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Finest

Value:

Putting customers first

YESSICA

Shopping in Europe has never been better value. More people have access to competitively priced goods than ever before. We have

achieved this by introducing efficiencies in our own operations and throughout the supply chain. These savings are passed on directly

to our customers. Across Europe,

For instance, in the United Kingdom, real food prices fell by nearly 10% between 1989 and 1998. In 2002, food prices across Europe

rose at a slower rate than the general rate of inflation. So retailers are contributing to keeping inflation down.

Choice and Innovation:

Consumers in Europe today have an unparalleled choice in goods,
services and ways to shop. Our extensive palette of products is
designed to suit a wider range of customer budgets and lifestyles
in everything from clothes and furniture to electrical products and
food. On the one hand, our customers can opt for IKEA's everyday
budget home products while also choosing Sainsbury’s premium
food range — ‘Taste the Difference’ or the ‘Club del Gourmet’
range at El Corte Inglés — if that suits their lifestyle. We also offer

customers a wide choice of regionally-sourced products:

Innovation is the key to remaining competitive. WWho would have
thought ten years ago that ready-washed salads or machine-wash-
able suits would be readily available to consumers across Europe?
In addition to convenience, there are other drivers to innovation:

_—

Technological advance is also a major driver of innovation. Mobile
phone and home computer ownership in Europe is high. This
increases ease of access to goods and services, enhances leisure
time, helps to improve opportunities for personal development
and generates wealth and employment.

Retailers have also used their expertise to innovate in the area of
services that in many cases lead to better value and more
convenience. Examples include online shopping, banking and
insurance products, utilities and telecoms. In some member states
this has involved challenging regulated markets in the sale of over-
the-counter medicines, books and the allocation of pharmacy
licences. We have also innovated in terms of store format, offering
a range of stores to suit differing needs and lifestyles, ranging from
virtual high street stores to out-of-town hypermarkets.
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Retailers plan for the future

To drive the innovation process in retailing on a national and international level, many retailers are
experimenting with new technologies that can bring benefits to their customers and business. For
example, the METRO Group Future Store Initiative is actively looking at the “Future of Retailing”.
Together with various IT partners, it is developing and testing technologies and systems that make
the retail process more efficient.

The Extra Future Store in Rheinberg, Germany links trailblazing technologies into an integrated
form. These include Radio Frequency Identification (RFID) - the basis for efficient management of

the logistics chain. This allows, for example, groups of merchandise or individual packages to be
tracked exactly in the process flow. Inventory and subsequent ordering, storage and transport are
simplified.

Significance for retail, benefits for consumers

The various systems tested and developed have one central goal: making retailing processes more
efficient. Thanks to the new technologies it will be possible to meet customer wishes even better
through target group oriented offers and individualised marketing. This will drive customer-satisfaction

and loyalty.

Innovative technologies will ensure accurate and transparent price labelling, less time at the checkout,
smooth self-service and permanent availability of goods. Service will increasingly be tailored to
customers’ personal needs: from the personal shopping assistant and electronic price comparisons
through to self-scanning of the goods and paying without a cashier. So shopping will become more
comfortable, faster and more tailored to individual needs and desires.
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Our ability to gauge people’s expectations plays a direct role in our
ability to effectively serve them. So we ensure the communication
lines are open - in both directions. Typically, this will entail a com-
bination of hot lines, customer focus groups and comment cards.
We also use magazines, labelling, point of sale leaflets and infor-
mation as well as loyalty cards.

The aim is to gauge customer satisfaction while also providing
them with information to help them make informed choices.
Without a clear understanding of our customers’ views, this
is impossible.

The past few years have seen an increase in direct communi-
cation, particularly in the food sector. We are talking directly to
millions of customers about food safety and balanced diets, some-
times countering misconceptions about modern food
production. We are also offering new ideas, recipes and
concepts for our customers to try. These could be hot take away
meals, or more specific issues such as child nutrition.
An example is Tesco’s “Healthy Living” magazine. It reinforces
the in-store communication about subjects such as salt intake
and heart disease. The “Healthy Eating” and “Kids Club” ranges
offer tasty, balanced food choices and is part of the reason 92%
of Tesco’s customers stated that the retailer provided them with
everything they needed for a healthy lifestyle in 2002.

Marks & Spencer listened to its customers about animal welfare.
As a result it made the commitment to use only free-range eggs
in its products. Not just the 50 million loose eggs it sells each year,
but also the 250 million eggs it uses as ingredients. As a result,
700,000 hens now live in free-range conditions. No less than 25%
of its food products had to be reformulated to achieve this.

Issues being addressed by non-food companies include the
correct use of detergents, DIY safety and the safe use of chemicals
such as paints and varnishes. Dixons Group, for example, is
conscious of the importance of providing customers with the
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choice of ‘A’ rated energy efficient domestic electrical applian-
ces. These help reduce energy use and the impact on the envi-
ronment, as well as expanding consumer choice.

Providing customers
with a safe shopping environment

Security and crime prevention are prime concerns for us and our
customers and ERRT companies work hard to deliver safe
surroundings. Though measures are taken at store level to
provide a safe and pleasant shopping experience, Albert Heijn,
part of Ahold, has worked with the neighbourhood and public
authorities to develop joint partnerships aimed at reducing
crime. The same company also developed a model “security
network” bringing store, owners, community public authorities,
housing corporations and local police together regularly to
address shared concerns.

Albert Heijn and the city government started a pilot project in
the Dutch city of Enschede. Drug addicts had been responsible
for the bulk of the crime in the local stores. So the programme
helped them recover and reintegrate into society, significantly
reducing store crime. The same model was used in Rotterdam,
leading to a reduction in crime there too.
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Building loyalty through trust

For us, product safety is part of the overall brand perception.
Legislation requiring our members to ensure the safety of the products
they sell is largely unnecessary; given the lengths they go to already.

This often involves

For food products, most members already carry out extensive bacte-
riological and organoleptic tests, while rigorously monitoring the cold
chain and traceability. These systems have been further reinforced
over the past few years. For non-food, the overall efficiency and
mechanical/electrical safety is checked with particular attention to
safety in the home; notably from the point of view of children. What's
more, Marks & Spencer entrusts the assessment of its children’s
wear to safety specialists. C&A also uses an independent testing
institute to certify the absence of harmful substances in all baby
products — in addition to all other articles worn next to the skin (such
as lingerie and swimwear). Random tests on other articles in the C&A
range are also carried out using specialist teams. To address specific
safety concerns linked to electrical products, Dixons Group have put in
place a In addition to in-factory tests and delivery
quality control checks, after-sale service intervention rates are monito-
red to enable continuous product quality and safety improvements.

Issues that members also audit include ingredient and component
information and product specifications supplied by suppliers.

Working towards
safer products

Working with suppliers
to ensure product safety

Safety has become one of the most important issues in consumer
trust over the past few years. Following a number of food scares,
retailers found themselves facing a crisis of almost epic proportions
that could have had deep repercussions in numerous sections of the
farming and food industries. As the buyers of food for our customers,
we feel we have a major responsibility to them — but also to our suppliers
and the farming communities. So the obvious solution was to improve
transparency (and hence traceability) while reinforcing our ability to act

promptly when necessary.

In concrete terms, the response of retailers was to further strengthen
their traceability systems. Several chains now feature products with the
producers’ names — and occasionally photos — on the packaging. We
also strengthened our relationship with farmers, proactively encoura-
ging initiatives such as integrated farming methods, organic production

and agricultural research.

Another major initiative was the reinforcement of emergency product
withdrawal procedures. Actual figures depend on the type of products
involved, but Carrefour, for example, is now able to withdraw high-risk
products from its stores within one and a half hours.

The safety cycle

Furniture retailer IKEA puts particular emphasis on product safety.

Already at the product development stage, risk analysis is carried out
on each product. All suppliers must furthermore comply with clear
safety and quality systems, with products being tested subsequent-
ly in IKEA's own laboratory. What's more, even when a product is
released, it remains in the safety cycle as all quality and safety issues
are fed back to product developers. So important product informa-
tion is not lost, and finds its way back into the design process.



Safe products,
safe stores

Most of our companies have developed their own
company-wide safety charter or protocol in addition
to extensive testing programmes.

The ongoing improvement of merchandise and food safety is among the
core concerns of the METRO Group. As one of the world’s leading retail-
ers, it accepts its responsibility for consumer health. Its achievements

place the company among the trendsetters nationally and internationally;

an incentive in itself to get even better.
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capable of consistently meeting very high stan-
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Training empowers staff
while protecting consumers

Given the importance of product safety, it hardly comes as a
surprise that we give ample training on the issue. El Corte Inglés
devoted over 75,000 hours of training time to this in 2002. Delhaize
Group, as others, provides training in food safety, general hygiene
guidelines and implementation of hazard analysis (HACCP) plans.

Dixons Group was the first UK retailer to carry out a
major mystery-shopping programme by customers with
disabilities in 2002. It led to a series of actions being
implemented in the group’s 1,150 UK stores to improve
the shopping experience for disabled customers.
Changes include modifications to store layouts and a
comprehensive training programme for all staff.

Reading the fine print!

We all check the ingredient information/product specification provided

by suppliers, at least of own brand goods. All also test for allergens.
In many instances, suppliers’ production processes are also audited.

Testing times

In 2001, Carrefour France carried out the following quality and safety tests and audits:

13,850 physical, chemical or micro-biological tests on own-brands
920 supplier audits
2,080 panels, including 1,500 by independent labs

In Spain, Carrefour’'s meat-cutting and preparation procedures are certified ISO 9002. The auditing procedures for its own
non-fresh brands are certified ISO 9003.
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Knowledge is power when it comes to product safety. In the retail environment, this translates into two major
issues: giving our employees the knowledge to deal with safety and also putting considerable resources into monitoring
suppliers and ensuring traceability. However, there is work to be done to ensure that manufacturers consistently

pass on information concerning the chemical composition and environmental aspects of their products.

Listening to our customers

Chemicals are intrinsic to the success of any retailer. They are indispensable in the production of high quality, value for money, innovative
consumer products. Yet there is significant consumer concern about the potential health and environmental effects of a small number
of priority chemicals. Marks & Spencer has introduced a Code of Practice to control the use of chemicals in the dyeing and finishing of
the 300 million items of clothing it sells each year.

B&Q paint, for example, carries a label indicating the level of VOC (volatile organic compounds) emissions associated with it. As a
result of the scheme and the development of low VOC alternatives, the company achieved a 21% reduction in average VOCs per
litre sold in 2001.

Albert Heijn, part of Ahold, has an “Earth and Values” programme which addresses consumer concerns about the way people, animals
and the environment are treated during the production of fresh goods. This has led to a considerable reduction of pesticides used in the
production of fruit and vegetables.





