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Introduction

Welcome to the fifthissue of ConsumerCurrents, KPMG
International’s monitor of key issues for decision makers
inretailand consumer businesses around the world.
ConsumerCurrents offers new research and commentary

on the trends that are driving and shaping consumer
organizations today.
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Issue 05 goestopressjustasthe global

economy undergoesasharpchange of course.

Afterfive years of rapid consumption growth,

new marketexpansionandan unprecedented

rate of global wealthaccumulation, the era
of expansionhas cometoasuddenhalt.

Thisdownturnwas forecastinthe lastissue

of ConsumerCurrents — althoughinthe event,

ithas proved more violentand more sudden
than eventhe most pessimistic could
have expected. Financial volatilityanda
virtual freeze of global credit markets have
beenfollowedbyawidespread collapse
ininvestor confidence.

The questionnowis how these changes
willaffect the realeconomyinthe months
andyearstocome, and how consumer
companies can find growth and profitability
inarecessionary world.

Credithasbecome hardtofind: how willthe
consumerrespond? Capital sources have
contracted sharply: how will this affect new
investmentandacquisitionactivity inthe
consumersector? Stock marketsinthe
developedandthe emerging economies

have fallen fast: how far willconsumer
confidence follow the same downward
track? And will expectations of continued
growthinthe consumer markets of the
biggestemerging economies have to
be revised downwards?

Thesearethe themes of the latestissue
of ConsumerCurrents, as we seek to
gauge theimpactof the financial crisis
ontherealeconomy.

Periods of downturn bring technical as well
as strategic challenges. One such challenge
willbe accounting foraltered performance
underthe new regime of international
financial reporting standards (IFRS) thata
large group of economies are due toadopt—
eitherinwhole orin part—between 2009
and2012. Theseinclude companiesin
some of the world’s mostimportantgrowth
economies, including China, Indiaand Brazil,
aswellas established economies suchas
the U.S., Canada, Japanand South Korea.
Yet KPMG believes that many companies
headquarteredinthese economies may not
be sufficiently prepared for the challenge —
andthatsome consumer companies may
be particularly vulnerable to the costs of
unmanaged change. See page 02.
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"The questionnow is how
these changeswillaffectthe
realeconomyinthe months
andyearstocome, and how
consumer companies can
find growth and profitability
inarecessionaryworld.”

Neil Austin
Consumer Markets
KPMGinthe U.K.

Although consumer staple businesses
are usually expectedtoride outcyclical
downturns, stock markets have sharply
marked down the shares of large retailers
since the beginningof 2008, as companies
haveissued profit warnings amid
expectations of aprotracted period of
lower private consumption. Onpage 04
we interview Gordon Campbell, managing
director of SPAR International, the world’s
biggestchain of generalretailers; he
explains why SPAR remains upbeat
onthe prospects for global retail growth.

Itisalready clearthatthe new financial
realityislikely to have animpact thatextends
farbeyondthe shortterm. One indicator of
the extent of the impacton companies’ long-
term plans for expansionandrestructuring
canbeseeninthe downturnin M&A, which
KPMG tracks bothin historicaland forecast
termsthroughanalysis of completed deals,
andthrough the 'KPMG M&A Predictor’
which quantifies companies’ future
propensity toengage inmergersand
acquisitions. Bothmeasures showasharp
downturninactivity. Butasourstoryon
page 08 shows, one consequence of the
coolinginoverall M&A activity may well
be anewemphasison strategic purchases
by consumer companies.

Sustainabilityisarising concernforconsumer
businesses, as companies look for ways of
fostering growth thatboth meets consumer
concernson corporate social responsibility,
andthatwill survive tougher market conditions.
Yet sustainability brings to the corporate
table many issues thatdonotusually show up
inthe profitandlossaccount. Canconsumer
companies pursue sustainability and profit?
Seeourstoryonpage 12.

© 2008 KPMG International. KPMG International provides no client services and is a Swiss
cooperative with which the independent member firms of the KPMG network are affiliated.

Luxury businesses have beenone of the
greatconsumer growth sectors of recent
years. Buthistory showsthatoncea
consumerdownturntakes firmhold, luxury
brands are vulnerable. Some companies
have prepared for that eventuality by
assiduous brandbuildinginrecentyears.
Now that strategyisabout to be tested.
Inaspecial profile of luxury watchmaker
Patek Philippe on page 16, we ask
whetherbrand poweralone can weather
thedownturn.

Asfinancial conditions gettougher,
companies have towork hardertomanage
theircashand optimize theirworking capital.
Research by KPMG shows that many
consumercompaniesare trying tooptimize
their cash and working capital to keep
financing costs down-yetmany of those
companiesare failing to secure the long-
term costreductions thatare within their
grasp. Inourstory onpage 18 we look
atwhy: KPMG believes that the growing
complexity of supply chains means that
companies cannolongerfocusoninternal
measures alone to optimize cash
managementandreduce working capital.
Theyalso have to work with suppliers

and customersto produce sustainable
long-term gains.
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FRS—Are you ready
for the change?

Companiesinalarge group of economies are due to convert—either wholly
orinpart—from national financial reporting norms to international financial
reporting standards (IFRS) between 2009 and 2012.

Theseinclude companiesin some of the changesnecessarytoembed|FRS within
world’'s mostimportantgrowth economies, affected systems. Andallof thisatatime
including China, Indiaand Brazil, as well when companiesare likely tobelooking
as establishedeconomies suchas Canada, tomanage headcountandreduce cost.

Japanand South Korea, with the world's
largesteconomy, the U.S., havingrecently
announced its proposedroadmap for
conversionto IFRS. Yet KPMG believes
thatmany companies headquarteredin
the economiesabouttoconvertto IFRS
(orincorporate some partofthe IFRS
approachin national rules) may notbe
sufficiently preparedforthe challenge -
andthat some consumer companies may Andforthose companies undergoing IFRS
be particularly vulnerable to the costs of conversiontoday, the stakes are higher
unmanaged change. than before. Financial markets remain
exceptionally volatile, and investors are
unforgiving of companies thatannounce
unexpected financialbad news. Says
DaryllJackson, Head of Consumer
Markets, KPMG in South Africa: “imagine
how the markets—in theircurrent state —
wouldreactifacompany were forcedto
restate theirresults because of failingsin
convertingto IFRS. Yet | believe thatthere
isaveryreallikelihood of this happening.”

“Some companies seem unaware of just
howbigajobthisisandareindanger of
starting the conversion processtoolate,”
saysJohannes Siemes, Head of Consumer
Markets, KPMG in Germany. “Asfaras
the published IFRS financial information
isconcerned, companiesonly getone
shotatthis, sothey mustgetitright.”

“Itis easy forcompaniestofallintothe
trap of seeingIFRS asatechnical exercise
of relevance only incommunication of
performance tothe outside world. Butfrom
apractical perspective, theimplicationsare
farmore wide-reachinginterms of whatit
means forinternal reporting, management
incentive plans, banking covenants,
taxreturnsand commercial contracts
tohighlightbutafewareas whichwillneed

tobe considered fromthe outset of the IFRS conversionisachallenge forall
conversionprocess,” comments David companies, butthereis evidence thatsome
Matthews, KPMGinthe U.K.'s Accounting consumer companies may find particular
Advisory Services. challengesinthe transition. Forexample,

large retailers with businesses thatare
widely distributed geographically have told
KPMG firms that IFRS presents challenges
thatrequire meticulous preparation.

Atthe sametime, the process of conversion
canbe complexandresource-intensive,
notjustfromthe perspective of technical
specialists butinthe context of resource
toimplement potentially significantIT

© 2008 KPMG International. KPMG International provides no client services and is a Swiss
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"Time spentonthis now could
dramatically reduce boththe
overall costs of conversionand
thelikelihood of arestatement

of results whenthe time comes.”

DavidMatthews
Accounting Advisory Services
KPMGinthe U.K.

"IFRSandRetail, KPMG International,
January 2007

Inastudy of the IFRS transition
experiences of retailersin Europe, Australia
and South Africa’, companies cited

the implementation of the component
approach (for the depreciation of property,
plantand equipment), revenue recognition,
andaccountingforleasesasthe biggest
implementation challenges they were most
likelytoface. Awiderrange of issues was
identified by someretailers: theseincluded
foreign exchange issues; impairment of
assets; pensions;inventory; andaccounting
forgoodwiill. Several companiesalso
identified lack of expertise as something
thatmagnified the challenge.

Forexample, componentaccountingwas
identifiedas aleading challenge, and many
companies agreedthatthe challenge lay
inthe sheerworkload. A Frenchretailer
said: “there was ahuge volume of items
toanalyze and splitintocomponents, as
wellastherelatedITimplications. Thisled
toalotofwork.”

The treatment of leases under IFRS was
alsoidentifiedasaleading challenge by
more than half of companies. One of the
most problematic areas was the treatment
of steppedrental increases as having equal
impactinallyears of the life of the lease,
irrespective of the inflation background
ortheactual timing of steps. Companies
arguedthatthis treatment of rental charges

was potentially misleading to stock analysts.

An Australianretaileradded thatIFRSrules
onaccounting for cash generating units
were particularly onerous, as unitscanno
longerbe grouped, buthave tobe treated
individually. The retailer said: “we worked
for 18 months wrestlingwith the cash
generating units whichis essentially on
astore by storebasis ... Since we have
2,500 stores this was aphenomenal
amount of work."”

© 2008 KPMG International. KPMG International provides no client services and is a Swiss
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Whilstnotall consumergoods companies
willface the sameissuesastheseretailers,
othercompanies are likely to face similar
challengesinotherareas.

Clearly, companiesthathave already
convertedto IFRS have foundthatthe
extentof work involved was greater than
expected. This, inpart, isdue tothe fact
that, formany companies, the transition
representsamove toamuch greater
level of accounting detail.

“IFRSisaprinciples-based setof standards,”
says David Matthews. “Butitisafact
that there are more details and specific
requirements than under some national
GAAP systems, suchas UKGAAP,
andthis hasledtoalarge challenge
forsome companies.”

David Matthews believes thatitis vital for
companies entering IFRS conversion now
tolearntheselessons from companiesthat
have already converted. IFRS isaone-off
project, socompanies undergoing
conversionare unlikely tohave staff with
IFRS conversion skills already on board:
they have tolearn from other companies
andfrom professionaladvisors.

"My adviceistotakealonghardlookat
the experiences of those who have gone
downthisroute already,” says David
Matthews. “Time spenton this now
coulddramatically reduce both the overall
costs of conversionand the likelihood
of arestatement of results when the
timecomes.”

IFRS-Areyoureadyforthechange? 03
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Large-scale retailing has seldom seemed so challenging.
Costsarerising, consumption growthis slowing, and as the
scale of the downturn becomes clear, the market valuations
of many of the world's largest retail groups are sliding fast.

Mark Larson, Global Head of Retail, KPMGinthe U.S.,
satdown with Gordon Campbell of SPAR International

todiscuss.?

Inthe past, the consumer staple business
hastendedtoride out cyclical downturns:
whenincomes are tight, households still
have to buy food and basic goods.
Consumersinthe U.S.andin Europe are
under pressure fromall directions: energy
andfood pricesare high, employment
uncertaintyis growing, and consumer
confidenceisfalling sharply.

Theresulthasbeen profitwarnings
frommany of the largest retailersin the
developed economies. The share prices
of internationalcompanies likethe U.K.'s
Marks & Spencerand France’s Casino
have fallen hardas companies warn of
unexpectedly low profit prospects. And
inthe view of many stock analysts, the
prospectis formore of the same solongas
creditconditionsremain tight. Yetaccording
to Gordon Campbell, managing director of
the Dutch-based food retailand wholesale
network SPAR, the global outlook remains
one of growth and opportunity.

SPARisone of the world's biggest food
retailers witharound 13,500 storesin 33
countries worldwide. Itisacooperative
retailand wholesale network with formats
ranging from convenience stores to

04 ConsumerCurrentsissue05

hypermarkets, inwhich many individual
storesandstore chainsare owned by their
operatorsorare franchisees. As such,
SPAR s highly sensitive to trends on the
high street—in Europe, in Africaandin Asia.
As managingdirector, Gordon Campbell
isresponsible for the developmentand
coordination of the worldwide organization,
and ConsumerCurrents asked himfora
global perspective onthe currentchallenges
facingfoodretailers.

“Thereisnodoubt, ourbiggestconcern
todayis consumer expenditure,” says
MrCampbell. “We have justbeen through
aneraofcheapfood, when food prices
have notincreasedrelative to othergoods,”
headds. “Now thathasjustendedvery
abruptly. Thisis altering consumerbehavior
in developed countries, and having even
greaterimpactin poor countries—where
food expenditure may accountfor50-70
percentof disposableincome.”

2At CIES World Food Business Summit,
June 18-20 2008, Munich, Germany

© 2008 KPMG International. KPMG International provides no client services and is a Swiss
cooperative with which the independent member firms of the KPMG network are affiliated.



"QOurstrategyinChinaisto
concentrate on ‘'second tier’
cities. Demographically they
areveryyoung, withahigh
proportion of residentsin
their20sand30s.”

GordonCampbell
ManagingDirector
SPARInternational

© 2008 KPMG International. KPMG International provides no client services and is a Swiss
cooperative with which the independent member firms of the KPMG network are affiliated. Explosive growth inemerging markets 05



Explosive growth inemerging markets

The effectis goingtodriveretailers back to
review the effectiveness of theirunderlying
business models, believes SPAR. Gordon
Campbell says that “wholesalers will have
tocontinue toimprove efficiencyandreduce
their costs. Retailers willhave tofocus on
simplicity. Everybody will have touse more
technology. And everybody will have to
offermore servicestothe customer.”

SPAR believes that while the price of all
cannotbe forecast, the situationis different
whenitcomes tofood—andthatfood
retailers should expect prices toremain
highinthe mediumterm. “Irrespective

of what happenstooil, we are still looking
atthe emergence of anewmiddle class
onaworldwide scale. That means greater
demandforfood. [tmeans moreand more
money chasingagricultural product.
Eventually the global agricultural sector will
adjusttothis, anditwillexpand. Butldon't
think we will see thatadjustmentbeginto
take effectbefore the end 0f 2009.”

06 ConsumerCurrentsissue05

Inthe meantime, conditions willremain
tough, and SPAR concedes thatgood sales
growthwillremainachallenge in developed
markets forthe foreseeable future. Yet
SPAR says the global outlook remains
bullish, forthe simple reason thatemerging
markets continue to grow. “It's notdifficult
tosee where the opportunities are for
large-scale organizedretail,” says Gordon
Campbell. "The growthisin Russia,
Indiaand China. These are potentially

huge markets.”

¢ Chinaoffersthebiggest opportunity
ofall. "Ourstrategyin Chinais to
concentrate on ‘secondtier’ cities,” says
Gordon Campbell. “They may be called
‘'secondtier’, butactually these citiesare
huge. Demographically theyare veryyoung,
with a high proportion of residents in their
20sand30s. Andthe secondtierisalso
attractive because these are the cities
where we have beenable toidentify the
kind of existing regionalretailers thatcan
profitably become SPAR retailers.

© 2008 KPMG International. KPMG International provides no client services and is a Swiss
cooperative with which the independent member firms of the KPMG network are affiliated.



"Forthenext10yearswejust
seeopportunity. ltdoesn’t matter
how poor theimmediate outlook
isinthedevelopedworld, the
emergingeconomy opportunities
aregoingtocompensate.”

GordonCampbell
ManagingDirector
SPARInternational

¢ Thelndian opportunity will take time

tomature. Organizedretailisless
developedin India, comparedto China,
making expansion harder foracooperative
group like SPAR thatrecruits existing
retailers (although SPARis openinga

chain of city hypermarketsin collaboration
with India’'s Max Hypermarket, part of

the Landmark Group). “In Indiathereis
stillverylittle inthe way of a supply chain
—youhavetocreateone,” says MrCampbell.
“Therearealsostillsome taxbarriersinIndia
which disadvantage the retailing of any
processedfood—andthatincludesfood
inany kind of packaging. Soforus, India
remains a story of huge potential.”

MrCampbell continues: “we see this market
asafabulous opportunity—if we can find
the people towork with. We needretailers
thatare already there to come into our
network. That stage has notyetbeenreached.
| think we will have to waitaround 10 years
tosee Indianretail evolve to that point.”

Above
Theretaillandscapein China.

© 2008 KPMG International. KPMG International provides no client services and is a Swiss
cooperative with which the independent member firms of the KPMG network are affiliated.

¢ Russiaisthethirdbiggrowth market.
" The Russian opportunity existsrightnow,”

says Gordon Campbell. “InRussiayouhave
very many people who came out of state
employmentand who set up small retail
businesses. Butasthatmarkethas grown,
thoseretailers see growing competition, and
they see thattheyarelosing exclusivity. They
need larger-scale supply systems tomaintain
theircompetitiveness, and to modernize their
businesses. Andthatis whatwe can offer.”

Gettingemerging market growthright
isnotgoingtobe easy, SPAR concedes.
Above all, the challengeis one of building
therightrelationships. Butnevertheless,
the company believes that the opportunity
remains one of extraordinary growth—an
opportunity that faroutweighs the threat
of slowdown elsewhere.

"“Forthe next 10 years wejust see opportunity,”
says Gordon Campbell. “Itdoesn’'t matter
how poortheimmediate outlookisinthe
developed world, the emergingeconomy
opportunities are going to compensate.
Whatwe are goingtoseein Europeiseven
more consolidation. What we are going
toseeinthe emerging marketsis growth.”

Explosivegrowth inemergingmarkets 07



M&A sees the credit
crunchbeginto bite

Mergerand acquisition (M&A) deals in consumer businesses
have slowed dramatically since the credit crunch really began
to bite in October 2007.

“Until fears of alastingrecession
evaporate, many potential
dealsarelikelytostayinthe
pendingtray.”

DavidMcCorquodale
CorporateFinance
KPMGinthe U.K.

© 2008 KPMG International. KPMG International provides no client services and is a Swiss
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According to dataassembled by KPMG
International, the global total of dealsinthe
sectorfellto $52.9billioninthe first quarter
0f 2008, comparedto $116.6 billioninthe
same quarter of 2007 — ayear-on-yearfall
of 50percent.®

Thisrepresentsallconsumerdeals
worldwide for which the valueis disclosed.
Theyinclude financial purchases suchas
private equity acquisitions, corporate deals
in publicly guoted companies, and private
trade sales.

The pace of mergerandacquisition activity
is particularlyimportantin the consumer
sector, whichis markedby a highrate of
business creation, andthusis constantly
generating fragmentation. Arelatively
high level of M&A activityis crucial
tomaintainingabalancingrate of
consolidation to improve productivity
and future profitability.

However, the latestrelease of KPMG's
M&A Predictor, which tracks trends
incompanies’ debtto profitandprice
earnings ratios—andthus forecasts the
ability of companiestoraise debtfinance
for M&A - suggests thatinternational
M&Awill continue tofall through to
theendof 2008.

P

SEvalueserve

4MidYear2008 Dealmakers Survey,
Thomson Reuters, June 2008
M&A Review, Thomson Reuters,
October2008

© 2008 KPMG International. KPMG International provides no client services and is a Swiss
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Thetrendis confirmedby evidence that
thefallinactivity continued throughthe
firstthree quarters of the year. The value
of worldwide M&A inall sectors fell 25
percentyear-on-yearto $2.5 trillion during
the three quarters, according to Reuters.
Europe, Africaandthe Middle Eastall saw
declines of over 25 percent; the Asia Pacific
regionwastheonlyregiontoregister
ayear-on-yearincreaseinactivity, ata
modestone percent. However, thereis
alsoevidence thatthe cycle of M&Ais
movingintoasecond phase, as corporate
dealmakinginthe U.S. held up well: $402
billioninthe second quarter of 2008 against
$404billioninthe second quarterof 2007.4

Many analysts had predicted suchan
evolutioninconsumer M&A. Priorto the
creditcrunch, finance was plentifuland
cheap: financial bidders' forconsumer
companies often had the ability to outbid
corporate or ‘strategicbuyers’'—companies
that were bidding foracquisitions to grow
theirbusinesses, ratherthan toturnaprofit
through restructuringandsellingon. Now
thatthe market capitalization of many
consumerbusinesses has fallenand may
fallfurther, and debthasbecome much
moredifficulttoraise, financialbidders have
lessincentive tobuyandmayinany case
be unabletofinance large deals. Strategic
buyers, onthe otherhand, havealonger-
termapproachandare less dependent
oncurrentshare prices.

M&Aseesthecreditcrunchbegintobite 09



M&A sees the credit
crunchbegintobite

$52bn

InmidJuly, Belgian brewer InBev
wonits battle toacquirethe U.S.

brewer Anheuser-Buschinadeal
worth $52 billion.®

$23..

The buyoutof Wrigley by Mars
createdthe world's largest
confectionery company ahead
of Cadbury.®

10 ConsumerCurrents|ssue 05

|thadalsobeen predicted thatconsumer
M&A wouldbecome moreinternational
during 2008, with cross-borderbuyers
from Europe in particular attracted by the
relatively low valuation of U.S. companies
thanksto the low dollar. However, the
cheapnessof U.S. companies for Europeans
is partially offset by lower cashflow returns
fromanacquired U.S.company. Inaddition,
thedollarhasrisen markedly against the
eurosincemid2008. “Inanycase,” says
DavidMcCorquodale, KPMGinthe U.K.'s
Corporate Finance: "international M&A
isnotdriven primarily by alow dollar:

more importantis the global expansion

and consolidation of the major
consumercompanies.”

Thelargestdeal sofarthisyearwasa

Europeantakeover of along-established U.S.

consumername. InmidJuly, Belgian brewer
InBev, owner of brands such as Stella Artois
andBass, wonits battle toacquire the U.S.
brewer Anheuser-Busch, whichowns the
biggestselling U.S. beer Budweiser, ina
dealworth $52billion.®

However, U.S.buyersarealsoactive.
Otherlarge deals haveincluded the buyout
of chewinggum maker Wrigley by Mars,
creatingthe world'slargest confectionery
company ahead of Cadbury, the former
numberone. The $23 billion dealwas
financed largely from Mars’ own cash
resources, but private equity also played
arole, with $4.4 billion of financing from
investor Warren Buffett's Berkshire
Hathaway. Mars/Wrigley now has
a14.4 percentglobalmarketsharein
confectionery, andmanyanalysts see
Cadbury (formerly Cadbury Schweppes)
asalikely takeovertarget now that

the company hasdemergedits

drinks business.®

Thedrive to build market share was also
behindthe acquisition of Sweden’'s Vin &
Spritby French Pernod Ricard. Vin & Sprit,
maker of Absolutvodka, was sold by the
Swedish governmentinapublicauction
for$8.9billion. Significantly, Pernod Ricard
outbidnotonly other trade buyers such
asBacardi, butalsoabid froma Swedish
private equity group. The buyouthas given
Pernod Ricarda 14 percent market share
inthe U.S., by farthe largestgeographical
segmentintheincreasingly concentrated
world drinks market.”

5Thisdealwas mostrecently completedand
InBev’sname changedto Anheuser-BuschInBev.
Seeab-inbev.comforfurtherinformation
SFinancial Times, April282008

7The Economist, April32008
Financial Times, April 12008

© 2008 KPMG International. KPMG International provides no client services and is a Swiss
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“The pace of consumer M&A
is likely toremain subdued for
aslongasfinancial conditions
remaintightand confidence
isweak.”

DavidMcCorquodale
CorporateFinance
KPMGinthe U.K.

Some financial analysts saw the Pernod
Ricarddeal asrelatively expensive—and
Pernod's shares fell significantly following
the buyout. Overall, the premiums paidin
corporate buyouts during the first half of
2008haverisentoanaverage of 28 percent,
comparedto25percentin2007, according
tofigures from Reuters. Butthatdoes not
mean thatdeals are necessarily expensive:
premiumsare calculated as the price paid
overthe stock priceinthe week priorto
theannouncementofthe buyout. As

stock prices have fallen sharply since the
beginning of the year, premiums thatare
moderately higherin percentage terms
are stillmuch lowerin absolute terms.

Oneareaofactivity thathasinthe past
been conspicuously absent fromthe data
is cross-border M&A activity in Japan.
The consumersectorinJapanis particularly
fragmented, and many companies would
like toinvestin consolidationdealsinthat
market, buthave been discouraged by
distance; by the challenges oflanguage
and culture; and by the existence of ‘poison
pill' takeover defenses (approximately

13 percentof listed Japanese companies
have poisonpillsinplace).

© 2008 KPMG International. KPMG International provides no client services and is a Swiss
cooperative with which the independent member firms of the KPMG network are affiliated.

However, 2007 saw anincrease inthe
number of takeovers of Japanese public
companies (one example was the purchase
of SanseiFoods by the U.K.’s Cadbury).
KPMG believes that foreigninvestment
into Japan will continue toincrease both
asaconsequence of liberalization of
takeoverregulations, and because of
arecentannouncementthatJapanese
institutional investors will not vote for poison
pillresolutions atthisyear'sround

ofannual general meetings.

“Yetoverall,” says David McCorquodale,

“the pace of consumer M&A s likely to
remain subdued foraslongas financial
conditionsremain tightand confidence
isweak. The opportunistic financial
acquirersare very susceptible towhathas
happenedwithrespecttocreditconcerns
andconsumer confidence, as wellas to
fearsofalastingrecession.” McCorquodale
continues: “and until those fears evaporate,
many potential deals are likely to stayin the
pendingtray.”

M&Aseesthecreditcrunchbegintobite 11



Consumer businesses
going green

© 2008 KPMG International. KPMG International provides no client services and is a Swiss
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"Foodandbeverage manufacturers
andretailersare exposedto
ahighlevelofrisktoreputation,
especially whentakinginto
accountthe ease with which
consumers can switch brand.”

WimBartels
Global Sustainability Services
KPMGinthe Netherlands

8Quotedat CIES World Food Business
Summit, June 18-20 2008, Munich,
Germany
%Inconjunctionwith CIESatthe CIES
World Food Business Summit,
June 18-20 2008, Munich, Germany

Sustainability concerns that were once seen as the province
of heavy manufacturing and extractive industries are now
becoming part of the strategic thinking inamuch wider
range of consumer businesses. But do sustainability and

profitability go together?

“Sustainability is notjustabout protectingthe “Customersare now very sensitive to

environment,” says Gareth Ackerman,
chairman of South Africanretailer Pick 'n’ Pay.

“lthastodowithissues suchasfoodsecurity;

food safety; job creationandindividual
prosperity; healthy eating; fairtrade and
ethical sourcing of products; laborrights;
customerloyalty; and poverty alleviation.”8

Thatmeans that sustainability brings to

the corporate table alarge group of issues
thatdonotusually show upin the profitand
lossaccount. Respondingto the challenge
of making businesses sustainable may
involve costs: canitalso generate profits?

Accordingto Alain Caparros, CEO of the
REWE Group—acooperative retailand
wholesale network withover 12,000 stores
in Europe—sustainability need notbe seen
asanimposed cost: heargues thatit will
actually become a profitdriver.

© 2008 KPMG International. KPMG International provides no client services and is a Swiss
cooperative with which the independent member firms of the KPMG network are affiliated.

the way youbehave,"” says Mr Caparros.
“Today we are fighting for the trust of
the end customer. Businessin the future
willnotbe based on competingon price,
itwillbe allabout competingon trust.”®

Anintegrated sustainability strategy
canalsobe seenasan effective way

of limiting risks to the bottom line, says
DrAugust Oetker, CEO of European food
manufacturer Dr Oetker. “Sustainability
limitsrisk,” he says. “Itreducesyour
vulnerability toattackandat the sametime
itstrengthens the brand, it strengthens
sales, anditstrengthensrecruitment.”®

Accordingtotheresults ofapoll of over
200seniorfoodindustry executives
carried outby KPMG International (KPMG/
CIES Survey 2008: Asurvey intothe growth
and sustainability issues drivingconsumer
organizations worldwide)®, alarge
proportion of those companies now see
sustainability asacore componentin their
strategies for future profitability. When
asked what financialimpact sustainability
ishavingtodayonthe bottomline, over
twothirds reportthat sustainabilityis
already driving profit.
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goinggreen

Whatfinancialimpactis sustainability
havingonyourbusinesstoday?
1 Netcosttothebusiness 32.6 %
2 Some benefits whichequal
thecosts 30.4 %
3 Directpositiveimpacton
thebottomline 37.0 %

Inaneconomicdownturn, what

wouldtheimpactbeonyour

business’sustainability strategy?

1 Putonhold 4.4 %

2 Investmentwillbereducedbut
coreareas maintained 48.4 %

3 Noimpact 35.9%

4 Increasedinvestment 11.3 %
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Some companies argue thata sustainable
approachtobusiness can engender new
ways of thinking about future profitability.
Sustainable business emphasizes profits
throughinnovationrather than through cost
cutting, says Mark Price, managingdirector
of Waitrose, a private partnership food
retailer that operates 185 up-market
supermarketsinthe U.K. “The questionis
whatisthe bestbusiness modeltoembody
sustainability,” he says. “Youcanhave
what | call the fit model, where youreduce
operational costtoreduce product cost
togain more customers. Oryoucan have
the sustainable model, where youinvestin
productinnovation to attract the increasing
proportion of customers whoare willing
topay more forinnovation.”

Many consumer companies appear to
agree that sustainability is a path to profit.
While investments thatdonothave adirect
and measurable impacton the bottomline
tendtobe cutordelayed during periods of
aconsumerdownturn, theresults of KPMG
International’s foodindustry poll suggest
that sustainability investment will either
be putonhold (4.4 percent) orreduced
(48.4 percent)inan economic downturn.

“The mostsuccessfulcompanies
inthe future willbe the companies
thatcare about the triple bottom
line—aboutthe economicbottom
line, the environmental bottom
line, andthe socialbottomline.”

Gareth Ackerman
Chairman
Pick’n’Pay

Theremainderbelieved theimpact
wouldbe neutral (35.9 percent) or positive
(11.3 percent) forinvestment.

Brian Connell, KPMGinthe U.K.'s Supply
Chain Advisory, comments: “itwould

be unwise forbusinesses to significantly
scale back oninitiatives which lead to
improvements in sustainability. The political
andregulatory pressuresare notgoing to
goaway. Those businesses thatcontinue
toinvestin sustainability will see benefits
overthelongterm.”

Theresilience of companies’ sustainability
investment plans reflects the increasingly
central strategicrole that sustainability
isplaying—and companies are clear that
sustainability isnow more likely tobe
driven by business need. \When asked

in KPMG's poll what the mostimportant
drivers of sustainability are, 56.2 percent
of companies cited either supply chain
pressure or stakeholder demand. Other
answers, suchastaxes, legal requirements
and codes of conduct, rated much lower—
asdid carbon costs, citedbyonly 4.8
percentof respondents.

© 2008 KPMG International. KPMG International provides no client services and is a Swiss
cooperative with which the independent member firms of the KPMG network are affiliated.
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Whatisthemostimportant
driverof sustainabilityin
yourbusiness?
1 Supplychainpressure 21.3%
2 Stakeholderdemand 34.9%
3 Voluntarycodes 13.7%
4 Ratings, benchmarkingand
sustainability indices 13.0%
Taxesandsubsidies 2.7%
Carboncosts 4.8%
7 Legalrequirements

and prohibitions 9.6 %

n,
&y

Which ofthefollowingbest

describesyourbusiness’

approachtosustainability/

corporateresponsibility?

1 Wedonothaveasustainability
strategy 15.5%

2 Compliancedriven 13.8%

3 Riskmanagementdriven 8.6%

4 Focusedonphilanthropy
andvolunteering 14.4%

5 Animportantdriver
ofinnovation 47.7%

(- 23]

°Quotedat CIESWorld Food Business
Summit, June 18-20 2008, Munich,
Germany

""Climate Changes Your Business,
KPMG International, March2008.
Visitwww.kpmg.nl/sustainability
forfurtherinformation

Some companies pointout thatthey see
reduction of costsnotasanendinitself,
butas partofalarger competitive strategy.
Ray Anderson, CEO of one of the world’s
largest carpet tile manufacturers,
InterfaceFLOR, says that hiscompany
isontracktoreduce waste and carbon
emissionstozeroby 2020, andthatsuch
atotal sustainability approach should
notbe seenasacost, butasacompetitive
advantage. “If you eliminate waste,

you can simultaneously eliminate cost,”
says MrAnderson. “The target should
be toreduce the environmentalimpact
of yourbusinesstozero. Fromabusiness
perspective you canachieve thattarget
atthe expense of competitors whoare
inefficientadaptors.”'°

“Energy-intensive industries, in particular,
are likely to seeincreased savingstothe
bottom line by acontinuedfocus onenergy
efficiency,” says Brian Connell. “Even
though prices have recently dropped, we
have seenmanybusinessesinvestin ‘green’
initiatives which shouldlead to significant
cash savings forthe businessin the short
tomediumterm.”

Companiesalsoincreasingly see
sustainability as moving on from compliance
andrisk management, and becominga
driver ofinnovation. KPMG's food industry
pollrevealedthatthe

largest group of respondents (almost half)
characterized theirapproach to sustainability
asinnovationdriven.

Ananalysis of published researchintothe
future businessimpacts of climate change
conducted by KPMG in the Netherlands’
Global Sustainability Services' showed
thatwhile the physicalandregulatory risks
of future climate change are well understood
by manybusinesses, the reputationaland
litigationrisks to the bottom line are not
fully discounted. Such businessrisks are
emergingfasterthanresearchisanticipating,
thereportconcluded.

© 2008 KPMG International. KPMG International provides no client services and is a Swiss
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AccordingtoWim Bartels, Head of KPMG
inthe Netherlands' Global Sustainability
Services: “Foodandbeverage
manufacturers andretailers are exposed
toahighlevel of risk toreputation, especially
when takingintoaccount the ease with
which consumers can switch brand, and
the material contribution the sector makes
toaconsumer’soverall carbon emissions.
However, once companies have developed
aproactive climate change strategy and
have startedtocommunicateit, theyare
able toturnthe brand-valueriskinto

an opportunity by anticipating changes
inconsumer preferences.”

The costs andbenefits of sustainable
business approachesremainanarea of
considerable debate, yet the conviction that
sustainability can be positive for profitability
iswidespread. Says Gareth Ackerman

of Pick 'n” Pay: “the most successful
companiesin the future willbe the companies
thatcare about the triple bottom line —about
the economicbottom line, the environmental
bottomline, and the social bottom line.”™°

Stillother companies take the view that the
cost of sustainability is notthe leadingissue.
“ltis notaquestion of whether we can
afford sustainability,” says Alain Caparros of
the REWE Group; “the factis we cannot
afford nottoaffordit.”™
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Standing the test
of time

The Geneva-based fine watchmaker Patek Philippe

Is recognized as the maker of some of the world’'s most
prized timepieces. Thatis aluxury brand position that

this privately-owned company has worked hard to create.
Butnow, as consumer confidence dips throughout the
developed world and stock markets everywhere register
large falls, the value of the brand is likely to be tested as

never before.

The company is certainly cautious about
itsown prospectsinthe currentclimate.

"Lastyear, we hadan outstandingyear,
like therest of theindustry,” says Philippe
Stern, CEO of Patek Philippe. “But, given
the currenteconomic environment, we
remain extremely cautious for this year
(2008) and the yearto come, eventhough
the marketappears to be fairly stable for
Patek Philippe atthe moment.”

The lastfew years have provided the luxury
watch sector with an extraordinary boom.
Global growth has been high—wellabove
thelong-termtrend—and with low interest
rates, realincomes haverisen. Financial
sector profits relative to gross domestic
product (GDP)inthe developed world
have doubled since the late 1990s—and
the financial sectoris the source of much
of the world’s demand for premium
mechanical watches.

Andwhile the traditional markets for fine
watches have boomed, new markets have
openedupatarate thathas surprised even
the mostoptimisticinthe industry. Russia
and Chinain particular have proved fertile
groundforwatchmakers. Russian spending
onjewelryand watches grew byanannual
50percenteachyearinthe five yearsfrom
2000; Chinese spending on Swiss watches
alone grewby 47 percentin2007.
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2008 may be different. Stock markets
inthe U.S.and Europe have fallen by over
20percent. Chinahas seenthe valuation
of its corporate economy cut by over40
percent. Manyanalystsbelieveitisonlya
matter of time before these falls translate
intolower spending on luxury goods:
asurvey of highincome consumers by
Ledbury Research suggested that premium
mechanical watches could be particularly
vulnerableinthe currentslowdown. The
only exceptions, says Ledbury, may be
brands thathave builta strongniche
followingamongst wealthy connoisseurs.

“Lastyear, we hadanoutstanding
year, like the rest of the industry.
But, given the currenteconomic
environment, we remain
extremely cautious forthisyear
(2008) and the yeartocome.”

Philippe Stern
CEO
PatekPhilippe

Thatis exactly what Patek Philippe has tried
todo. Asaprivately-held Swiss company —
the watchmaker has beenin the hands of
the Stern family since 1932 —Patek Philippe
does notdisclose sales or profit figures.
Nevertheless, the company remains no
more than mid-sized: itemploys 1,300
peoplein Genevaand makesaround40,000
units ayear. Andas amid-sized company
with high manufacturing costs which
cannoteasily be reducedby outsourcingor
automation, Patek Philippe has had to build
its brand cautiously and incrementally.

© 2008 KPMG International. KPMG International provides no client services and is a Swiss
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1,300

People employedin Geneva.

40,000

Units producedayear.

Lefttoright
Example of recentadvertisingcampaign
Co-founder Antoine Norbertde Patek
Watchmakinginprogress.

Oneofthe mostvisible waysithas done so
isthroughadvertising. Using low-key black
and white photography and avoiding the
use of celebrities, the company succeeded
inturningitself fromarespectedbut
little-known makerintoabrand with
globalrecognition, allby the use of asingle
sentence: 'youneveractually own a Patek
Philippe... you merely look afteritfor the
nextgeneration.' The campaign deliberately
setoutto provoke —by suggesting that

the watch brand cannotbe bought—and
sosignal that while the product might

be instantly recognizable, the brand

was different.

Theadvertisingalso played subtly onakey
trend of the last 10 years, the great growth
in personal wealth—and aspiration towards
wealth. The unstated message was that
Patek Philippe was along-terminvestment,
andthe sortof purchase thatis made by the
knowledgeablerich.

The company alsobuiltthe brandin other
indirect ways. Patek Philippe was notthe
firstluxury brandto create abrand museum
—forexample, ltalianracingmotorcycle
maker Ducaticreated suchamuseumas
partofabrandrebuilding project—but Patek
Philippe’'s Genevamuseumis perhapsthe
mostambitious. Itincludes watches from
asearlyasthe 16thcentury, 300 years
before Patek Philippe began watchmaking,
andisanimportantscholarly resource with
itslibrary of 7,000 books and documents.

© 2008 KPMG International. KPMG International provides no client services and is a Swiss
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Theintended message of the museum
isthat Patek Philippe is not justa maker:
itisaleading guardian of the European
watchmaking tradition.

Patek Philippe has also shownitself to

be expertatmanagingits retail distribution.
The company maintains only three
permanentsingle brand outlets, whichit
calls 'salons’, in London, Genevaand Paris.
Elsewhere, watchesare sold through
around500authorizedretailers, where they
have tojostle for space and attention with
otherpremium brands. Patek Philippe has
managed to maintainits profile by limited
productionand careful allocation of its
collectionsand special editions—watches
thatretailers prize, notleastbecause their
customers know they willactually increase
invalue the moment they leave the shop.

That, atleast, hasbeenthe story of the last
10years. Now, as consumption comes
under pressure in many parts of the global
economy, luxury brands are likely to feel
justas much stress. Andbrand managers
everywhere willbe watching closely to see
if painstakingly-accumulated brand capital
like that of Patek Philippereallyisadefense
againstadownturn.
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Making your capital
work harder

Financial conditions for consumer companies are tough.

Directborrowing costs have risen since the onset of
the creditcrunch late in 2007, and the availability of capital
from alternative sources has beenreduced.

Research by KPMG shows that many Which ofthefollowingbestdescribes
. . L. wherecashmanagementranksas
consumercompaniesare tryingtooptimize astrategicpriority foryourbusiness?
theirmanagement of working capital to Number one priority
. . 20.0°n
keep financing costs down-yet many of Food,DrinkandPackaging
those companies are failing to secure the Retail
long-term costreductions thatare within
theirgrasp- Amongthe toptierstrategicpriorities (ie, one
ofthe 3-5 priorities forthe whole business)
KPMG's2008 CFOsurveylooksatthecash TN
. i . Food, Drinkand Packaging
andworking capital strategies of 556 large 59.4%
. . Retail
corporationsin Europeandthe U.S. The 50.8%

survey foundthatavery large proportion A

of these companies—85 percent—consider ~ Asecondarystrategic priority

. . I 10.0%
thatcash managementis one of their top ﬁ’-odvDrinkandPackaging
. . " 7.2%
strategicpriorities. However, only 24 percent  Retail
. . I 9.9%
of companies consider cash management Al
tobethe numberone Strategic pl’iOfiTy. Ofconcern, butnotastrategicpriority
M 67%
“Many companies are opting for quick ;"1":;/0”““"‘”’““9'"9
fixes of squeezing supplier paymentterms R-eta"
. . e " 5.2%
andtightening creditlines to customers, Al

comments Andrew Ashby, KPMGinthe
U.K.'s Cashand Working Capital. “However,
thisisn't sustainable and can be detrimental
tothe businessif suppliers orcustomers
failasaresult.”

These cross-sectoral results were broadly
inline with the results for consumer
companiesalone. One striking difference
was the larger proportion of retail
respondents whorate cashmanagement
asanumberone strategic priority, with
over 30 percent of retailers considering
ittheirleadingmanagementissue.

"Squeezing supplier payment
terms ortightening customer
creditlinesisn’tsustainable
andcanbedetrimental to
thebusinessif suppliers
orcustomersfailasaresult.”

Andrew Ashby
Cashand Working Capital
KPMGinthe U.K.

556

KPMG's 2008 CFO survey
looks atthe cashandworking
capital strategies of 556
large corporationsin Europe
andthe U.S.

85

85 percent considerthatcash
managementis one of theirtop
strategicpriorities.
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Making your capital work harder

While over 94 percent of allcompanies
forecasttheircashflow, and nearly
50percentofallcompanies achieve
anaccuracy rate between plus orminus
10 percent, thatfalls sharplyinthe case

of retailers. Thereisacommon perception
thatforecasting cashisdifficultin this sector,
but KPMG member firms' experience
isthatitis possible to make significant
improvements. Almost three quarters

of retailers underestimate cashflow

by 20 percentormore.

Andrew Ashby comments: “given current
market uncertainty, companies should

be rapidly increasing their forward visibility
and control of cashflow. Focusingongetting
therightpeople engaged fromacross the
business and making themaccountable
foraccurate cashflow forecastsis critical
forsuccess.”

Retailersalsoplace alower priority on
working capital managementthanthe
sample of allcompanies, with only allittle
over half of retailers allocating working
capitalahigh priority —comparedto
70percentoftheirpeersinthefood,
beverage and packaging sectors,
andover62 percentofallcompanies.

Theseresults suggestthatagainstthe
background of sharply-tightening financial
conditions, consumer companies are
relatively weak on cash and working capital
management. Buttheresultsalso suggest
thatcompanies canreduce their capital
costs by incentivizing the achievement

of cashflow targets.
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Consumercompaniesare less likely than
otherstoincentivize cashflow. While just
over three quarters of allcompanies link
cashflowtargets tomanagers’ rewards, for
food, beverage and packaging companies
thatfalls to 62 percent. Retailers score
higher: 79 percentuse incentives.

Theresults of the CFO survey also show
aclearlinkbetween incentivizationand
effective control of capital costs. When
companies were asked whether working
capital hadincreased ordecreasedoverthe
lastthree years, mostretailers said working
capitalhad decreased or stayed the same.
Lessthanafifth of retailers—whooverall
incentivize toahigh degree—said that
working capital had deteriorated. Companies
inthe food, beverage and packaging sector,
whoincentivize less, alsohad less success
inreducing working capital. Only 40 percent
of those companies had managed either
toreduce working capitalormaintainitatthe
samelevel; 60 percenthad seenanincrease.
Amongthose companies thathadrun
aworking capitalimprovementprogram,
againretailers were more successful

in sustaining the improvement over time.

Overthepast 12months, please
estimatethelevelofaccuracy
of yourcashflowforecasting

Underbymore than30%
| RAA
Food, Drinkand Packaging

Retail

I 12.4%

All

Underby30%

B 36%

Food, Drinkand Packaging
Retail

I 10.9%

All

Underby20%
Food, Drinkand Packaging
Retail

All

Underby 10%

M 7%

Food, Drinkand Packaging
20.0%

Retail

All

Ontarget
Food, Drinkand Packaging
W 6.2%

Retail

All

Overby 10%

Food, Drinkand Packaging
| 0%

Retail

I 10.4%

All

Overby20%

B 36%
Food, Drinkand Packaging

B 3%

Retail

5%

All

Overby30%

| 0%

Food, Drinkand Packaging
| 0%

Retail

B 25%
Al

Overbymore than30%
| AT

Food, Drinkand Packaging
115%

Retail

B 24%

All
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Arecashflowtargetspartofthe
managementteams’incentives
packageatyourorganization,and
ifso,aboutwhatpercentage ofthe
packageislinkedtothosetargets?
No

Food, Drinkand Packaging

Retail

All

Yes, 25% ormore linked

I 10.3%

Food, Drinkand Packaging
I s1%

Retail

All

Yes, 20% linked
M 6.9%

Food, Drinkand Packaging

Retail

All

Yes, 15% linked

Food, Drinkand Packaging

Retail
All
Yes, 10% linked

Food, Drinkand Packaging

Yes, 5% linked

Food, DrinkandPackaging

KPMG can draw two conclusions from
theresults. First, that the linking of
managementrewards to capital cost
targets works. Companiesthatdothishave
abetterrecord of cashflow improvement
andworking capital reductionthanthose
thatdon't. Second, that holding onto gains
whenitcomes to managing capital costs
ischallenging.

Onereason forthe difficulty of sustaining
improvements may be that the main
pressures onworking capital are particularly
difficultto control. Overall, companies say
thatinthe near future the main upward
pressure on working capital willcome from
customers demanding extended payment
terms; fromrising commodity prices; and
from costs associated with expandinginto
new global markets.
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Adeeb Dhallaiof KPMG's Advisory Services
inthe U.K. says that such complexsupply
chain pressures mean thatcompanies
are more likely toachieve sustainable
working capitaland cash management
improvements through inter-company
collaborations thataddress the entire
supplychain. "My experienceisthatwhere
companies work together with suppliers
and customers, thenitis far easier to
manage and drive down working capital
andimprove cashflow through the whole
chain,” says Adeeb Dhallai. “Otherwise
you simply end up moving the burden
between the companies, and costs just
shiftbackwards and forwards with no
long-term gain foranyone.”

Companies participatinginthe CFO survey
arealsoclearabouttheinternal success
factorsincontrolling capital costs and
improving cashflow. Over 62 percent of
allcompanies say that consistentexecutive
sponsorshipisthe mostimportantfactor,
butthatis closely followed by alignment
of targetstoindividuals and departments,
good communication of strategy, and
anappropriate incentivization strategy.
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