses on:

+ Understanding consumer needs

» Elimination of complexity

* Reduction in time and costs .

» Optimising product development with better testing possibilities and
faster response to consumers’ acceptance or rejection

» Controlling the launch of new articles and avoiding launch failures

Although the EPI concept has not yet reached the global process stage, some pilot
projects have shown benefits. For both retailer and manufacturer, POS data management
in the context of EPI provides the following opportunities for improvement:

Shorter time to market

Improved understanding of consumer acccptaucc (sell—out)
Lower product introduction failure ratio

Better insight to individual product life cycle (dy:rmmcs)

» More accuracy in allocating product launch budgets
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The Role of POS Data in Efficient Product Introduction
The use of POS data in the context of EPI is possibly the most valid source of informa-
tion for supporting the execution of launch control and marker tests.

During the launch phase, the introduction and event execution is planned. Both parties
should plan an introduction based on experience from similar past product launches and
POS proven success (e.g. based on a promotion catalogue). Continuous monitoring of
POS data indicates the success of a product launch at an early stage (flat vs. steep take-off
curve). With timely availability of POS data, supporting activities can be adjusted during
launch execution.

For Efficient Product Introduction the following analyses are based on POS data. These
analyses can be applied to both test market and launch control:
« Evaluation for controlled distribution build-up (per store, per region, per banner)
« Analysis for controlled product shifting (e.g. sell-out of the old product, consumer
acceptance of the new product)

¢ Evaluation of supporting introductory promotions for an optimal launch support
¢ Pipeline analysis (size, turnover)

The following case is an example of cooperation between Lever Fabergé, Unilever’s home

and personal care business in Spain, and El Corte Inglés in the area of Efficient Product
Introduction:
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In the above figure, the two graphs show the sales data of a deodorant in one particu-
lar store for the newly introduced variant (upper graph) and the older variant which is
to be faded out (lower graph). The red dotted line shows the date when the new vari-
ant sales started to become relevant.

The data show that there was quite a long overlap in terms of sales volume for the two

variants and that it took more than two months until the old product variant was sold
out.

Analysing this data can clearly help to plan the switch of products more accurately.
Lever Fabergé has gained a much better insight on the optimal time to put an order
stop on a certain product to avoid long overlap of shelf life and to better support the
launch of a new article.

Benefits from Category Management

ECR case examples provide information about potential improvements by implementa-
tion of POS-enabled Category Management:

*« Up to 10% uplift in sales
*+ Product margin increases of up to 3 percentage points
*s Inventory reductions of up to 15%
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Retailers and manufacturers alike can achieve improvements:

» Shopper loyalty and consumer satisfaction
* Faster stock turns

¢ Reduced out-of-stock occurrences

* Improved asset utilization

* More efficient replenishment

3.2.2 Optimal Shelf Availability

Concept of Optimal Shelf Availability (OSA)
OSA is a methodology based on a simple principle measuring partial and total (complete)
stock outs by comparing "real” sales of one item on a daily basis with "normal" expected sales:
¢ one product which has normal sales displays perfect availability;
s one product which has low sales is partial out of stocks;
s one product which has zero sales is total stock outs.

A number of studies show the impact of out-of-stock (OOS) situations on consumer
brand and shop loyalty. OOS is relevant both to the supply side and the demand side.
Recent studies show an OOS rate in Europe between 7% and 10%.

The following graph shows consumer reaction patterns to OOS situations and explains very
clearly why out-of-stock situation are more than critical to retailers and manufacturers
(numbers are %).
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Figure 10: Common reaction patterns to OOS among Furopean consumers (in percent)
Seurce: ECR Europe OSA study, 2002

Opverall 9% of purchases are lost due to OOS, with consumers tending to switch brand
(37%) rather than switch store (21%). This behaviour can vary slightly depending upon
product category and the purpose of purchase.

OOS in Europe is estimated to cost about EUR 4 billion a year in lost turnover, which
corresponds to approximately 1% autonomous growth p.a. for the FMCG industry. The
upside for trading partners is to gain as much as 60% of the sales lost through OOS.
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Three different types of Out-of-stock situations can be segmented:

The Role of POS data in OSA

Measurement is a key prerequisite to tackle the OOS problem. Without measurement
there will not be awareness of the existing problem, neither of the financial impact nor of the
negative impact on shoppers' perception. There are basically two approaches to measurement
- physical counting or using POS data. Physical counting, the direct approach, means going
into the stores, physically counting the effective OOS by using in store staff or a third party
looking for shelf gaps.

The use of POS data is this context provides some obvious benefits: POS data help to
"automatically” identify atypical low sales or no sales, which is equated to partial or total
stock outs. Using this approach gives management a performance measurement rool on
a daily basis.

In addition to the identification of out-of-stock situations, POS data can also help to under-
stand the significance of the problem, i.e. the "lost sales" (the amount of merchandise that
could not be sold). As indicatively illustrated below, weekly POS data describe lost sales volu-
me during a particular time (e.g., day) as the difference between "no sales” (resulting from an
OOS situation) and the sales during the previous time period. However, there are some limi-
tations to the conclusion as it requires a certain turnover frequency of the analysed articles.
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Figure 11: lllustrative indication of OOS based an POS data
Source: ECR Eurape OSA study, 2002

The entire concept of POS data based measurement of OOS focuses on an early warning
system functionality triggering further root cause analysis (e.g. "store ordering”, "shelf
replenishment”, “inventory inaccuracy”, and "delisting by store staff") detailed in the
ECR Europe OSA publications.

For OSA the following key analyses are based on POS data:
« OOS occurrence (items that are not sold over a certain period of time)
+ 9% OOS (number of items not available divided by the number of items)
* % On-Shelf Availability (number of days or hours the product is available on the
shelf divided by a defined period of time)
Reasons for QOS situations are manifold and an initial step is to identify where and when
out-of-stock situations appear.

The following example from Procter & Gamble shows how POS data can help to
identify OOS.
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Levels of analyses

©OS on Region/Store level

OOS on SKU level

Data used

The data P&G receives from its retail partner includes the EAN code, article text, store
number, number of sold articles, and total article turnover. Thete is an indicator for articles
currently on promotion. The aggregation is on store and day level. The data comes in on a
weekly basis. The scope is limited to one category and to P&G products only.

P&G and its retail partners have chosen EDI as the exchange application via X400.
The EANCOM? standard data format SLSRPT (Sales Report) is used.

Analyses performed and metrics

As the actual data do not describe out-of-stock situations, P&G has developed indica-
tors and calculation rules to determine OOS situations in the store. An average sales
volume per store is defined, distinguishing between promotional days and non-pro-
motional days. In addition, a threshold value is defined to describe when a product is
taken into calculation.

Specifically, if accumulated weekly sales of a specific product are cither zero or
significantly below the average weekly sales of this specific product, the product is

 considered to be out of stock. The ool.laboratmg partners arc aware of the fact that this
is quite a strong assumption.

Alternatively, a product is out of stock if there are no sales over a full day or, for
promotional items, if the average sales during a promotional day fall below 5% of the
average daily promotion sales. The OOS data is being extrapolated to estimate the
so-called "lost sales”.
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Based on the OOS data developed, further analyses are run to understand the under-
lying reasons. Experience shows the following reasons can be distinguished:
« OOS on product level to determine issues (possibly systematic issues) on
certain SKUs/Brands/Sizes
Root cause:
-> short shipments (usually known in advance - so no news)
-> issue on shelf: e.g. shelf space, shelf tags for replenishments
-> forecast/planning: usually on promotional EANs
» OOS on regional level to determine issues within certain stores or regions
Root cause:
-> OO0S in multiple stores in one region: DC/distribution issue
-> OO0S in certain stores (repetitively): Store/replenishment; work process issue

In summary, the OOS data developed from the POS data are the starting point
for further investigation into possible subsequent process optimisation and, as a con-
sequence, for other collaborative projects to follow.

Project Management

The handling of the POS data and the analysis is part of the account team's work.
There is no specific organisational structure required. The results of the data usage are
part of the ongoing collaboration with the retail partners in various projects.

Results and lessons learned

The example shows that benefits from POS data exchange can be achieved little tech-
nical or organisational changes. The aggregation of data and longer-term analyses hel-
ped to get a better understanding about the overall process quality as well as about
P&G and its retail partners performance. As POS data "confirm” out-of-stock situa-
tions, the trading partner can jointly work on the causes and generate mutual benefits

from QOS avoidance.
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The following case is an example of cooperation between Kraft Foods and a retail company

in the area of Optimal Shelf Availability:

Introduction I
This case demonstrates the use of POS data by Kraft Foods together with a retail
partner to reduce out-of-stock situations.

As Kraft Foods Germany is the category leader in coffee at this retail company, the POS
data exchange takes place within an existing collaboration.

—— lost sales in pieces —— Qut of Stock rate

Sat Mon Tue Wed Thu Fri Sat

The product in scope of this case is ground coffee which is a very fast mover in the
German market, sold largely on price promotions (see also Kraft Foods case for
Efficient Promotion).

Objectives

Heavy price promotion activities usually create strong demand for the promoted
brand. As a result, the outlet shelf stocks last between fewer than two and five days.
Kraft Foods Germany used POS data exchange to better understand the impact on
temporary price promotions on shelf availability.

Analyses performed and metrics
As a basic assumption, zero sales over a period of a half day or longer were understood
as an out-of-stock situation in a store.

The POS data were used to analyse the "lost sales”, calculated as the average daily sales
volume missed due to the unavailability of the product on the shelf.

Project Management

The initiative is placed within the Category Management Group of the customer
account team and the trade marketing group of Kraft Foods Germany. The preparation
and analysis of the data is part of the everyday work and does not require additional
resources or infrastructure.
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Benefits from OSA
Some early ECR Europe OSA trials have produced encouraging results:

A Finnish rerailer has cut the level of OOS by half, by introducing:

« sales/ POS data based ordering

* collaborative availability management
« a centralized measurement system

A British retailer reduced OOS by 40% through close management attention. New shelf
technology and change activities such as specific training of staff and supplier collabora-

tion were also used.

Both examples have in common that they start with measurement to establish OOS trans-
parency and focus management attention. Work on the deails follows, leveraging the
power of joinc analysis of bilateral information.

7-10%
average

Week 1

Measurement
& Management
attention

12%
reduction
in O0S

Week 2

Figure 12: OOS reduction by measurement and management attention

Source: ECR Europe OSA study, 2002
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3.2.3 Efficient Replenishment

Concept of ER

"Efficient Replenishment (ER) links the consumer, retail store, retailer distribution cen-
tre, and supplier into an integrated system. Accurate information flows quickly through
EDI linkages between trading partners, while products flow with less handling and fewer
out-of-stocks from the supplier's production line into the consumer's basket." [Source:
Category Management Best Practice Report, ECR Europe]

The purpose of ER:

Supplier and retailer work together to ensure provision of the right product, to the right
place, at the right time, in the right quantity, and in the most efficient manner possible.

ER processes have been grouped under four headings and aligned with the sets of EDI
messages required to support them:

Process EDI Messages to support Procmesand Tools to
Efficient Replenishment support Efficient
Replenishment
Master Data Messages needed to Utilization of datapools
Alignment ensure that product and

location numbering is
common berween
trading partners

Ordering Messages which generate Continuous Replenishment
and communicate the Program (CRP):
requirement for a supply * Vendor Managed
of goods Inventory (VMI)

» Co-Managed
Inventory (CMI)

+ Buyer Managed
Inventory (BMI)

Physical Messages which generate Cross Docking (CD)
Distribution and communicate instructions
to move the goods

Finance Messages which are Electronic Funds Transfer
concerned with the payment (EFT)
for goods supplied

Figure 13: Efficient Replenishment processes and methods
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This document focuses on the role of POS data management in CRP and within CRP on
VMI and CMI. CRP changes the traditional replenishment process of retailer-generated
orders to one of partnership amongst trading partners where the replenishment quantities
are agreed based on stock and sales information.

The Role of POS Data in CRP

The optimal supply chain is driven by consumer purchase (pull). The act of purchase by
definition generates a set of POS data. Therefore POS data should be made the key driver
of an integrated supply chain. The focus of CRP is to replenish products based on actual
and forecasted sales. With inventory management (VMI, CMI), consumer demand drives
replenishment orders and shipping.

In VML, the supplier maintains the replenishment system. Sales/POS data and inventory
data are transmitted from the buyer to the supplier and triggers forecasts, orders, shipp-
ping and financial transactions.

In CMLI, a proposal order is generated by the supplier, and revised and confirmed by the
buyer. The fundamental difference between Vendor Managed Inventory and Co-Managed
Inventory is the fact that the buyer maintains the responsibility for the replenishment in Co-
Managed Inventory.

The flow of information for CRP using EANCOM® messages is shown below.

Manufacturer EDI Retailer
i INVRPT / SLSRPT
information System b Central Purchasing
ORDERS / Proposal .
CRP Assistant Order Management
DESADV _
Sales Administration - Arrival
ReCADY
. INVOIC )
Finance > Finance
” REMADY

Figure 14: EANCOM” based information flow for CRP
Source: EAN.UCC
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The conclusion is:

POS data is used in the following CRP key analysis:
» Forecast Accuracy
* Inventory Volume
» Out-of-Stock Analysis

» Service Levels

Benefits from CRP

CRP can provide a series of benefits to both, retailers and manufacturers. However, it
is important to ensure that savings made in one area do not result in additional costs in
another area. So the goal for each partner is to find the balance between benefits.

¢ Lower inventories / « Simplification

storage requirements « Integration of supply side processes
« Improved warchouse operations ¢ Enhanced communication
« Optimised use of vehicles + Increased flexibility (time to marker)

s Elimination of out-of-stocks
= Reduced returns and refusals

Figure 15: Benefits from POS enabled Efficient Replenishment
Source: ECR Europe POS Data Management Project Team, Deloitte Consulting

In summary, POS data delivers a clearer and more up-to-date picture of the situation
of a particular article or category in a particular store than a manual measurement —
probably ar lower costs. Thus POS data exchange should be initiated if detailed information
on shelf availability is needed on a regular basis. This applies especially to the described
collaboratively managed order processes.
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3.2.4 CPFR

Concept of CPFR

Collaborative Planning, Forecasting and Replenishment (CPFR) is defined as a business
process for value chain partners to coordinate plans in order to reduce the variance bet-
ween supply and demand and share the benefits of a2 more efficient and effective supply
chain. Thus, the overall goal of Collaborative Planning, Forecasting and Replenishment
is "total supply chain collaboration among all trading partners who touch, or have an
effect on the value of the product to the end consumer." [Source: Supply Chain
Management Review)

Core elements of CPEFR:

» Greater sharing of data and responsibility

s Common objectives and metrics (KPI)

» Forecasts aligned and time-phased across supply chain )

» Managed by shared exception criteria, i.e. pre-notification of issues in meeting
consumer demand

« Committed forecast

The CPFR model follows a nine-step approach through a Planning, Forecasting and
Replenishment cycle:

s Participating companies identify executive sponsors,
Develop Collaboration Agreement agree to confidentiality and dispute resolution processes,
Planning deiv:.'llop b: scorecard tE;:rltracl<dkey t;l; _pll1y c‘r;%itq rcllemtcsf
£ i relative SUCess Cmierd, and es 1sh & distinct set of
Create Joint Business Plan financial Inceniives of penalties.

Create Sales Forecast

Identify Exceptions for Sales Forecast Sales forecast collaboration:
Trading partners create and share consumer demand
forecasts, and identify exce%ﬁons that occur when
; Trmv resolve exceptions
adjusting plans

Resolve/Collaborate on Exception/ltems ﬁ.;ra:?m plans do ;T:a} ;:g
eMMmining ca %, A
where necessary.

Create Order Forecast

Order forecast collaboration:

Trading partners create and share replenishment plans,
Identify Exceptions for Order Forecast .denn&ng and resolving exceptions.

Resolve/Collaborate on Exception

o . Data results are shared, and forecast accuracy problems,
Develop Collaboration Agreement overstock/understock conditions are idenlii"nace):ihem!ved,

Figure 16: ECR Europe nine-step process for CPFR
Source: ECR Eurape: Guide to CPFR implementation, 2001

The Role of POS Data in CPFR

One element of CPFR is the ability and willingness to share different kinds of data
(e.g. forecast, inventory, POS). Shared data enables business partners to integrate supply
chains and to act on opportunities and issues. It also facilitates a fast and thorough under-
standing of the capabilities of cach individual partner.
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In the past, both manufacturers and retailers developed their own consumer demand fore-
casts based on their internal and syndicated data. Today, however, by sharing and analy-
sing POS data, retailer and manufacturer alike are in a position to derive more accurate
forecasting parameters giving better forecasts. In addition, by installing a real-time feed-
back loop with POS data, forecasts can be adjusted along actual consumer off take.

For CPFR, an integrated concept, there is an overlap of relevant analysis, such as for the
evaluation of inventory, forecast accuracy, service level, OOS, etc.

The following case is an example from Unilever Bestfoods, UK in the area of CPFR:

In the UK, a number of retailers started publishing POS data in the late 1990s. This
meant that Unilever could access data for its entire product portfolio in three or four
retailers simply via accessing an extranet web site. The data provided to Unilever
allowed deeper analysis than before as its retail partners made available daily POS data
on SKU level, which was used to support the understanding of a products performance
in its launch phase in the UK. Récognising the importance of this data Unilever embar-
ked upon a project to integrate the retailer data directly into its ERP systems.

Unilever used the POS data to achieve the following objectives

* Improve forecast quality and accuracy

* Understand the consumers reaction on advertising and promotion

* Allow faster reaction to changes

* Spot emerging trends at an early stage e

» Share results with the retail partner and facilitate dialogue based
on common understanding

* Facilitate improvements in consumer availability.

Basically, there were three types of data used for the analyses. The Unilever forecast
data is used to plan production schedules. The order data is helping to understand the
retailers stock position. The POS data show the actual sales data at an SKU level.
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Il UBF forecast
I EPOS
—— Retailer order

In the above example we can see how readily available POS data helped during the
launch of a new product accompanied by TV advertising. Before the actual product
introduction, the retailer orders were quite below the forecast expectation. During the
calendar weeks 13-16 the retailer started its stock piling activities bur the order volu-
mes were very heterogenr:ous Right after the product introduction the orders reached
a short-time peak as a result of the trade rna:kcung campaign that Unilever was
running shortly before the product launch. At that point, the availability of POS data
provided first benefits: The enormous increase of the retailer order in calendar week 19
could have led to the conclusion that there is a there is a trend to very high demand at
an early stage of the product introduction. But the POS data received from the retai-
ler showed a relatively constant level of consumers' purchases so it was decided not to
change the forecast at that stage.

At a later stage of the launch (calendar week 24 and onwards) consumer advertising
pcrf'aniled as expected, and as the POS data showed solid growth, the forecast could
again be adjusted based on valid data. From week 30 it was apparent that the impact
of the TV advertising which had accompanied this launch was declining more rapidly
than expected. It was possible to make reductions in the forecast alleviating pressure
on the supply chain.

The availability of POS data provided benefits to both parties at all stages of the pro-
duc lifecycle. The forecast accuracy could be significantly improved. Instead of relying
on the retailer order data only, POS helped to increase the understanding of retailer
and store performance in more detail and within a timeframe that enabled appropriate
discussions and actions to take place. In addition, the analyses of POS data gave some
helpful input to understand the impact of marketing and advertising activities.
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Data Integration

The project to integrate the retailer data directly into Unilever's ERP systems started in
Autumn 2000 and for three retailers, data was completed in early 2001. Further retai-
lers have been brought on stream as their data has become available. Additional retai-
ler data has now been integrated and circa 75% of all consumer data is now integrated
into the ERP system.

A key objective of this project was to integrate the retailer data directly into the ERP
systems — this ensured that key users of the data were able to see the data as a matter
of course and could integrate the analysis into the ongoing demand planning task.

Different retailers publish their data with different definitions, timeframes and diffe-
rent metrics. The first step in the project was to collect the data from the various sour-
ces in an automated way. The challenge of different retailer data structures and data
definition was overcome by producing mapping tables that enabled retailer data to be
mapped directly to Unilever data hierarchy. The final step in the process involves the
automated transfer of the mapped and cleaned data directly into the forecasting system.

EPOS Data Extraction & Mappin

Extract
of di i
Data - Polls data by d“ue::sm“ 2
- Mapping
FTP Files from JS Epos Data I Forecasting process currently
MyDataBox weekly so data imported in
Website O weekly buckets
Manugistics — (DP/EE
Database Data Validation & Forecasting
( UBF J creation of DP/EE tool
Input file

As well as integrating the data into the forecasting system it has also been possible to
automate the production and distribution of user specified reports based on the data coll-
lected to many users throughout the business. User specified alerting is also possible.
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Summary

Retailer data integration has enabled Unilever and its partners to get the most out of
the data available and deliver benefits across the entire supply chain to the benefit of
all. In the long run, further automation capabilities are planned to allow management
on exception basis, analysis and integration of additional data streams including stock
and service level.

Benefits of CPFR
In a recent survey eight potential benefits of CPFR were identified and evaluated:

e+
Estimated
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benefits

uy w 53 [} 4 4= — s
208 888 B2 42 $3& 8Ly L8 2
o4 0 L= c o5 S8 0D [SOF eES =
= o= ==} == = C = c g o= e+ =]
S T g3 O % 37} O8g 2o ED A
o o c E.5 (=] [T [1] =i E
(=1 =24 = Qe ogsg a8 =g o

= 5.3 e = SE2 ° 58 -
: 5 2

Figure 17: Estimated benefits from POS data enabled CPFR
Source: ECR Europe: Guide to CPFR Implementation, 2001

Obviously, the highest benefit expectations are related to the shelf availability of products.
The use of POS data can certainly significantly contribute to the realisation of these bene-
fits as they provide a real-time or near real-time picture of the in-store situation.

Retailer Benefits Manufacturer Benefits

* Improved service reliability « Improved retailer relations

» Reduction in lead time « Increased insight into

* Increased insight into forecasting forecasting and replenishment plans
and replenishment plans « Improved service levels

» Supplier inventory and ¢ Reduction of unexpected demand
replenishment management ¢ Optimised Production
(long-term focus) e Improved information for strategy

+ Improved floor space utilization processes and tactical units
and reduced inventory lead to « Increased flexibility to react on
increased ROI market opportunities

Figure 18: Benefits from CPFR using POS data
Source: ECR Europe POS Data Management Project Group, Deloitte Consulting
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3 Align elements for execution and

operational excellence

Mastery of POS data management comes in a step by step process. It is an evolution from
"project to process” along levels of increased collaboration and increased quantity and
quality of data sharing.

In

Quantity/Quality of data

the FMCG industry the ECR project group found four levels of sophistication.

Seamless Data

Integration
Limited Data

Integration * Broad and long

* Long term term agreement
agreement between partners
Project E AL between . Searnle;sl

1] partners availability of

' = Continuous data on both
= One off activity Pl improvement of sides
* Narrow scope Gt agreed KPI's » Scope is not
* No intention to 2 - Limited scope limited

l'O“DI.It . . Mass data e Real time, mass

technology

data technology

Level of Collaboration

Figure 19: The four levels of sophistication in POS data management
Source: ECR Europe POS Data Management Project Group, Deloitte Consulting

1. Project Level:
In the beginning of POS data exchange, there is usually a small project defined
with a narrow scope. Sharing dara can be characrerized as a one-off activity.

2. Pilot Level: t
With increasing experience, companies validate the ob]cctlves They try to achie-
ve benefits on a small scale. Trading partners also start technology trials and im-
prove their understanding of the IT-success factors.

3. Limited Data Integration:
There is mutual commitment of FMCG manufacturers and retailers together
with increasing investments into data exchange. Although the scope is still
limited, the exchange is based on mass data technology and targeted to well-
defined KPIs in order to ensure benefits.

4. Seamless Data Integration:
A broad and long-term rclatlonshlp ensures that the data is readily available
on both sides. Scope is not limited. Exchange is executed on real-time
data technology.
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In this section six dimensions for operational excellence are detailed along these levels of
sophistication (Data Quality, Data Quantity, Identification and Communication Standards,
Technology, Organisation and Legal). Operational excellence in POS data management boosts
benefits of every ECR concept.

Key recommendations for execution and operational excellence:

+ Ensure data quality by implementing multiple checking routines

* Build a dara profile around a set of core data and add data attributes aooordmg
to company-specific information reqmrcmems

» Use existing identification and communication standards wherever possxble
(i.e. GTIN/EAN, EANCOM..)

« Determine the level of technologxcal investment l:ly cxpectedbeneﬁts (i.e.. targe:
costing approach) and along scenario 1-4 "from project to proc

» Deploy collaborative technologies when moving to sophlsucatcd and frequent
data exchange activities

* Build IT platform for future sealablllty, open design and high technical
integration

» Assign ownership to the process and quality of data cxr.hange

» Have local lawyer check legal compliance

3.3.1 Qualitative Data Elements

Data Profile
Having an agreed set of data for the act of purchase is required for the execution of POS data
management. This data profile consists of many defined data elements.

In order to bring commonality to the data exchange, it is suggested to use a set of mandatory

and optional fields for the dara profiles (SLSRPT and INVRPT).

Figure 20a and 21a show the mandatory fields representing a minimum data profile for
transaction data, while figure 20b and 21b show the optional fields that represent a
complement to the minimum data profile, allowing for extended analysis into shopper
basket and CRM analysis (o be addressed in a subsequent publication).
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Mandatory Data Profile (SLSRPT)

Mandatory Fields

Description

ILN/ GLN

International Location Number / Global
Location Number. World-wide valid
numbering structure for unique identifi-
cation of physical, functional or legal
entities within a business or organisatio-
nal entity (e. g warehouse, delivery

points such as warehouse gate). Here the
ILN/GLN of the outlet is entered.

GTIN: EAN / UPC (n..14)

Global Trade Item Number / Inter-
national Article Number / Universal
Product Code Internationally aligned,
unique and world-wide unambiguous
14-digit article number for products and
services that incorporates existing EAN
8-, and 13-digit codes. It is a prerequisite
for using scanner technology and eases
electronic communication substantially.
In this context it is the article sold at the

POS, identified by the GTIN.

Article Text

Responsible for more precisely descri-
bing the article, a. o. sale of products via
Instore.

Sales Volume

Quantity of scanned GTIN.

Selling Price at POS

Selling price per GTIN.*

Date

Day and hour of sale.

Currency

Promotion Flag

Indicator, showing whether the GTIN
was sold during a promotion.

*) The VAT -rate can be looked up in the master data database

Figure 20a: Mandatory POS data items/ fields (SLSRPT)
Source: ECR Furope POS Data Management Project Group
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Optional Data Profile (SLSRPT)

Optional Fields

Description

Internal Article Number

Retailers” internal article number; man-
datory field, if no GTIN available (inte-

rim solution).

Checkour ID

Identification of the checkout.

Method of Payment

Cash (incl. Vouchers) or card (EC- resp.
Credit Card).

Customer Card Info

Indicator showing whether a customer
card was used (yes/no).

Receipt Toral/ Receipt Value

Total Sales on receipt.

Number of Articles per Receipt

Total number of articles sold per
transaction.

Receipt ID

Identification number of receipt. When
transmitting the Receipt ID, the trans-
mission of Receipt Total/Receipt Value
and number of articles per receipt can be
abandoned.

Category Flag

This category is defined as a group of
products/ services, which from a internal
perspective are considered as belonging
together and/or as exchangeable.

Sales, gross

Sales* selling price (incl. VAT).

Promotion Indicator

The promotion indicator specifies the
promotion; using either the text field or
a code.

*) The VAT-rate can be looked up in the master data database

Figure 20b: Optional POS data items/ fields (SLSRPT)
Source: ECR Europe POS Data Management Project Group
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Mandatory Data Profile (INVRPT)

Mandatory Fields

Description

Message reference number

Sender's unique message reference.

Message function, coded

Original = Original transmission of the inventory report.

Document creation date

Document/ Message Date/ time

Identification of the buyer

The GLN identifies cthe buyer party to which merchandise is
sold and/or a service is provided.

Identification of the supplier

The GLN identifies the supplier party which provides ser-
vice(s} and/or manufactures or otherwise has possession of
goods, and consigns or makes them available in trade.

Identification of the inventory
reporting party

The GLN identifies the inventory reporting party.

GTIN

Global Trade Item Number. Internationally aligned, unique
and world-wide unambiguous 14-digic article number for
products and services that incorporates existing EAN 8-, and
13-digit codes.

Actual stock

Stock on hand, undamaged, and available for dispatch, sale or
use at the time of stock check.

Inventory withdrawal quandicy

Quantity which has been withdrawn from inventory since
the last inventory report. Inventory adjustments based on
e.g. return shipments are not included. The Inventory with-
drawal quantity can be used to forecast the future demand.

Out of Inventory Quantiry

Out of stock quantity. Demand of the outlet which could not
be satisfied in the reported period (Central warehouse -
Outlet). The out of inventory quantity specifies the quanticy
which was requested (by the outlet) but not available. The
out of inventory quantity need to be transmitted only in case
of an "out of inventory situation”.

Ourstanding quanticy

Difference berween quantity ordered and quantity received.

Figure 21a: Mandatory POS data items/fields (INVRPT)
Source: ECR Europe POS Data Management Project Group,
based on: ECR D-A-CH: Der Weg zum erfolgreichen Supply Chain Management, 2002
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Optional Data Profile (INVRPT)

Optional Fields

Description

Date/time/period of the inventory
report

Inventory report date Date/ time

Promotion informarion

Information, if the GTIN is on promotion.

Quanticy received

Quantity of a SKU which has been received.

IIIV(: nto ry movement quan [il’)’

Quantity moved from promational stock to "normal stock”
or vice versa.

Quantity returned

Return shipment from the outlet to the central warehouse
of the reailer, Specifies the quantity returned.

Adjustment to inventory quantity

Specifies the inventory quantity adjusted within the
reported period due to: damaged items, inventory
differences, wrong entry, "locked" items, return
shipments from the central warehouse to the supplier;
without return shipmencs from the outlet to the central
warehouse, inventory movements and products received
and quantity of reserved products.

Reserved stock

A quantity of stock reserved for specific purposes,
e.g. stock reserved to cater for natural disasters
(floods, earthquakes, erc).

Figure 21b: Optional POS data items/fields (INVRPT)
Source: ECR Europe POS Data Management Project Group,
based on: ECR D-A-CH: Der Weg zum erfolgreichen Supply Chain Management, 2002

Data Quality

The use of any electronic exchange of data requires accurate data. Consistency, com-
plete datasets, and the ability to identify sales by item are, therefore, important criteria
from a qualicy perspective and should not be underestimated.

The ECR Europe project group has compiled 15 quality issues around four topics to

watch out for:
* Incompleteness of data
+ Cumulating daca
« Data coding
« Others
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Incompleteness
of data

Dara of a complete key account is missing or
unavailable for a selected period of time.

Sales ar causal information ate missing for a roral
shop. The missing period could be a week, a day
or part of a day.

One or more EANs are complercly missing for a
given period of time.

= Completeness of key accounts

* Completeness of periods per key
account (weeks, days)

* Completeness of shops

= Completeness of periods per shop
{days, hours)

* Completeness of shopping items/
GTIN/ EAN

Cumulating
daca

Data of two periods are loaded on one or data of
two receipts are loaded on one.

Data of two or more shops are stored under one
store-number.

= Consistent accumulation of bons/
baskers (clear-cur)

* Consistent accumularion of
periads (clear-cut)

* Consistent accumulation of
shops/ stores {clear-cut)

Dara cading

All retailers use their internal identification system
to code their items and to store them within their
data warehouse. The reference of EANs to the
internal number (Price Look-up or Local Assigned
Code) and vice versa is not unique

Every instore-EAN beginning with "2" is

only valid for specific markets (e.g. retailer,
region, store)

Multipacks are special EANs consisting of two
or more pieces of a single EAN. The question is:
Do rerailers store the multipack-EAN or the oni-
ginal one?

Banded packs are special EANs consisting of
two or more products belonging to different
categories. Retailers store this kind of product
under special product groups

EANs are "non descriptive” codes. The item
master data related to the EAN must be comple-
te and accurate, If this text description is wrong
or incomplete the data could be misinterpreted.
The item master database of a retailer is valid for
the present only. If retailers change the item
master {e. g. recoding of an EAN}, this changes.
Depending on the location of production, pro-
ducts have two or more different EANs. All
other product characteristics are equal. Rerailers
tend to link those EANs to one number.

Even if UPCs are clearly defined, some retailers
"complete the missing 13¢h digit” by entering a
dummy number. This then could be interprered
as an EAN.

» Unique reference of EAN 1o the
rerailer's internal number and
vice versa — how to deal with
this issue

» Reported instore-EAN beginning
with "2" is only valid for specific
markets, e.g. retailer, region, store
(retailer specific internal coding)

¢ Correct determination of
multipacks vs. original items

= Correct determination of banded

packs as these items are stored

under special product groups

Completeness and consistency

of the GTIN/ EAN master code

* Valid item-master-database of a
retailer. If rerailers change the
item-master (e. g. recoding of
an EAN), this changes

¢ Unique reference of EAN w0
single product; retailers tend to
link those EANS to one number.

® Correct interpretation of reported
EANs (13th digit valid ot
dummy)

Orthers

Not all errors occurring because of under trained
service personnel or inadequate scanning proce-
dure can be corrected afterwards.

Trading partners may not start the calendar week
on the same day.

o Correct scanning and data captu-
ring processes at the retailer's
check-out

Consistent start of the calendar
week

Figure 22: Checklist for POS data quality issues
Source: ECR Europe POS Data Management Project Group, Deloitte Consulting
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To overcome the issue of incomplete data it is recommended implementing data checking
routines on gross-totals and calendar. POS dara should be exchanged at the most detailed
SKU level which allows aggregations. To aveid multiple coordination effort it is suggested
that GTIN/EAN codes be used as the master key. See Appendix A for more details.

3.3.2 Quantitative Data Elements

Retailer POS Data and Market Research Data Exchange

[n addition to data quality another challenge is the sheer amount of POS dara that is
exchanged, aggregated, and analysed. Depending on the purpose of the analysis to be
conducted, POS data from the retailer has to be combined with panel data coming from
the manufacturer. Figure 22 illustrates the relationship between purpose of analysis and
quantity and source of data.
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Figure 23: Overview of interdependency between breadth and depth of data and analysis purpose
Source: Deloitte Consulting

The lower the depth and breadth of dara required, the fewer elements are exchanged and
need to be analysed. However, less data means less flexibility of “slicing and dicing” data
for other analyses.

Frequency of Exchange

The overall vision of any data exchange frequency is to be near "real time."
Permanent access to and analysis of "up-to-event/occurrence” POS data increases the
flexibility and shortens the time to action. Today's retailers' extranets come closest to
real-time availability of data.
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Relationship of Exchange
The exchange of POS data in practice is either done directly or indirectly. In general there
are two different types of POS data exchange relationships:

Direct exchange Indirect exchange

1=1 n:m

manual, electronically e-Marketplace

n:1 n:1:m

Retailer extraner market researcher, information broker

Figure 24: POS data exchange relationships
Source: Deloitte Consulting

It's obvious that an increasing quantity of items requires even greater standardization and
very powerful integrated technology. However, the individual decision on how to organise
for the exchange (make or buy) must be based on a detailed cost-benefic analysis.

3.3.3 Standards

The definition of standards in the context of POS data management follows a systematic
approach:

s Identification Standard: i.e. GLN/ILN, GTIN/EAN

« Communication Standard: i.e. UN/EDIFACT, EANCOM?®, XML

« Data Transfer Standard: i.e. EDI, WebEDI

+ Dara Application Standard: i.e. Internet, X400

Dara identification and communication standards are explained in this section; data trans-
fer and data application are discussed in the technology section.

Today we see a movement towards global standardization. Global Trade Item Number
(GTIN) and Global Location Number (GLN) are the access keys for computer stored

master data.

Based on the level of sophistication of POS dara management, the standardization matter
is prevalent. ECR Europe recommends that EAN,UCC global standards be used for all
levels, even the pilot level.

EANCOM®

EANCOM?® is a subset of UN/EDIFACT messages and provides clear definitions, expla-
nations, and examples of messages which allow trading partners to exchange commercial
documents in a simple, accurate, and cost-effective manner. For the electronic exchange
of sales data the Sales Report (SLSRPT) has been identified as the relevant EANCOM®
Message. In addition to SLSRPT the application of the EANCOM® Inventory Report
(INVRPT) should be considered for ECR concepts such as ER, CPFR, and OSA.
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Appendix B provides an overview of the structure of the EANCOM® Message SLSRPT
and INVRPT. It is recommended to clearly define upfront which optional fields are
necessary for your collaboration needs (see also previous section).

XML

Through the evolution of the Internet, a new standard has evolved in 1998. The
eXtensible Markup Language (XML) offers new opportunities to exchange standardized
data via the Internet (see also the following section). Howeever, the standardization of the
business semantics for EDI purposes, has not yet reached a marure status as in EANCOM®.

3.3.4 Technology

The technology landscape of business-to-business data communication in the FMCG
industry provides a framework for this section. The design of any POS data management
technology solution refers back to the landscape illustrated in figure 25.

Special Trading Hubs
GNX Transora
=% 5
CPG ;
Og WWRE market g
2 = :
Retaller |f =L o[ Muttiple ccG |, | 5 ||Manufacturer
S |« Extranets Network SINFOS |15 _
ERP-System é: o VAN (X.400) ; ERP-System
P .| Externa : | $
g [¢—>| webEDI s 7
® o
x =t
a2 WebEDI- WebEDI- g
: Server Server
A F'y
v EDIFACT Messages (EANCOM v
4 — >
EDI EDI
Converter (EAI)| < » |Converter (EAI)
XML Messages (ebXML) L

Figure 25! Technology landscape of Business-to-Business (B2B) data communication in the FMCG industry
Source: Reinhard Mommsen: Die Landkarte der elektranischen Datenkommunikation,
2nd ECR-Day Germany, 2001
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Ideally the appropriate level of technology depends on the expected benefits from the
collaboration effort. It should be determined upfront by a cost-benefit approach.

For explanatory purposes we outline three technology scenarios:

1. Manual
2 EDI
3. Seamless machine-to-machine

Scenario 1: Manual Data Exchange Process (Project Level)
The simplest and — ac first glance — lowest cost option to support data exchange is the
use of manual processes; this form is usually chosen in order to gain experience with POS

data management and decide, based on test results, whether to proceed with a permanent
implementation.

Retailer i Manufacturer
POS g
| IR~ Manual/ Ma:'zual
g intervention .. interv;antion
T—= E Manual
s 8 G ! intervention
i Z"’;
Paper/ '
T = Inhouse File H
- Software ; Analytical
o Application : Application
L]
Excel File

Figure 26: Project — Manual data exchange process
Source: Delpitte Consulting

At this stage POS data (for example product and brand codes or number of sales per pro-
duct) is generated from existing computer applications and is printed or is extracted as an
electronic file and sent to the manufacturer by e-mail, mail, or fax. The communication
media includes e-Mail, the physical transmission of dara through software components
(e.g. MS-Excel files), physical media such as tapes or diskertes, or even paper-based. The
manufacturer in turn re-keys all this information into his POS analysis application for
further processing to transform it into meaningful and manageable POS data.
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Advantages:

Disadvantages:

Low investment into existing systems required

Time-consuming process

Low-cost option if scope analysis is narrowly defined

High human resource demand

Unreliability: High risk of errors caused by
manual intervention

Costly if analysis is carried out regularly several
tmes a year

Figure 27: Advantages and disadvantages of the manual data exchange process

Source: Deloitte Consulting

Scenario 2: EDI (Pilot Level and Limited Data Integration)
EDI provides trading partners with an efficient business tool for the automatic transmiss-
sion of commercial data from one computer application directly to another. Incompatible
computer systems are no longer an issue. Companies deciding to implement EDI are by
definition in agreement on the data profile and format. Thanks to the numerous EDI
implementations in the past years, many retailers and manufacturers already have EDI
infrastructure that can be used for POS data exchange.
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Figure 28; Pilot — Limited Integration/ EDI

Source: Delpitte Consulting
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Advantages: Disadvantages:

Faster data exchange process Implementation project requires a higher commitment
on both rrading partner sides

Oprimisation of internal processes through process Costly for new installations
automation

Less manual intervention

Applicable although computer systems of dara
exchange partners may be incomparible

EANCOM?" is a fully compliant UN/EDIFACT
Subsert

EANCOM?" represents a single face to internal

applications

EANCOM?" supports international ECR

applications

Figure 29: Advantages and disadvantages of limited integration/ EDI
Source: Deloitte Consulting

WebEDI allows communication between connecting trading partners with low or only
sporadic transactions, based on web-based documents without bearing the cost of EDI
systems (e.g. VAN costs). Trading partners no longer have to provide the infrastructure
for several different communication services and protocols but can simply communicate

via the Internet. In this context WebEDI means a low-cost transport medium for POS
data.

Scenario 3: Machine-to-machine (Seamless Data Integration)
“Seamless Data Integration” is required to support broad, long-term relationships between
retailers and manufacturers.

At this stage the scope is not limited. Data is stored on a common database. The exchan-
ge is executed via mass data technology and each trading partner has direct access to the
POS data which is stored in a data warehouse at the manufacturer, the retailer or at a third
party location. The analysis via data warehouse typically relies on OLAP (Online Analytic
Processing) technology.

OLAP decision support software allows the user to quickly analyse information that has
been summarized into multidimensional views and hierarchies. For example, OLAP tools
are used to perform trend analysis of sales information and to enable users to drill down
into sales details.
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Relational OLAP (ROLAP) tools extract data from traditional relational databases. Using
complex SQL statements against relational tables, ROLAP is able to create multidimensional
views on the fl. ROLAP tends to be used on data that has a large number of attributes.

Selection of an appropriate OLAP method depends on the data characteristics.

Retailer

—

Manufacturer

Direct Access

Qutput Interface ]

il ™ £ ™

Retailer POS FMCG Data

Data

'1'_— Q gy Data Warehouse Y —

= 4 > (OLAP, MOLAP, ROLAP)

e : 5y o

Fy J machine-to-machine

POS ERP/ Transformation with standard formats (EANCOM, Internet

WWS XML) and point-to-poeint infrastructure (WAN, Internet) J

.

Figure 30: Process — Seamless POS data integration/ machine-to-machine

Source: Deloitte Consulting

Advantages:

Disadvantages:

Direct access to the data

Data warehouse invesument

Real-time data

High joint data structuring and content alignment
berween the trading partners necessary

Fast dara transmission

Manual intervention still required

Free queries possible

Constantly high query response time

Quick dara analysis, e.g. trend
analysis on sales

Drill-downs

Figure 31: Advantages and Disadvantages of machine-to-machine integration

Source: Deloitte Consulting
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3.3.5 Organisation

An appropriate organisational structure is required to manage POS dara as part of a
collaborative initiative. Both trading partners usually have established organisational
structures based on internal functions. It is only in recent years that the organisational
structures have needed to address collaborative processes along the value chain, Com-
panies have now started to move towards multifunctional teams addressing internal and
external processes. To set up such a team some of the questions to be answered are:

¢ Which departments are involved?

* What skills are needed?

* How much time investment is necessary?

* How is collaborarion tied to performance management?

Organisation and core processes
According to the illustrated "pilot-to-process” approach (see section 3.3), two organisational
structures are possible:

¢ Project-like Organisation

¢ Line Organisation

In the project and pilot phase (Level 1 and 2) usually a virtual project team is responsible
for the POS dara management. The size of the team is limited and the resources do not
work full time for the project. The team should be aligned to the department that owns
the collaborative contact. Typically these are the trade marketing or sales unit at the manu-
facturer and the purchasing department at the rerailer. The requirement of staff and
management involvement increases with the level of collaboration.

In Level 3 and 4 the organisation may require a reallocation of resources. Usually POS
data management is assigned to a support staff function. The alignment of this position
depends on the collaboration character (supply side vs. demand side). POS operations are
covered by a heterogeneous customer/ collaboration team. Typically the team integrates
different functions as shown in figure 32.
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Retailer Manufacturer POS Data Management

Framework
General General Define collaboration
Management Management objectives and
i
Purchase Dep./ Key Account Detail tactics along
Product Manager Manager ECR concepts

\/’

Store Manager Regional Sales

Manager
Store Manager
IT Manager IT Manager Align elements for
(POS Systeme) execution and
operational
excellence

Marketing
Merchandising

Market
Research

e

Figure 32: Sample organisational structure for institutionalized POS data management
Source: Deloitte Consulting

The roles and responsibilities of the people involved change according to the steps of the
POS data management framework.

If POS data is provided on a one-off basis, the responsibility lies in the customer/ colla-
boration team. In larger projects with a continuous flow of data, one has to consider assig-
ning dedicated data analysts to focus on the data analysis and deployment. If POS data is
coming from a syndicated source, normally there is a more centralized entity that holds
the responsibility (e.g. market research).

Competence and knowledge
Employees should have the necessary competencies and knowledge for POS data
management and should be trained accordingly.
The following skills are considered mission-critical:
+ Analytical skills: Employees should know how to retrieve and analyse data
(e.g. aggregate, slice and dice)
+ Process skills: Engaged resources should know about core processes of both retailer
and manufacturer.
o Interpretation skills: As a result of analytical and process skills the employees should
understand how to draw conclusions from data and convert these into action.




Measurement and incentives

What gets measured gets done! Currently there are several incentive systems that can
actually counteract collaborative thinking. For successful POS data management it is
recommended putting the performance measures around the fair share of benefits.

Most collaborative projects show that there is a strong willingness to adopt new measure-
ments and incentives because synergies and mutual benefits occur. However, the dictum
is not to expect short-term results but to build for long-term commitment.

3.3.6 Legal Aspects

Generally the exchange of proprietary data is not a legal issue in itself. However, potential
issues can be caused by violation of:

* Confidentiality

o Intellectual property

Many trading partners wish to enter an upfront agreement that rules the "dos and don'ts”
around the usage of data being shared. In most cases, there are already agreements in
place aimed at specifying the overall purpose of the collaborative projects.

Legal risks potentially arise in the case of information misuse. However, as long as confi-
dentiality and intellectual property rights are agreed to, legal issues should be avoided. In
this context the EU Competition Law provides some guiding principles:

The respective roles of manufacturer | @ The manufacturer may only give non-binding "recommendations”

and retailer (Article 81 EC). (advice) on resale prices with respecr to his own products (not to
other products).
& Retailer remains free to follow or not follow the manufacturer’s
recommendations
No agreements or exchanges of con- * Exchanging commercially sensitive information, such as net
fidential informarion berween com- prices, sales-in, trade terms and condirions, erc. abour and
petitors (Article 82 EC). berween competitors is not allowed.

* Reailer should not send competitor net price information or other
sensitive dara to all manufacturers (as enhanced transparency
could lead to enhanced cooperation berween competitors).

o Sharing of POS data between a retailer and
a category advisor is of itself acceptable.

Prerequisite for anti-competitive ¢ Sharing of dara berween competitions is not the issue; it's what
acrivity the parties do with the data shared. This does not prevent a
retailer from disclosing to a manufacturer POS data on the
products of the manufacturers' competitors, as long as this is

a clear bilateral manufacrurer/rerailer relationship and no
competitor or the manufacturer is involved.

Figure 33; Essentials from the EU Competition Law on data exchange
Source: EC Treaty
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Due to company specificities it is suggested that companies incorporate specific arrange-
ments on the data exchange within these collaborative projects. For this purpose it is
recommended that your legal department or an external specialized lawyer be consulted.

The ECR Europe Operating Principles which can be found in Appendix C also provide

some suggestions on legal aspects.

3.4 Review benefits and improve continuously

Common understanding and continuous review of objectives by both trading partners
will support achievement. Therefore it is essential that both trading partners define quan-
titative, measurable KPIs for evaluating the benefits (effect on sales, costs, and capital
employed) as well as the process quality (collaboration, data profile, technology) and
review these at regular intervals.

Sample KPIs are shown below for illustrative purposes. For further details, please refer to
the respective ECR publications, in which specific catalogues of concept-relevant KPls are
recommended, or visit the Global ECR scorecard website at www.globalscorecard. net that
contains all ECR merrics. As indicared above, POS data does not stand alone; it must be
combined with other data sources (such as consumer panel, retail panel) to support the
ECR processes. It is recommended to create individual scorecards with KPIs from four
clusters.

1. Market related KPIs

KPIs in this cluster should be used as benchmark data reflecting the overall market situa-
tion and evolution of the market. They enable the use of other KPIs (especially strategic
KPIs) in the context of the total market. Commonly used KPIs are:

Share of market, volume and value

Market growth

Fair share and fair share index

Distribution (numeric and weighted)

"

2. Strategic and financial KPIs
Strategic KPIs are used to measure the performance of the trading partners. They reflect
general financial data (financial ratios), consumer behaviours, market evolution, and POS
parameters. Recommended KPIs are:

» Sales volume

* Sales value

» Contribution margin

*+ Number of shoppers

» Consumer loyalty of banner, brand (consumer panel)

» Share of category

* Shelf space productivity

» Inventory turn

64



3. Tactical KPIs
While financial KPIs indicate the performance of the trading partners, tactical KPIs eva-
luate the activities at the point of sale. Tactical KPIs directly influence the strategic key
figures and reveal whether the selected POS activities are appropriate to enhance the per-
formance of collaboration. Typical tactical key figures are segmented as follows:

* Assortment {e.g. assortment coverage, listings, launches, OOS-rate)

* Placement (e.g. inventory reach)

¢ Promotions (e.g. number of promotions, incremental volume)

* Pricing (e.g. price index — regular/promotion price)

4. Process KPIs
The figures in this cluster monitor typical challenges in the POS Data Management pro-
cess. Measuring the quality of collaboration, data profiles, and IT-technology effective-
ness, the KPIs aim to improve the POS Data Management process. Recommended are:
* Number of skilled resources, man hours involved
* Frequency of alignment meetings, escalations
* Time spent on dara collection, cleaning, and consolidation

* Degree of system integration, number of manual interventions in data transfer
« Costof IT

[t is important to focus on a limited number of KPIs (between 10 and 15) which are most
suitable to reflect the market and/or trading partners' specific objectives. Also it is recom-
mended to first make use of existing ratios sourced out of both trading partners’ systems
(where appropriate) and then to decide whether any other ratios should be introduced.

Historical Target

Cluster vilia As-is data

per period Period n

Market
related
KPls

Strategic
KPIs

Assortment coverage
Listings

1 50% 4.0% 48% 45% 42%
Tactial
Kots | 1 | 16days | 14days | 16days | 14days | 15days
2 4 6 4 4 6
2.000 2.800 2.400 2,600 3.000
1 103 95 aivy 99 97
Process A _ 2 5 15 25 22 20
KPls No of escalations 2 3 1 5 3 1
timeshare for data cleansing 3 25% 10% 25% 22% 18%

Figure 34: lllustrative example of a KPI matrix
Source: Deloitte Consulting
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The KPI matrix uses historical data as a baseline for the determination of the target values. In
order to enforce continuous improvements, set multiple achievable targets on the timeline.

The KPI matrix should be used as a common tool to evaluate the performance of collabora-
tion, determine and review success, and promote the partnership internally. Especially the
communication of successes of the parmership is essential for both organisations (manu-
facturer and commercial partner) in order to increase acceprance and motivate people,
accelerate the implementation of POS data management processes, and continuously
improve these processes and its benefics.
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Appendix A: POS data quality issues

Incompleteness of Data

a total shop. The
missing period could
be a week, a day or
part of a day.

central shop server
did nor work.
Missing connectivi-
ty between shop
and rerailer's DW.
Hardware crash
within the retailer's
network.

Dara transfer from
rerailer to manufac-
turer has been
interrupted.

checks for missing
days or multiple
days.

Comparison of the
total turnover
across periods for
checking missing
parts of a day.

Incompleteness of data

Description Reason Identifier Challenge
Data of a complete System/ -server Implementation
key account is missing crash of specific calendar-
or unavailable for a Data could not be checks for missing
selected period of transferred due to days or mulriple
time. line problems. days.

Comparison of the

total turnover

across periods for

checking missing

parts of a day.
Sales or causal infor- Transfer from the Implementation of | Identifying regional
mation is missing for check-out to the specific calendar- holidays and open

Sundays in specific
regions

One or more EANs
are completely miss-
sing for a given period
of time,

Data transfer
within the retailer's
network was not
completed.

EAN is linked to
another EAN.
EAN has changed
bur the retailer still
uses the old one.

Check on number
of delivered items
per data transfer
period

Is an EAN missing or
was it not sold?
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Cumulating Data

Description

Reason

Identifier

C"-hﬂ]lﬁgé het

- If data is cumulared
over time {week or
day), dara of two
periods are loaded
on one.

- If retailers deliver
receipt-adequate
data, daca of two
bons are loaded
on one,

- Data of actual peri-
od is loaded on last
period

- No rtrip change
by processing the
data load

- Check on toral tur-
nover and time-
comparison

- Check on turnover
per EAN. Describe
discriburion of devi-
ation

Checks are based on
time-series routines,
which need CPU-
time or long runtime
on servers

- Data of twao ar
more shops are sto-
red under one
store-number.

- Incorrect data load

- Two or more stores
have the same
identifier (e. g.
new stores)

- Check on rtotal
turnover and time
comparison

- Check on turnover
per EAN. Describe
distribution of
deviation

Checks are based on
time-series routines,
which need CPU-
time or long runtime
on servers

Data Coding

D-Pﬁon

T n

All retailers use their
internal identification
system to code their
items and to store
them within their
data warehouse. The
reference of EANs to
the internal number
(Price Look-up or
Local Assigned Code)
and vice versa is not
unique.

- No retailer has a
centralized depart-
ment for coding.
The coding of the
internal identifier is
driven by ad hoc
issues of the indivi-
dual coder.

- Reduction of
Storﬂgﬁ

Check if all own
EANSs are reported.

This is che most
critical issue because it
can not be identified
and even if, it can not
be solved for the past.

Every instore-EAN
beginning with "2" is
only valid for specific
markets (e.g. retailer,
region, store).

Preduct is produced
by an own retailer
company.

Check derails with the

individual retailer.

Different products
might be aggregated
under one EAN.

Multipacks are special
EANs consisting of
two or more pieces of
a single EAN. The
question is: Do rerai-
lers store the mulri-
pack-EAN or the ori-
ginal one?

Cigarettes, boxes
for non-alcoholic
beverages

Price checks

If the regiscry ac the
check-our is not corr-
rect, there is no chan-
ce to identify this
afterwards.
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Data Coding

Description

Challenge

Banded packs are
special EANs consis-
ting of two or more
products belonging

1o different categories,
Retailers store this
kind of producr under
special product
groups.

A deodorant and an
aftershave are sold as
one pack.

Check if delivered
EANs contain banded
packs or not.

Whenever a total
category is analysed
the contents of ban-
ded packs belonging
to this category bave
to be integrarted.

EANs are "non des-
criptive”-codes. The
only chance to identi-
fy an EAN is the text
description. If this
text description is
wrong or incomplete
the data could be mis-
interpreted.

- Wrong coding wit-
hin the retailers.

- The space for the
text description is
too small.

Check all delivered
information perma-
nently with

EAN.UCC-master.

Wrong or incomplete
information can only
be identified if it is
checked permanently
against the agreed
master.

The item master data-
base of a retailer is
valid for the presence
only. If retailers chan-
ge the item master (e.
g, recoding of an
EAN), this changes.

As long as the data is
delivered to the
manufacturer directly,

all back data have to
be modified.

Depending on the
location of produc-
tion, products have
two or more different
EANs, All other
product characteristics
are equal. Retailers
tend o link those
EANS to one number.

Internal coding struc-
ture of the retailer
(Price Look-up or

Local Assigned Code).

Identification is only
possible for the
manufacturers own
products.

See section
"Incomplete data
on shop- and

EAN-level".

Even if UPCs are cle-
arly defined, some
retailers "complete the
missing 13ch digit" by
entering a dummy
number. This then
could be interpreted
as an EAN.

Retailers' data ware-
house is designed to
work with 13 or 14

digits only.

EAN-check using
the check-number

(13¢h digic).

CPU or server

runtime.
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Others

Others
Description Reason Identifier Challenge
All errors occurring - EAN could not None. Having no identifier

because of untrained
service personnel or

inadequate scanning
procedure can not be
corrected afrerwards.

be identified by
the scanner

- Similar products
with different
EANSs (e, g, diffe-
rent rastes) are
scanned with one
number only.

Some retailers define
the calendar week by
starting with Saturday
and ending on Friday.

- If the data is delive-
red per bon or day
calendar-checks can
be used.

- If che dara is aggre-
gated week-by-week
there is no check
available.

By "real-time" analysis
the data of the last
week is incomplete.
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Appendix B: EANCOME® Messages:
SLSRPT and INVRPT

SLSRPT
Data Element Segment Mandatory/ Comments
Optional

Header

Message Type Identification UNH M Fixed value specified by
EANCOM

Message Reference No. UNH M Has to be identical with the
Message Reference No. In the
UNT-Segment at the end of
the message.

Message No. BGM M ID-Number of the message

Date of Generation of Message | DTM M

Accounting Period DTM M Stating the reporting period.

GLN of dara sender NAD M

GLN of dara recipient NAD M

Currency CUX M

Position Data

ILN/GLN of Qutlet SG5,LOC | M Internarional Lacation Number/
Global Location Number.
World-wide valid numbering
structure for unique identifica-
don of physical, functional or
legal entities within a business
or organisational entity
(e. g- warchouse, delivery
points such as warchouse gate)
Here the ILN/GLN of the
outlet is entered.

Date SG5, DTM | M Day and hour of sale.

Article Data

GTIN: EAN / UPC SG7, LIN M Global Trade Item Number /

International Article Number /
Universal Product Code.
Internationally aligned, unique
and world-wide 14-digit article
number for products and
services that incorporates exist-
ing EAN 8-, 13-digit codes.

It is a prerequisite for using
scanner technology and eases
electronic communication sub-
stantially.

In this context it is cthe arricle
sold at the POS, identified by
the GTIN,
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Data Element

Segment

Mandatory/

Comments

Header

Optional

g

Internal Article Number

SG7, PIA

O

Retailers' internal article
number; mandatory field, if
no GTIN available

(interim solucion).

Promotion Flag

SG7, PIA

Indicaror, showing whether
the GTIN was sold during a

promotion.

Category Flag

SG7, PIA

This Caregory is defined as a
group of products/ services,
which from a company internal
perspective are considered as
belonging together and/or as
exchangeable.

Customer Card Informarion

$G7, IMD

Indicaror, showing whether a
customer card was used

(yes/no).

Article Text

SG7, IMD

Responsible for more precisely
describing the article, a. o, sale
of products via Instore-GTIN,

Receipt ID

SG7, RFF

Identification number of receipt.
When transmitting the Receipt
ID, the transmission of Receipt
Tortal/Receipt Value and number
of articles per receipt can be
abandoned.

Promotion Indicator

5G7, RFF

The promotion indicator speci-
fies the promotion; using eicher
the text field or a code.

Sales, gross

S§G7, MOA

Sales* selling price (incl. VAT),

Receipt Total/Receipt Value

SG7, MOA

Total Sales on receipt.

Selling Price at POS

SG7, PRI

Selling price per GTIN*,

Method of Payment

SG7, PAI

oll1C|O

Cash (incl. vouchers) or card
(EC- resp. Credic Card).

Sales Volume

SG8, QTY

Quantity of scanned GTIN

No. of Articles per Receipt

SG8, QTY

@

Total number of articles sold per
transaction.

Checkour ID

S8G7, NAD

O

Identification of the checkour.

Message Reference No.

UNT

Has to be identical with the
Message Reference No. in the
UNH-Segment at the beginning
of the message.
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*) The VAT-rate can be looked up in the master data database.

The PAI-Segment indicating the method of payment which is stated in the template is
not yet part of the Message SLSRPT in EANCOM?® 97. A Change Request has been
transmitted to EAN International and will be contained in EANCOM® 2002.
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INVRPT (Data profile for Inventory Report in CRP processes,

based on ECR D-A-CH recommendations)

Data Element Segment Mandatory/ Comments
Optional

Header

Message reference UNH M Sender's unique message reference.

number

Message function, BGM M Original = Original transmission of che

coded inventory report.

Document creation DTM M Document/ Message Date/ time

date

Date/time/period of DTM O Inventory report date Dare/ time

the inventory report

Identification of the SG2,NAD | M The GLN identifies the buyer party to which

buyer merchandise is sold and/or a service is provided.

Identrification of the SG2,NAD | M The GLN idendifies the supplier parcy which

supplier provides service(s) and/or manufactures or
otherwise has possession of goods, and
consigns or makes them available in trade.

Identification of the SG2,NAD | M The GLN identifies the inventory

inventory reporting reporting parry

party

Position Data

GTIN SG9,LIN | M Global Trade Item Number. Internationally
aligned, unique and world-wide unambiguous
14-digit article number for products and
services thac incorporates existing EAN 8-,
and 13-digit codes.

Promotion informarion | SG9, PIA O Information, if the GTIN is on promotion.

Actual stock SG11,QTY| M Stock on hand, undamaged, and available for
dispatch, sale or use at the time of stock check.

Inventory withdrawal | SG11, QTY | M Quantity which has been withdrawn from

quantity inventory since the last inventory report.
Inventory adjustments based on e.g, return
shipments are not included. The Inventory
withdrawal quantity can be used to forecast
the future demand.

QOuc of Inventory SG11,QTY | M Out of stock quantity. Demand of the outlet

Quantity which could not be satisfied in the reported
period (Central warehouse — Qutler). The
out of inventory quantity specifies the quantity
which was requested (by the outlet) buc not
available. The out of inventory quantity need
to be transmitted only in case of an "out of
inventory situation”.
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INVRPT (Data profile for Inventory Report in CRP processes,

based on ECR D-A-CH recommendations)

Data Element Segment Mandatory/ Comments
Optional

Ourstanding quanticy | SG11, QTY | M Difference between quantity ordered and
quantity received.

Quantity received SG11, QTY| O Quantity of a SKU which has been received.

Inventory movement | SG11, QTY| O Quantity moved from promotional stock to

quantity "normal stock” or vice versa.

Quantity returned SGI1, QTY| O Return shipment from the outlet to the central
warehouse of the rerailer. Specifies the quantity
returned.

Adjustment o SG11, QTY| O Specifies the inventory quantity adjusted within

inventory quantity the reported period due to: damaged items,
inventory differences, wrong entry, "locked”
items, return shipments from the central
warehouse to the supplier; without return
shipments from the outlet to the central
warchouse, inventory movements and products
received and quantity of reserved products.

Reserved stock SG11,QTY| O A quantity of stack reserved for specific

purposes, e.g. stock reserved to cater for
natural disasters (floods, earthquakes, erc).
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Appendix C: ECR Europe
Operating Principles

1. Generating Demand
ECR Practice requires both trading partners:
* To jointly analyse consumer and shopper data in order to mutually
understand and respect one's consumer/ shopper marketing objectives
when developing and reviewing the category;
+ To focus on delivering cost effectively the most relevant set of products
and services that truly add choice and value to consumers;
¢« To jointly agree on a set of Key Performance Indicators (e.g. consumer, marker,
productivity and financial), to measure the results against these objectives.

2. Managing the Supply Chain Efficiently
ECR Practice requires both trading partners:
« To adhere to supply chain management standards and protocols
recommended by ECR Europe;
«» To jointly define a set of objectives and processes for optimising product planning,
forecasting, and replenishment as well as in-store logistics:
*  To achieve full visibility of product flow along the supply chain so
that the consumer demand is always met;
+  To jointly make efforts to move to paperless transactions
(e.g- using data flow to clear deliveries and invoices);
« To jointly define a set of objectives and processes for optimising shelf availability;
* To apply a commonly agreed method for evaluating total costs and benefits
related to supply chain changes;
* To share benefits and risks whilst adopting a total supply chain view;
+ To jointly define a set of Key Performance Indicators to measure
results against these objectives.

3. Making Information-Based Decisions
ECR Practice requires both trading partners:
* To exchange information in order to support business decisions;
« To agree on a common process, cost effective for both partners, to systematically
gather and/or exchange the best possible information in a structured way;
* To establish a non-discriminatory and transparent process for evaluating the
information leading to any business decision (e.g. KPIs, scorecards);
* All informarion exchange between trading partners should happen in strict
accordance with the applicable competition laws.

4. Organising to Implement ECR
ECR Practice requires both trading partners:
*» To promote the ECR mindset and way of working to all management and staff
* To dedicarte appropriately skilled resources from both sides in order to implement
ECR practices in pursuit of category benefits;
¢ To invest in ECR Demand Generating, Supply Chain Management and
Enabling practices only in pursuit of tangible and measurable business and
category objectives;
* To support ECR practices in their trading agreement; however, ECR practices
may not be linked to the trade terms;
» To link personal/team rewards to the defined business KPIs.
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5. Respecting Competition Law

ECR is designed 1o serve the interest of the consumer. ECR Practice may not be used to
restrict competition between suppliers. Companies undertaking ECR projects should apply
ECR Practice in strict respect of applicable competition laws.

ECR Europe is committed to strong and fair competition in support of which competition
guidelines are issued which focus on demand side projects; in particular they provide:
» That no sensitive information should be exchanged between competitors; and
» That along the supply chain itself, parties should not enter into agreements that
restrict the other party in its freedom to set prices, choose trading partners, decide
product assortments, and otherwise manage sales to consumers or other customers.
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Appendix D: Glossary of Terms

Banner
A term used to describe a Rerailers chain or Retailers channel.

BMI (Buyer Managed Inventory)
Describes the traditional replenishment process, where the buyer manages his inventory
and orders.

CM (Category Management)
A partnership between Retailers and Suppliers to jointly manage a category as individual
business units created to meet the needs of consumers.

CMI (Co-Managed Inventory)

A form of continuous replenishment (CRP) in which manufacturer and retailer jointly
manage the replenishment for the retailer's Distribution Centre (DC). See Vendor
Managed Inventory .

Consumer Insight
The 360° view of the consumer. Allows seeing deeper into the values, beliefs and motiva-
tions of the consumers

Consumer Panel

A Consumer Panel provides marketers with key Consumer Insights, capturing acrual
consumer purchase informarion. It provides insights into buying behaviour across every
outlet, from warehouse clubs to convenience stores and from supermarkets to independent
drug stores and mass merchandisers.

CPER (Collaborative Planning, Forecasting and Replenishment)
CPFR s a cross-industry initiative designed to improve the supplier/manufacturer/retailer
relationship through co-managed planning processes and shared information.

CPG
Consumer Packaged Goods.

CD (Cross Docking)

An operational technique for receiving, allocating, sorting and despatching a product
while it remains on the dock of a Distribution Centre (DC) and therefore does not rely
upon withdrawing stock from storage.

CRP (Continuous Replenishment Program)

The concept of continuous supply of goods between supplier and trade partner based on
automated exchange of current demand, inventory and stock management information,
within the framework of an agreed supply policy. The aim of CRP is to achieve a responsive
and precise flow of product to the store, with minimum stock holding and handling.

DC (Distribution Centre)
DC is a warehouse that receives merchandise from multiple sources and distributes it to
multiple destinations. '

79



DSD (Direct Store Delivery)
Practice where supplicrs deliver merchandise directly into stores, often right to the shelf
with no distribution centre handling.

EAI (Enterprise Application Integration)

EAI refers to the plans, methods, and tools aimed at modernising, consolidating, and
coordinating the computer applications in an enterprise. Typically, an enterprise has exist-
ing legacy applications and databases and wants to continue to use them while adding or
migrating to a new sct of applications that exploit the internet, e-commerce, extranet, and
other new technologies.

EAN (International Article Number)
See GTIN.

EAN International
EAN International, based in Brussels, Belgium, is an organisation of EAN Member

Organisations that jointly manages the EAN.UCC System with the Uniform Code
Council, Inc.® (UCC?).

EAN-UCC System

The EAN-UCC System is a set of standards enabling the efficient management of global,
muld-industry supply chains by uniquely identifying products, shipping units, assets,
locations, and services to improve business efficiency and productivity. The system is co-

managed by EAN International and the Uniform Code Council® (UCC®).

EANCOM®
The international Electronic Data Interchange (EDI) standard within the EAN.UCC

System, conforming to the United Nations Directories for Electronic Data Interchange

for Administration, Commerce and Transport (UN/EDIFACT).

ECR (Efficient Consumer Response)

A joint initiative by members of the supply chain to work to improve and optimise aspects
of the supply chain to create benefits for the consumer — e.g. lower prices, more choice
variety, better product availability.

EDI (Electronic Data Interchange)

EDI is the computer to computer transmission of information between partners in the
supply chain. The data is usually organised into specific standards for transmission and
validation.

ERP (Enterprise Resource Planning)

Packaged software systems using database technology and a single intetface to control all
the information related to a company's business — including customer, product, employee,
and financial data.
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Extranet

An extranet is a private network that uses the Internet protocol and the public telecommu-
nication system to securely share part of a business's information or operations with
suppliers, vendors, partners, customers, or other businesses. An extranet can be viewed as
part of a company's intranet thart is extended to users outside the company.

FMCG

Fast Moving Consumer Goods.

GCI (Global Commerce Initiative)

GCI is an initiative of retailers and manufacturers with the objective of building a
collaborative inter-business process that will endorse a set of recommended standards,
enabling technologies and best practices with worldwide application. This will provide
benefits to all users, large and small, wherever they operate, as well as facilitating global
supply chain efficiency and effectiveness and consumer value through co-operation.

GLN (Global Location Number)

World-wide valid numbering structure for unique identification of physical, functional or
legal entities within a business or organisational entity (e.g. warchouse, delivery points
such as warehouse gate).

GTIN™ (Global Trading Item Number™)
Internationally aligned, unique and world-wide unambiguous 14-digit article number for
products and services that incorporates existing EAN 8-, 13-digit codes.

ILN (International Location Number)
See GLN.

KPI (Key Performance Indicator)
Measures that are deemed essential in monitoring the performance of a business, e.g. service

level, profitability.

Lead Time
The time ir takes from order generation to order receipt.

MOLAP (Multidimensional QOLAP)
See OLAP.

OLAP (Oanline Analytic Processing)

OLAP allows companies to analyse (summarising, consolidating, viewing, applying
formulae to, and synthesising data according to multiple dimensions) aggregated databases
built from their data warehouses (Codd). OLAP is the infrastructure for decision support
applications.

OSA (Optimal Shelf Availability)
Improvement of product availability on store shelves. Concept to avoid out-of-stock
situations,
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POS (Point of Sale)

Point of Sale is the place where the purchase is made at the checkout or scanning terminals
in a retail store. The acronym POS frequently is used to describe the sales data generated
at the check-out scanners.

Retail Panel

A Retail Panel is a regular survey that monitors sales of particular products and categories
of products in a sample of various types of rerail outlet.

RFID (Radio Frequency Identification)

A daca carrier technology that transmits information via signals in the radio frequency
portion of the electromagnetic spectrum. A radio frequency identification (RFID) system
consists of an antenna and a transceiver, which read the radio frequency and transfers the
information to a processing device, and a transponder, or tag, which is an integrated cir-
cuit containing the radio frequency (RF) circunitry and information to be transmitted.

ROLAP (Relational OLAP)
See OLAP.

SKU (Stock Keeping Unit)

A SKU is any trading unit (e.g. case, tray, promotional shipper, pallet), that can be orde-
red by customers and handled in the supply chain. It is labelled with a uniquely identifi-
able trade number. It may internally consist of consumer units (product package size as
sold to consumers) or other trading unics.

UCC? (Uniform Code Council, Inc.®)
Uniform Code Council® The Numbering Organisation in the USA to administer and
manage the EAN.UCC system standards in the USA and Canada.

UPC (Universal Product Code)
See GTIN.

UN/EDIFACT

United Nations rules for Electronic Data Interchange for Administration, Commerce and
Transport. They comprise a set of internationally agreed standards, directories and gui-
delines for the electronic interchange of structured dara, and in particular that related to
trade in goods and services between independent, computerised information systems.

VAN (Value Added Network)

A company that acts as a clearinghouse for electronic transactions between partners.

Vendor Managed Inventory (VMI)
A form of CRP in which the vendor (supplier) manages the stock levels and availabilicy
in his customer's warehouse, based on actual and/or forecasted demand.
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WebEDI

Web EDI covers the techniques used to facilitate EDI via the Internet-Service WYWW.
Compared to Internet EDI it is not only used as transport medium but also as commu-
nication medium. A media disruption is deliberately intended.

XML (eXtensible Markup Language)
XML is the universal formar for structured documents and data on the Web. XML is a

flexible way to create common informarion formats and share both the format and the
data on the World Wide Web, intranets, and elsewhere.
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Disclaimer

This document is promoted by the members of ECR Europe and has been achieved
thanks to the active support of the participating companies and organisations; the project
work was authored and undertaken by consultants at Deloitte consulting.

However, the ECR Europe member companies, participating companies or organisations
and Deloitte consulting, individually or collectively, do not necessarily endorse every tech-
nique, process, or principle described herein; neither do the authors, nor any ECR Europe
member company, or parricipating company or organisation or Deloitte consulting indi-
vidually or collectively accept any responsibility or liability in connection with this publi-
cation or the techniques, processes, templates, or principles mentioned therein. The
material presented in this document is for information only and any use of such material
is made solely at the risk of the company or organisation using such information and
without any liability for the authors, any ECR Europe member company, participating
company or organisation or Deloitte consulting.

Companies or organisations using the material presented in this booklet are advised to
seek professional advice addressing their specific requirements. Companies are responsi-
ble for satisfying themselves with regard to any applicable laws or regulations with which
they must comply including, without limication, the provisions of any applicable data
protection or competition laws or regulation.
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