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Ramping up, relentless rise from copycat to innovator

s Lidl really becoming a supermarket or will it very much remain
a price focused discounter, but one that gets significantly
updated for the next decades, a hard discounter version 2.0?
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LIDL: Key Questions Answered

How big is Lidl in each respective country?
What is its market share? How big will the
retailer become?

How high are Lidl's and Kaufland's sales
densities? Which are the most successful
markets? In which markets is Lidl stronger than
Aldi?

Where is the discounter furthest ahead in
changing customer perceptions - moving its
brand image from low cost to quality and
freshness?

Where is the retailer most innovative with store
refreshes? Will we see a convenience fascia
stretched over two floors? What are Lidl's plans
to propel the outlet forward? What changes
is the retailer making in store to drive greater
footfall, increase loyalty and frequency?

How big are sales uplifts generated by store
updates on average?

How much do fresh ranges account for in Lidl?
How is this different from market to market?

What is happening with Lidl’s US expansion?

How big is Lidl's online operation in Germany?
Is this a blueprint for the rollout in the other
markets? How does Lidl manage the transition
to becoming multichannel?

What is the percentage of FMCG A brands of
total SKUs in Lidl? Is this different from market
to market?

What is Schwarz private label strategy? What
is the main driving force behind vertical
integration at Lidl? Unique private label? Cost
benefits? Secure supply?

What are the key benefits of Lidl’s international
sourcing strategy? Where does this fall short?
What about Deluxe?

How much crossover is there between the two
businesses, Kaufland and Lidl? How will this
change in future?

What are the key differences to Aldi?

What innovative promotions, pricing strategies,
store formats, expansion strategies and brand
extensions will the discounter go for next? How
big is Schwarz's pledged investment for 2015?




KAUFLAND: Key Questions Answered
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Is Kaufland the future of the hypermarket?

How does Kaufland manage the introduction
of small scale private label new product
developments? Why is shopper insight crucial
at Lidl but not to the same extent at Kaufland?
What exactly is the concept of Warendruck?

How big is Kaufland in each respective country?
What is its market share? How big will the
retailer become? How many stores will the
retailer operate from in Germany? What about
the CEE operations?

Why can Kaufland generate sales in locations
others can't? How can the retailer take over
disused Karstadt buildings or beached whales
of the competition and make them work?

What is the future location for Kaufland, is it
the inner city? Will it compete with Lidl?
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Why has there been a slowdown in Germany
at Kaufland in 2014? What is the retailer doing
about it?

What are the plans for Kaufland?

How does Kaufland reduce its input costs?
How is the hypermarket leveraging its scale in
the supply chain to drive efficiencies through?
Is this @ model for other markets? Is it a model
for Lidl? By how much can the retailer reduce
prices by leveraging its scale in the supply
chain?

What percentage share will Schwarz take of
retailing in its respective markets?

What does the German example suggest?
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AN INSIDER VIEW OF LIDL

This report...

e analyses the complex interplay between
relentlessly optimised and standardised
business  principles, extremely lean
ranges, leading to fewer production runs,
leaner supply chain, smaller floor space
requirements and less shop floor staff

e explains the strengths of a unique private
label proposition, that disables easy price
comparison and often sets the bar in terms
of quality/price ratios, winning accolades
from consumer watchdog organisations

e shows how a honest and simple offer that
builds long term loyalty and customer
relationship founded on lowest possible
price and highest possible quality works
without couponing, special offers and
loyalty cards

e demonstrates how a product centric
discounter can outperform the leading
customer centric retailers without much
cutting edge technology, by operating
according to the principle that less is
more, reducing complexity and by flawless
execution and timely exploitation of
trends




ARE YOU GOING TO BE ON THE SIDE
OF PROGRESS OR WILL YOU SAY NO?

Lidl's rise as a threat to retailers

Find out what Lidl’s strategy is to update its formats - what kinds
of stores will others have to compete with going forward? What
will be in these stores? What will happen online?

Uncover Schwarz’ private label strategy. What product ranges
will others have to compete with?

Where will the discounter go next? What is the expansion strategy
- what markets are being targeted? which channels?

Where will the discounter become a threat to other retailers?

Kaufland is making the hypermarket format work as the
competition is struggling - identify the secret success factors.

Lidl’s rise as a threat to suppliers

Find out where the vertical integration strategy is headed and
whether there will be space for your products on Lidl’s shelves in
future.

Discover how Schwarz helps to drive down costs in the supply
chain and whether this is good or bad news for suppliers.

Learn how to approach Kaufland about new product
developments and launches.

Opportunities

Is there a way to capitalise on the company’s rapid growth?

Spot the gap and find out whether suppliers and other retailers
can work together with Schwarz in the supply chain, on property
location and format policy.

What is beneficial about stocking products at the discounter?
What are the pitfalls?

This report will enable you to:

Know your threat
Learn best practice from the discounter
Benchmark sales densities and KPls

Avoid knowledge gaps
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Lidl: r

Hand in hand with lesser outlets comes the move towards ever bigger On these smaller spaces the modern Lidl concept cannot be realised, such as the
outlets and average sales space expanding. The main focus of the discounters pake off stations. The retailer is now radically pruning back, even if there is NO
store strategy has become the updating and improvement of existing stores- Lidl  substitute alternative. F r to Aldi Nord the retailer now looks at
is already operating the biggest stores in the sector. At the moment it is Lidl and closing stores imi i s and hence cannibalising
Aldi Nord that are rigorous\y weeding out underperforming, old and tired outlets sales. The issue i and whether
without the necessary selling space. Lidl's average store size NOW runs at 1,080 sq it is really better o cannibalise
m with Aldi Nord and Sued's store a lot smaller still. oneself.

However right now Lid! is looking for stores with @ footprint of 1,400 sq M, double

the size of its traditional format, there aré oill around 200 stores with a selling
space Of just 500 sa m in the country-
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Lidl: stopping self cannibalisation in Germany

"

All this doesn't mean h i
owever that Lidl wants t i
store estate, rather qualitati o o 3 e
cove e native ¢ mal y trimmed back When one of two sto i
f;sacr;s,rl:rc)iogus has shifted. In a saturated market v)\(/ﬁ?ir;frlnolrt]eg g(:gvfl:s genda. e et i losrtesgr??i:\eg;?ﬁ d\.;se“c,ito i g &
siness needs strengthening. 20 i opportes . A s e

: . | gt im . s ot KPS o ngs for rent and staff are als

€ e e etarn and blgger stores R her work by Lidl to open  at the one remaining storaeri:):gsetii btyr:ih‘s e B e o g Ievel(;
sales densities should then grow, Tote?l sell(')re o les comstart. S0 Do o
o eyt . ing space has fallen back ever so slightly

Lid! is still looki i
ooking for every opportunity to open stores in the market, it's just that

selection criteria have b
>ria ecome much tighte i i
o st exsting 101 ghter. That said the other big opportunity is

The retailer hopes that in the right locations self check outs can improve top line
sales and be used as a measure of differentiation and a unique selling point to
siphon off sales from the competition. This is mainly valid in the major conurbations,
where many consumers are time poor but cash rich.

Although Kaufland is trying to shrink the floor space in many locations, the

experience from other hypermarket operators indicates that there are clear limits to

the space race in the more mature markets,

Kaufland is also updating the POS offer in stores. In Germany Kaufland have
installed separate scanning and paying ctations. After customers have scanned all  In 2013/14 the retailer also started to get rid of its old branding in garish
i " " look to highlight a repositioning toa

iterns at the <canning station, they progress to the automated paying ctations which red and is moving to a more grey
urity personr\el, reducing overall staffin numbers and freeing up more premium offer. In store pakeries at Kaufland have also been a roaring

are staffed by sec
ctaff for other customer service tasks and most crucially de-cluttering the check out success just as they have been for Lidl and the retailer is focusing more on
process. more on ufreshness”-
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Grocery sizes: shoppers cut back, shop around and go to hard discounters
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Lidl: all about expansion, solely focused on Europe

Recent developments: Lidl in 2014

October 2013: first UK TV advert, Slovakia, Switzerland, Sweden, DE and Be expansions
Nov/Dec 2013: recipe generator, Finnish expansion, Italian conversion

January 2014: successful Christmas, health innovation in UK checkouts

Jan/Feb 14: Coca-Cola delisting, Italian promotion, home-grown Swedish tomatoes
March 2014: Irish gains, change at the top, DHL contract extension, Swedish trial
March/April 14: expansion, store format innovation, £220mn UK expansion drive
July 2014: Lidl UK reveals tax bill for first time, pop ups in Belgium

July 2014: Lidl to enter Australia?

August 2014: new fashion range launch in UK

August 2014: Danish expansion, modernising UK marketing, Now or Never in NE
September 2014: first UK brand campaign, ninth distribution centre

September 2014: e-commerce debut in NE, h&b added to German online store
October 2014: expansion in Sweden, Lidl mocks Sainsbury’s and Morrisons
November 2014: UK Christmas advert, menswear, Netto's return, new store format
November 2014: Lidl's toy offer for Christmas rush, Northern Ireland expansion
December 2014: Lidl launches Deluxe online in Spain
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Financials and KPIs: Lidl in 2014
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Lidl: wider choice, store design improvements

Lidl: creative marketing
Lidl: UK, fresh accounts for 40%, 40 stores to follow in 2014

Lidl: Italy

Lidl: "Italianisation” of Lidl Italia
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Lidl: Switzerland — waiting for the second DC

Lidl: location, format and expansion strategy

Lidl: revamping the store format towards a convenience fascia, focus on fresh and food

59

60
61
62
63

64

65
66
67

68

69
70
71

72

73
74

75
76
77
78
79
80
82

83
84

86
87
89
90
91
92
93
94
95
96
97

98



Table Of Contents (3/4)
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Lidl:

: low branded SKU count, the cash desk innovation
Lidl:

drawbacks of the new model, analysis, cost drivers, space considerations
optimising check out

tunnel scanners in Sweden

new store formats

new formats in Belgium, outlet store and inner city convenience
climate friendly store in Brussels translates into huge operational savings

online relaunch

: online operations, huge branded non food presence online, international
Lidl:
Lidl:

tackling the non food issue, easier at Lidl than at Kaufland
online relaunch in Germany, coffee world, wine, pet foods, nappies etc

: online turnover figures in Germany
Lidl:
Lidl:
Dia:
Dia:
Dia:

online health & beauty launch, private label and FMCG A brands, multichannel
the future potential, h&b online

the first discounter to launch a click & collect service

cheaper than in store, faster than drives and €30 average baskets

catering to pedestrians, trial widened out, France only for now

brands in discounters

going soft and widening the SKU count - up to a degree
core strength of private label proposition, a clear limit for brands
private label segmentation and vertical integration as key strategic objective

the premiumisation strategy

the Coca Cola wars in Germany, delisting ... for a few days

Coke losing €150mn in sales through the boycott, Lidl losing shoppers

the Coca Cola wars and Lidl's warning to FMCG

Pan-European promotion on premium wines, €349 per bottle

range extension into wine — going for premium and luxury

wine driving footfall to online, becoming multichannel, copying Aldi's playbook
using toys as footfall draw and to shift quality perceptions

cleaning up promotional activity, Deluxe reigned back

concentrating on the fastest sellers, cost of Deluxe missteps

vertical integration

vertical integration achieved in soft drinks, WIP in confectionery, the PET system
vertical integration in fruit and vegetables, DCs built, owned and run by Lidl
even bigger suppliers completely out of capacity when dealing with Lidl

expansion to the US

plans shelved due to new board composition
plans shelved

outlook & forecasts

Schwarz: one format at a time, cost control, lean processes, reduced complexity
Schwarz: online threat, website as a template for the future, drive solution potential

Lidl:

€4.0bn expansion investment, renewing half the store network
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Testimonials - Our Clients Say It Best

«Research Farm publishes great reports every year, and each report
brings a unique perspective compared to any other information
available elsewhere: the analyses go deep, they are supported with
data, but what | most value is that each report is built around a ‘clear
story’, contains proprietary insights and even sometimes innovative
projections into the future which help us to think out of the box.»
Global Channel Category sales

Nestle waters

«For us the ResearchFarm reports are so useful. The information provided give us the opportu-
nity to increase our knowledge about the retail industry and its key trends.»
Rafael Florez - CEO GS1 Columbia

«The discounters reports were and still are very helpful as we got lots of detailed information
and figures we haven’t found anywhere else. This has helped us to progress with our plans of
expansion in the US and convince people internally of the market potential.»

Marketing Manager - Bonifaz-Kohler

«On DLF’s (Danish Association of Fast Moving Consumer Goods Manufacturers) New Years
Conference we had the great pleasure to hear ResearchFarm speak about future trends in on-
line grocery retailing. The feed back from the conference participants was very positive as they
gave ResearchFarm’s presentation the highest score of all speakers, finding the analysis about
the key success factors of chosen EU and US online retailers both very interesting and inspiring.
We can therefore give ResearchFarm our best recommendation.»

Dagligvareleverandgrerne

Danish Association of Fast Moving Consumer Goods Manufacturers
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Get This Report On Your Desk Today

£1,990 excl. VAT

Lidl and Kaufland 2015 e 179 pages of insights
t e Delivered as a PDF file within 24H
e Payment via credit card or invoice

e QOrder on our website, by email or
by phone

THREE EASY WAYS TO ORDER

1. ONLINE 3. PHONE
store.researchfarm.co.uk +44 (0)207 193 3099

2. EMAIL You can pay via a bank transfer
sales@researchfarm.co.uk or with a credit card.

OUR RECENT REPORTS

e Rakuten: On Course To Become A
Genuine Global Player? - GBP990

e Technology of the Future 2014 -
GBP1,490

(visit researchfarm.co.uk to download
the brochures for these two reports)

ResearchFarm Ltd - 145-157 St. John Street - London EC1V 4PY



