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ECR Australasia — Working together for total customer satisfaction

Efficient Consumer Response or ECR is a business concept aimed at delivering superior business results in a
competitive environment by reducing costs at all stages throughout the supply chain to achieve efficiency and
streamlining of processes. ECR is also aimed at delivering improved range, price, service and convenience to satisfy
the needs of the consumer.

ECR Australasia reflects a renewed commitment to take costs out of the grocery supply chain and better satisfy consumer
demands through the adoption of world’s best practices. In an increasingly global food and grocery industry and retail
environment subject to rapid change, the future for Australian and New Zealand suppliers, retailers and wholesalers
depends on increased efficiencies, reduced costs and added value for consumers. Influences such as global sourcing,
new retail formats and channels, international retailers, competing products and services, technological innovation and
the spread of e-commerce, have all contributed to the pressure for change.

ECR Australasia is an initiative of manufacturers, wholesalers and retailers with the Australian and New Zealand food

and grocery industry and its national associations, Australian Food and Grocery Council, Australian Supermarket Institute,
New Zealand Grocery Marketers’ Association, Inc and New Zealand Retail and Wholesale Merchants Association. Launched
in November 1999 and directed by a Board of nine industry chief executives, ECR Australasia seeks to build on earlier
collaborative work in the industry in Australia and New Zealand, particularly by the Grocery Industry Supply Chain
Committee, and to access the outcomes of ECR related activities in more than 40 countries and globally through the
Global Commerce Initiative.As elsewhere, the ambitious work program set by ECR Australasia is undertaken by project
teams drawn from manufacturers and retailers with valuable support from consultants committed to the food and
grocery industry.

The potential benefits for trading partners are substantial. In a landmark 1999 study for the Australian grocery industry,
PricewaterhouseCoopers identified possible annual cost savings in excess of $A1 billion and inventory savings of
$A750 million.

The ECR Australasia Board recognises that since the first concepts of ECR were introduced there has been a substantial
opportunity in calculating the benefit of initiatives in a true profit fashion. Activity Based Costing was previously seen as
the best practice for the calculation of these benefits, but the potential advantage in assessing the profit impact of ECR
initiatives in a faster more cost effective manner has now been recognised.

The Profit Impact of ECR project is intended to provide a validation, within the Australasian food and grocery industry, of
the methodology developed by the ECR Europe Profit Impact of ECR Task Force (PIETF) The project also demonstrates local
application of the methodology through case studies.The methodology is accordingly endorsed by ECR Australasia.
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1 ) Introduction




Introduction

To quote from the 1999 Grocery Industry Tracking Study, “The role of activity-based costing in ECR is to understand
the likely cost impacts of new ways of doing business. However; the results of that study indicate that there bas
been relatively little progress with activity-based costing”. The study report recommends that an industry body
provide a focal point for solving common industry issues, such as the use of activity-based costing (ABC) to support
joint decision making.

Intent

In view of the lack of progress in Activity-Based Costing across the Australian Grocery industry, the intent of this
project was to evaluate and trial a methodology, developed by ECR Europe, for the pre- and post-implementation
analysis of the cost and profit impact of ECR initiatives.To be of significant relevance to the industry as a whole, the
methodology must be suitable for joint use by manufacturers and retailers/wholesalers, as well as for internal use.

It must provide manufacturers, wholesalers and retailers with a mutually trusted, sufficiently accurate, cost effective
means of assessing proposed joint ECR initiatives, so that initiatives can be entered into jointly by trading partners with
substantially increased confidence in the expected costs and benefits to each party and in the expected net benefit
potential to the consumer.

The methodology and supporting tools to be evaluated have been developed by the European Profit Impact of

ECR Task Force and supporting consultants and published as a Guidebook in May 1999, following extensive trialling.
The publication is called Assessing the Profit Impact of ECR. Significant extracts from this Guidebook are included with
this report, with permission from ECR Europe.The methodology and tools are applicable along the supply chain, from
post-production to check-out and support analysis in all four aspects of ECR, Efficient Assortment, Efficient Promotion,
Efficient New Product Introduction and Efficient Replenishment.

The methodology is supported by a dictionary of activity descriptions, which are to be found on pages 63-73 of the
Guidebook extract. The Activity List is supported by a simple software utility for selection of appropriate activities,
called The Activity Wizard. The Wizard software can be downloaded, free of charge, from the Focus Information Logistics
website: www.fil.com.au.

The project utilised the same modelling tool as was used in all European trials of the methodology, the ECR Profit
Model (EPM), developed by PAP Consulting in the UK. EPM is a full grocery industry model, allowing the rapid creation
of modelling scenarios, without the need to make model-building decisions. EPM is proprietary software and is not to
be confused with the downloadable Activity Wizard software, also created by PAP.
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About this project

In 1997, ECR Europe identified two major barriers to the adoption of ECR practices.

e Inability to fairly measure the benefits to each party,

* Lack of trust in projected benefit numbers and who would get the benefits.

European retailers had nominated measurement as their main roadblock to implementing ECR initiatives.

Therefore, establishing a trusted measurement system was considered necessary to achieve ECR penetration, to increase
awareness of ECR and to change the way performance is measured and rewarded in the grocery industry.True profit,
which takes into account direct costs along the supply chain,

was seen as the key to a trusted measurement system.

To establish a common framework for profit measurement, ECR Europe established a Task Force in 1997 — The Profit
Impact of ECR Taskforce (PIETF).The brief of the PIETF was to “develop a methodology and test a tool to measure the
profit impact of an ECR application across the whole supply chain”.

The PIETF comprised 5 retailers/wholesalers and 7 manufacturers from across Europe.These companies and their
consultants worked intensively for 7 months to produce an industry-wide approach to breaking down the barriers
identified. The Group committed to having a solution developed and tested in time for the 1998 ECR Conference in
Hamburg.

The first deliverables from the PIETF were a 6-Step Approach to allow ECR partners to jointly focus on the critical drivers
of cost and profit and an extensive list of activities which occur along the supply chain, together designed to be used
throughout the supply chain, from manufacturer to the supermarket checkout.

The 6 Step Approach and Activity List were subjected to rigorous testing in joint retailer/supplier pilots, over a period of
18 months. All of the pilots were supported by use of a common Grocery model, the ECR Profit Model, developed in
conjunction with the PIETF by PAP Consulting in the UK.

The Methodology, Activity List and the results of Pilots were formally released at ECR Europe 1999 in Paris in the
Assessing the Profit Impact of ECR Guidebook.

The Methodology is, in essence, a statement of good planning and execution techniques, applied to joint project work.
Refer to Section 5, Extract from ‘Assessing the Profit Impact
of ECR”, where the approach is explained in detail. The
Australian pilots used this approach without modification.

Using Focus Information Logistics (Focus) as the project
manager and facilitator, Franklins and Lever Rexona have
followed the first 5 Steps of the 6 Step process in the pilot
project. The PIETF Activity List was used, unmodified, as the
starting point for the projects, described further below.
The Activity List provided a “quick start” method to Link activities to costs & drivers

focus on the key costs and drivers for the business
processes studied.  Compute costs for old & new scenarios
* Validate output

Evaluate potential impact and implications

» Compute actual costs for old and new scenarios
* Evaluate actual impact and implications

Agree objectives

Map old and new activities

Following implementation, which is underway, Step 6

will be undertaken, using results from the implementation
to measure the effectiveness of the decisions taken,

using the Profit Impact approach to drive commercial
decision making.




The Model

The same PAP ECR Profit Model (EPM), which was used in all European pilots of the Profit Impact Methodology, has
been used in the two Franklins — Lever Rexona pilot projects.

EPM is a full Grocery Industry model, capable of modelling from finished goods at the supplier factory through to retail
items in the supermarket fixture.The model can be used at a high level or a very detailed level, to provide results as
accurate as the quality and quantity of available data will allow. In this project, all modelling was done by Focus.

The model can accept data, such as planograms, from other applications to simplify the data capture process and also
allows the entry of highly detailed, or summary, information manually or through data loading utilities.

Of critical importance to the use of EPM in the Australian pilot, the model has been extensively validated against other
benchmark models in Europe.
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European Pilot Projects

To fully test the Methodology, the Activity List and the supporting Model (EPM), two supply side and two demand side
projects were conducted by ECR Europe.

Supply side

e Usego/Nestlé — quantification of a leaner flow of goods.The pilot showed that “costs and benefits resulting from
process re-engineering occurred asymmetrically in the value-chain but resulted in overall net savings”.
A commonly defined procedure for picking and checking loads significantly reduced resources devoted to checking
incoming goods which was only marginally offset by increased time spent checking outgoing goods.

e Albert Heijn/Lever/Procter & Gamble — quantification of pallet labelling improvement.The pilot “focused on optimising
and integrating the logistics chain between supplier and retailer by increasing the reliability of data and processes” ...
through ... “an accepted (international) standard for using the EDI advanced shipping notification in combination
with the EAN 128 communication for pallet coding”.

Demand side

* ICA/Procter & Gamble — leveraging net profit data in assortment decision-making. “Significant lessons were learned
regarding the impact that both effective space management and different logistics techniques bave on the net
profitability of SKUs and the category as a whole. One key learning was the power of activity-based costing” and
the role of the EPM in significantly simplifying the process.



* Tesco/Procter & Gamble — using net profit data to improve category decision-making.This project sought to
understand the profitability of SKUs in a category and the profit impact of the changes to the category. It identified
changes which reflected opportunities for the allocation of space and for logistics for the category.

A fifth case study examined the implications for Anchor Foods Ltd, a dairy product manufacturer, of moving to daily
deliveries on a 24 hour order ‘pick by line’ basis for a major retail customer. It demonstrated that the only feasible means
of moving to ‘pick by line’ was within the principles of ECR of “taking costs out of the supply chain ... not merely
passing them on to suppliers”. The result was to establish an agreed least cost route for order processing and delivery.

In addition to these projects which are reported in the Assessing the Profit Impact of ECR” Guidebook, the following
projects were also undertaken prior to the publication of the document:

e Ahold and Douwe Egbert integrated joint category profit measurement into day-to-day business, in the Rice category.

¢ PAM (Italy) and Colgate-Palmolive evaluated the commercial effectiveness of the introduction of a new shower gel, in
terms of total cost of introduction.

e 4 retailers and 3 suppliers used the methodology and model to evaluate alternative standard pallet heights.

e Sonae (Portugal) and Procter&Gamble evaluated Cross Docking as an alternative method and concluded there was no
net benefit. Therefore joint decision not to change was made.

* Albert Heijn/Lever/Procter&Gamble quantified the benefits of EAN128 pallet labelling to improve goods flow.
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Australian Case Studies

The underlying motivation for Franklins and Lever Rexona to undertake this project was that the two trading partners
wanted to move to the best available qualitative and quantitative measures of performance to develop the value of their
business relationship. A key quantitative measure of performance is true profit. True profit takes into account all direct
costs associated with sales, including the costs associated with maintaining the business relationship. It allows trading
partners to move away from gross profit and promotional income as primary quantitative measures of performance.

To allow Franklins and Lever Rexona to move to true profit as a key quantitative measure, it was necessary for the
partners to develop the mechanisms to measure and report on true profit. The project was proposed to provide the
process framework to enable true profit measures to be adopted by Franklins and Lever Rexona.The project was
expected to deliver true profit information on the selected Category/sub-categories and identify the issues associated
with undertaking true profit measurement.

Confidence and Confidentiality

Franklins and Lever Rexona have a mature, strategically focussed business relationship. Even in this environment,
there is a need to take an approach to joint projects of this nature which ensures that:

a) both parties have confidence in the results,
b) the confidentiality of information relating to other suppliers in the analysed category is preserved.

Involvement of the project consultants, Focus, enabled the parties to achieve confidence in the impartiality of the results
and to preserve the necessary confidentiality. Focus executed confidentiality agreements with each of the project
partners separately. To ensure full confidentiality, other vendors’ performance information and the underlying data
were only shared between Franklins and Focus. Lever Rexona has been able to compare its performance to category
and sub-category averages.

Cost-to-Serve Analysis

Category Analysis

Case Study Scope, Timeframe and Resources

The initiative undertaken by Lever Rexona and Franklins had as its specific objectives:

e to assess the true profit ranking of all products in the Franklins Laundry category, taking into account costs from
Franklins’ DC receiving dock to fixture in store.

* to establish, for Lever Rexona and Franklins jointly, the true cost to serve, from finished goods at Lever Rexona’s
factories to fixture in store.

e through use, to evaluate the methodology and the Model as tools to enable Franklins and Lever Rexona to create
more valuable relationships with each other and with other trading partners.

The analysis took into account:

e activity costs, such as receive, pick, replenish to shelf

e storage costs, in DCs and in-store

e finance costs, associated with stock in the supply chain

e relationship costs, such as sales administration and account management.

The project was completed in 10 weeks, from first project meeting to delivery of all draft results.The project involved
approximately 2 man-weeks of a senior consultant and 8 man-weeks of a senior analyst. Involvement of business and

information personnel from both trading partners was limited and did not significantly interfere with the ‘day jobs’ of
those personnel.

12



Lever Rexona _ Franklins

Process and Results

The Franklins and Lever Rexona initiative was sponsored by top executives in both businesses, committed to achieving a
valuable business outcome from the project.The project team members were senior managers of each company, each
directly involved in the subject matter of the projects.

The key activities of the business teams were to clearly identify the scope of the project, in terms of desired outcomes
and boundaries and to make decisions on all key assumptions proposed by the project consultants.

The project team followed steps 1-5 of the PIETF methodology rigorously and used the Activity Wizard to filter the ~200
available activities down to the set which provided good common ground for detailed activity definition, cost assignment
and identification of the key drivers of those costs.This ‘quick start’ is the primary benefit from using the PIETF Activity
List. It provides a structure for the definition of activities, allowing the two parties to establish a sufficient framework of
information on which to build with their detailed knowledge of the specific scenario.The availability of a ready-made list
of activities has the potential to save weeks of elapsed time in Step 2 of the Approach, since it allows the participants to
add and subtract from a common base, to meet their needs, rather than each party bringing its own definitions to the
table.

In this project, the availability of the Activity List and the ready-built ECR Profit Model allowed a very rapid transition from
project definition to data collection and processing.As with all data-based projects, data consistency and data validation
were of critical importance. It was vital to correlate Franklins and Lever Rexona corresponding data, to ensure periods,
cost structures and units of measure were consistent. Where accurate data could not be obtained, assumptions were
agreed between both companies and, where appropriate, sensitivity analysis was conducted to validate the assumptions.

All graphs shown in this report (Charts 1-4) are illustrative only. They are not based on the actual results derived during
the project. They are, however, actual outputs from EPM demonstration data.

Using the ECR Profit Model, the project consultants delivered the following classes of results:

Supply Chain Analysis

e Full distribution cost breakdown from factory to shelf
e Manufacturer Sub-category performance

e Manufacturer return on inventory

e Manufacturer financial performance per unit and per week, by SKU

The Supply Chain Analysis reflected in Chart 1 is useful in identifying the costs associated with each step in the supply
chain and demonstrating which areas need to be addressed. It clearly identifies specific cost areas, thereby allowing
companies to examine steps that are ‘non value-adding’. It can aid in a ‘before and after’ analysis to ascertain whether
changes in processes have resulted in cost savings or merely a shifting of costs. Such analysis can involve trade-offs
between broader detail which provides ease of analysis but inhibits specific decisions and analyses at the micro level
which facilitate the latter at the cost of simplicity in decision-making.The chart is a specific example of the need for
participants to agree the basis for assessing each step at the outset to ensure consistency of results down the supply
chain.

13



Chart 1

Manufacturer and Refailer Districution Cost
Breakdown by Category
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* Financial performance by SKU, per unit and per week

Chart 2 depicts the units sold vs true profit per unit variance to average.The matrix is useful in viewing the volume
and profitability of products or sub-categories in a category and will identify products or sub-categories that are
under-performing or may need to ‘delete or show cause’.The limitation of such analysis is that further qualitative
information may be needed in making practical ranging decisions.Although a product may be a small volume, below
average profit product, there may be a specific consumer need that is uniquely covered by that product.The product
may add to the total value of the category as distinct from a ‘me too’ product which captures volume only through

cannibalisation.
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Relative performance of sub-categories, in terms of:

— Return on Inventory and return per linear metre of shelf space occupied
— True Profit per unit sold in sub-category

— Within selected subcategories, relative performance by pack size

In Chart 3, the analysis of the relative performance of sub-categories of product can demonstrate that although some
products have very high volume and gross profit, there may be excessive retailer resources used to achieve that
position, thereby reducing the products’ true profitability. The corollary is that a product with low volume and low
gross margin may require almost no effort to sustain it, the net effect of which is a high true profit for that product.

Chart 4 Fetiler Resource Skare Analysis by Vendor
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Relative performance by supplier in terms of

— Return on Inventory

— True Profit per unit sold and per week

— Return per linear metre of shelf space occupied

Examining the same data aggregated by supplier Chart 4 can give retailers an estimate of profit by supplier so that
they can determine where efficiency is high and where it needs to be improved by comparison with other suppliers

to the category.
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Outcomes Achieved

As a direct result of the Pilot Projects, Franklins and Lever Rexona have obtained a clear picture of the performance of
sub-categories within the Laundry category and the performance of each Lever Rexona product in the range. In addition,
Franklins has obtained a clear picture of the performance of every SKU in the range.As a result of this knowledge, the
Franklins Laundry Category Manager has been able to bring previously unavailable commercial information to bear on a
range review and to identify initiatives with Lever Rexona to enhance joint profitability.

On the supply side, the two companies have, for the first time, a picture of where costs are falling along their total supply
chain, enabling them to focus on the biggest cost reduction and process improvement areas. These outcomes have been
achieved in less than three elapsed months and have involved relatively small amounts of management time.

Next Steps

This report addresses only the joint Franklins and Lever Rexona Pilot Projects.The projects were undertaken by the
project partners to meet specific business objectives.

The critical next steps for them is to implement decisions taken as a result of the information and insights gained
through the project and then to measure, using the same model, the outcomes of the decisions taken.The final test of the
efficacy of the Methodology, Activity List and Model will come when this final step, Step 6 of the PIETF Methodology, is
undertaken later in calendar 2000, once the relevant data is available.

16



s, .
.......

4 ) Conclusions and Recommendations

17



Conclusions and Recommendations

Through working together on this initiative, Franklins and Lever Rexona have achieved a new level of understanding of
their joint business and of each other’s organisations. Building on an initial high level of trust, the two teams have worked
on a totally ‘open book’ basis to identify the true value of their business relationship. By using a common methodology, a
common activity set,a common validated model and a trusted third party as project manager and facilitator, the project
partners have avoided any risk of mistrust of results.

Most importantly, the partners have identified a trusted mechanism to assist them in quickly identifying the true profit
impact of initiatives they may take together or with their other trading partners.

Based on the results of this project, the participants endorse the approach to True Profit measurement set out in the
Guidebook, Assessing the Profit Impact of ECR, for use in the Australian environment. Based on this project, there is no
indication of any need for structural alteration to the process described in the Guidebook.

The Activity List is intended purely as a ‘starter kit’, to provide common ground to commence discussions. In this project,
the Activity List, as published, proved entirely adequate to describe the processes to be modelled. However, where trading
partners find the need to extend the List, there is no impact whatever on the approach set out in the Guidebook.

A key conclusion from the ECR Europe Guidebook was that “small steps lead toward common goals”.

“None of the steps described in the 6 Step approach are spectacular or particularly scientific. Rather; they represent
the basic work that has to be done to achieve further evaluation and reporting improvements in common projects.
1t is only the improvements that are spectacular”

18
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Extract from “Assessing the Profit Impact of ECR”

ASSESSING THE PROFIT
IMPACT OF ECR

(:Riﬂrr.r.llmI !

P.H-—lrﬂwm __.l'

The following extensive extract is reprinted by kind permission of:
ECR Europe
C/-AIM
European Brands Association
Avenue des Gaulois, 9
B-1040 Brussels Belgium
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Scope and objectives of the guidebook

The first objective of the guidebook is to help ECR partners assess the impact of their ECR Supply or Demand side
project on operating cost and profits, both internally and for the whole supply chain.

Some projects may not be mutually beneficial. They are nevertheless worthwhile since they remove unnecessary costs
from the whole chain.This is the second objective of the book: to provide both partners with a global, in-depth view of
the activities and related costs along the chain.

The third objective is to assist partners in understanding how their costs vary and the underlying causes of costs
variation, in order to identify opportunities for improving supply chain performance.

This book is intended to be a practical, easy-to-use guide for people from different backgrounds and at different levels
in the partners’ organization.

To this end, our group has developed a simple and logical 6-step methodology and an “Activity Wizard” and has
successfully used a quantification tool, the PAP ECR Profit Model. By using a common tool and methodology, with proven
ability to perform well in various European countries and business environments, the parties will be able to develop a
common language and common understanding of both individual and joint activities.

The 6-step approach will be detailed in the following chapters.To keep it lively and practical, each step of the
methodology has an introduction, outlines the detailed process and the expected outcome of the step, and is illustrated
by pilot experience or business cases.

The “Activity List” and the “Activity Wizard” will facilitate the mapping of activities, which is a key step in the
measurement process.The “Activity List” and “Activity Wizard” can be found at the back of the book. More details on
those tools developed by our group can also be found in the appendices.

The Profit Impact of ECR Task Force has used the PAP ECR Profit Model in their pilot projects to link costs to activities
and to quantify the impact on cost and profits of different ECR improvement concepts.This tool has proven very effective
— however, we would like to invite other tool developers and suppliers to support this important aspect of ECR with
appropriate tools. A list of key methodology and functionality requirements that an advanced quantification tool should
fulfill is included in the appendix to this guidebook.

To make it clear and to get expectations right, none of the above tools can do the quantification on its own.
To successfully assess the impact ECR projects have on operating cost and profits requires leveraging all 3 components
in combination.The guidebook describes the process and when and how to use which tool.

Assessing the profit impact of ECR

-—p

To note, this approach was designed to assess the cost and profit impact of both demand and supply side projects.
However, this methodology is not designed to help partners evaluate the additional revenues arising from such projects:
this point has to be taken into consideration when running simulations.

21



The 6-step approach

Costs and profits linked to ECR projects can be a sensitive subject and a matter of controversy between those who

do believe that serious gains and better consumer satisfaction can be achieved through ECR projects and those who do
not. It is also a subject of controversy between partners who would like to assess their respective investment. For this
reason, the ECR Board entrusted the PEITF with the task of developing a standard approach to assess the profit impact
of ECR projects.

This 6-step approach is very straightforward and combines a sequence of simple steps that will enable partners to detail
what they do at present, what they want to do as ECR partners in the future and how much it is going to cost them.

The benefits of using this standard and simple methodology are numerous. Among them, working as partners within a
common framework will develop a common language, understanding and approach to the supply chain for trading
partners.

This approach has also been designed to serve as a simulation tool. Partners will be able to assess the potential implications
of their pilot work before actually implementing it.

A map of the methodology is given hereafter.A clear outcome is expected at the end of each step. Certain tools such
as the “Activity Wizard” are suggested for each step of the methodology to facilitate the work of the partners.

This methodology was successfully tested on four different pilots and in different European countries. Therefore, the
PIETF is confident that it will meet the measurement requirements of any conceivable ECR project.

PIETF 6-step approach
[ Process  J§  Outcome |

Agreeing on * Agree on improvement areas ECR scorecard,
Step 1 greeing * Agree on performance indicators/agree SWOT analysis,
objectives o L -
on specific targets Companies’ performance indicators
i \ i i
. Mapping .
Mapping current Common understanding T )
Step 2 activities new of key activities involved Activity List and Wizard
activities
i \ i
Sten 3 Linking activities Common understanding of key activities Activity list and wizard,
P to costs & drivers and associated costs & drivers PAP ECR Profit model, industry standards
i
3 Cpmputmg acFuaI costs for current . Understand_lng of cost impact on add_re.s‘sed PAP ECR Profit Model, DPP.
Step 4 scenario and potential costs for new scenario | | supply chain (reduced number of activities, .
S L or other companies’ models
* Validating output cost of activities, etc)
/ y
* Full understanding of profit potential,
. I costs & non-costs implications )
Step 5 Evaluatlng pot.ent|.al impact « Linkage to agreed performance PAP ECR Profit Mogel, DPP,
and implications - : or other companies’ models
indicators/target refinements
* Implementation decision
y Y 1
* PAP ECR Profit Model, DPP,
. . e Actual results foef
Step 6 » Computing actual costs for new scenario « Comparisons with agreed targets or other companies’ models
* Evaluating actual impact and implications . h * Gap analysis of agreed
* Common understanding of variances L
performance indicators
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Step 2 Step 3
Mapping current Linking activities to
and new activities costs and drivers

Computing costs
Validating output

Step 4 Step 5 Step 6
Evaluating potential impact Computing and evaluating actual
and implications costs and implications

Step 1: Agreeing on objectives

Indicative tools

Agreeing on
objectives

 Agree on improvement areas
* Agree on performance indicators/agree
on specific targets

ECR scorecard,
SWOT analysis
Companies’ performance indicators

In order to obtain common objectives for the ECR relationship, suitable objectives must be set.This is the most crucial

part of any project.

At the outset, both partners must consider existing internal, external and joint strategies. Objectives should be Specific,

Measurable, Achievable, Relevant and Timebound (SMART).

objectives.

involved.

be completed.

o Specific: Objectives must relate to identifiable, clearly defined results for the project, be they quantitative or qualitative in nature.

e Measurable: There should be an agreed set of performance indicators against which the projected results or improvements can be measured,;
these can be financial or may be ECR scorecard, or benchmark comparisons. In addition, any investments and rates of return should be considered.

e Achievable: Many objectives are over or under ambitious. A demanding but realistic assessment of capabilities will lead the setting of achievable

e Relevant: Objectives should be aligned with the overall corporate strategies of both partners but also support the objectives of the disciplines

e Timebound: Projects tend to suffer from over or under management of time. Expected elapsed times are often shorter than those experienced in reality.
At the outset, an emphasis on concurrent rather than sequential management when setting time lines is important. Without a firm timetable, nothing will

The parties should be realistic about their capabilities. The state of their relationship and rules of engagement must be

clearly set out and agreed upon before the start.

Resources committed to the project and the expected outcome also need to be clearly defined in this phase.

While the overall objectives may be cost reduction or process improvement oriented, partners should clarify the

appropriate level of detail required.

Process

To achieve agreed upon objectives each partner should formalise the approach and define expectations. Having done
this, partners should, where necessary and appropriate, harmonise their goals.

Joint activities of both partners

Internal preparation of each partner

¢ Undertake ECR maturity profiling and assess overall strategy and

» I|dentify areas of opportunity (relate to the qualitative and
quantitative issues identified to the high level/ECR strategy)

e Establish return on investment measures and criteria

* Assess timescale, skills, learning, data, modelling and
implementation issues (ensure adequate project championing
at an appropriate level)

qualitative areas of poor performance (consider long-term issues)

°

Establish contacts with relevant people at trading partner and
establish level of interest

Consider the rules of engagement under which you might proceed
and complete and joint ECR Maturity profile

Establish what you want to achieve and what the issues and
questions you need to answer are

Seek commitment to proceed and develop agreement on rules
of engagement

Assess the maturity profile and agree what actions and level of
information are required for desired improvements

Seek clarification of any issues or concerns relating to the areas
highlighted in the exercise to date

Finalise agreement on rules of engagement
Identify areas for mutual improvement
Agree on level of information to be utilised

Agree on specific, achievable, measurable, relevant, and
timebound objectives

Agree on timetable, resources required
Identify the project controllers
Develop data formats for data collection

Tools to be applied: ECR scorecard, SWOT analysis, companies’ performance indicators

23



Step 2
Mapping current
and new activities

Step 3
Linking activities to
costs and drivers

Step 4
Computing costs
Validating output

Step 5
Evaluating potential impact
and implications

Step 6
Computing and evaluating actual
costs and implications

Outcome

At the end of this step, improvement areas, performance indicators, targets and resources have been jointly agreed and specified.

Identified
improvement areas

Selected
performance indicators

Defined specific targets

Selected resources
and determined time frame
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From bulk to cross-docking

From paper to EDI

From manual to automated store ordering
Balancing “traffic builders” and “sleepers”

% full truck loads

% perfect orders

% errors

Category movement
True Profit

30% increase in FTL’s, 10% decrease
in picking activity

90% EDI penetration

95% perfect orders

1.5% True Profit improvement

30% of logistic management time
for three months

35% of category management time
for 4 months



Step 1 Step 3 Step 4 Step 5 Step 6
Agreeing on Linking activities to Computing costs Evaluating potential impact Computing and evaluating actual
objectives costs and drivers Validating output and implications costs and implications

Step 2: Mapping current and new activities

| Poeess N Ovooma Indicative tools

Mapping Mapping .

current new Clongren .up.ders.,tandlng Activity List and Wizard
. s of key activities involved

activities activities

The next stage of the process is to map or identify what activities are occurring and their place in the value/supply chain.

This process is a critical point in the whole project as both partners develop a mutual understanding of what is being
done and by whom. It is also critical for establishing the base against which to measure the quantitative impact of
projects and assess the potential qualitative implications.

To assist readers in this work, a standard list of activities has been created by the PIETE It lists many activities undertaken
on both supply and demand side management, from high to individual level. These activities are structured and organised
by the PIETF “Activity Wizard” to facilitate their selection and mapping.The reader will find a chapter describing
capabilities of the “Activity Wizard” in the appendix.

However, mapping the activities can also be achieved by simply listing in numeric sequence the existing activities.
In essence, the objective is to flow map or sequentially record what is being done and by whom in an agreed way.

One of the most important findings of the group was that by using a common platform, like the “Activity List”, the
effectiveness and efficiency of the joint task is significantly enhanced.

Process

The relevant activities are first mapped by each individual partner and then individually examined. By this means, each
partner gains a full understanding of the whole process.The “Activity Wizard” facilitates and accelerates this process.

Partner 1 Partner 2 e Individual activity mapping
activities activities ¢ Involvement of all functions affected
Total chain

- * Joint appraisal of current activities
current activities

v

Total chain e Identifying new activities
new activities e Focusing on affected activities

Care should be taken to involve all the departments concerned in this step.As explained later in the pilot findings,
consensus on the current and new activities within each organisation and between partners must be reached
before measurement begins.

Outcome

Based on the intensive screening process which is jointly performed by the functional experts of both partners, an in-depth
understanding of the key activities affected by the new process is gained.This is critical for the success of the project, since
these activities form the basis for determining cost drivers.These in turn are an integral, defining part of the model.

More detail on the “Activity List and Wizard” can be obtained from the appendix.

Tools to be applied: “Activity List and Wizard” (see appendix)
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Step 1 Step 3 Step 4 Step 5 Step 6
Agreeing on Linking activities to Computing costs Evaluating potential impact Computing and evaluating actual
objectives costs and drivers Validating output and implications costs and implications

Pilot experience

The process of mapping activities in the Albert Heijn/Lever/Procter & Gamble pilot was an iterative process involving
various functions of the companies. It enabled partners to develop a consensus both within each organisation and
between the three partners, to successfully map activities, hence facilitating the following steps.

What was intended?
Quantification of the benefits from pallet coding, used to simplify the supply chain by eliminating control tasks.

What was done?

The major time components for the current and new activities were mapped:
e Preparation of papers/picking orders

e Preparation of documents and loading orders

e Waiting time for truck unloading

* Reception and control

¢ Booking and control

e Putting away received goods

At that point the activity list counted nearly 200 activities. The various disciplines were asked to use the “Wizard” and
mark the activities affected by this pilot, which left 93 activities. From those only 44 activities were marked by two or
more members of the team; this indicates the variance in understanding and perception.

What was achieved?

Important potential time savings were identified and quantified: after analysis and discussion, there was consensus that 25
activities were recognisable, measurable and affected by execution of the pilot.This fact resulted in the sharpening of the
project definition and scope.
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Step 1 Step 2 Step 4 Step 5 Step 6
Agreeing on Mapping current Computing costs Evaluating potential impact Computing and evaluating actual
objectives and new activities Validating output and implications costs and implications

Step 3: Linking activities to costs and drivers

| Poces W Oueome | indicative tools

Linking activities Common understanding of “Activity List and Wizard”,
to costg & drivers key activities and associated PAP ECR Profit model,
costs & drivers industry standards

The participants have now mapped the activities. The next stage is to understand process costs before and after
implementation.

To enable partners to do this, a thorough understanding of what the costs are, and what makes them vary, is required.
Parties must then calculate the variances of the new resource set.

For example, if an activity takes a certain amount of time now, will it take a longer or shorter time in the future?
The variance will hence be the amount of time taken. Other costs such as wages, may remain the same. It is crucial to
understand what resources are being applied to each activity.

At this stage, the focus shifts to understanding how the activities utilise resources such as labour, space and equipment
and how the utilisation and costs will change under the new circumstances.

The “Activity List and Wizard” have helped to identify what activities are being undertaken. It also provides some guidance
on the type of costs and the behaviour associated with them.The “Activity List” is in the appendix. However, unless an
Activity Based Costing tool has been developed, the task of linking activities to costs and drivers must be performed.

Process

There is no need to be an ABC expert to link activities to the relevant costs and drivers. Common sense is sufficient.
However, the reader should be aware of certain general principles:

Agree on the driver for each activity
importance to the project

——

Agree on the unit
of the activity driver

——

e Identify what variables make the cost go up or down

¢ For instance: # of pallets, # of cases, # of orderlines, etc...

Identify what resources are e Typical resources used to perform an activity are people,
used to perform the activity space, machines or vehicles.

Identify how much of * Time per single activity for direct personnel, % of time spent on
the resource is required the activity by management, time of usage of the machine, etc...
Cost the resource using ¢ Relevant costs would be wages for personnel and management,

agreed relevant costs depreciation and energy for machines, rent for space, etc...

Here again, the “Activity List” may be of a great help, as drivers are indicated for each activity performed. However, if the
default drivers suggested do not fit the project, partners can easily adapt the driver list to their specific situation.

Tools to be applied: “Activity List and Wizard” (see appendix), PAP ECR Profit Model, industry standards
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Step 1 Step 2
Agreeing on Mapping current
objectives and new activities
Outcome

Step 4
Computing costs
Validating output

Step 5

Evaluating potential impact
and implications

Step 6
Computing and evaluating actual
costs and implications

The common understanding of key activities and associated costs and drivers achieved in this step is a major prerequisite

for further cost assessment. It encompasses a number of significant benefits:

e mutually accepted cost definitions
e upfront alignment prior to physical piloting
e ability to model complex distribution pathways at the SKU level

Example
Company process Activities Drivers Related costs
Replenish Prepare picking papers or data # of orderlines per customer Wages
Replenish e order§ A AR # of units moved Wages
to loading area
; Refill picking location . . . -
Replenish # of units refilled Wages, machine amortisation
from buffer
Replenish Plan delivery routes and stops # of orders Wages
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Step 1 Step 2 Step 3 Step 5 Step 6
Agreeing on Mapping current Linking activities to Evaluating potential impact Computing and evaluating actual
objectives and new activities costs and drivers and implications costs and implications

Step 4: Computing actual costs for current scenario and potential
costs for new scenario

| Poes W Owoome | indicative tools

» Computing ac'tual costs for current scenario Understanding of.cost impact PAP ECR Profit Model, DPP,
and potential costs for new scenario on addressed supply chain (reduced number
* Validating output of activities, cost of activities, etc)

or other companies’ models

The more detailed the Activity Based Costing model, the more difficult it is to share data. One of the advantages of
building costs up by activity is that relatively low level costs such as wage rates and time taken can be used to accurately
represent the changes in cost.This approach does not require the trading partners to unveil high levels of cost
information.

It is critical for the participants in the study to use a consistent model: to agree on the format, the computation and the
inputs; otherwise disputes over the accuracy and treatment of costs will arise.This applies particularly where cost
increments or declines are likely to arise for trading partners or where there is an agreement to share cost benefits and
to charge increased costs.Alignment on any common method (be it a spreadsheet or a more advanced Activity Based
Costing tool) should be a part of the initial framework. Too many projects fail because each trading partner uses a
different model to assess the cost changes.A great deal of time is also wasted in trying to align the understanding of
these models, the way they handle costs, and in the trust and confidence building process.

Adapting a simple model through the various stages of the project to incorporate additional details is far easier than
starting with a complex model.

Validation can also be demanding if a very complex methodology is used. However, if the number of base costs and
drivers are simple and clearly understood and the mathematics are straightforward, the validation process can be
significantly simplified.

One additional element that should be considered in the outcome is the format of the required information. Information
can be displayed in many ways (for example, level of total costs, costs per load, per case, per consumer unit). Equivalent
costs can be used such as costs per litre or costs per cubic metre or costs per kilo. In selecting these different levels,
partners must compare like with like.

Once partners have addressed these issues, they must ensure that they have considered both high cost/low frequency
activities and low cost/high frequency activities as centres of focus.

Variance charts as well as ranking charts can also be useful in this exercise. It is worthwhile to consider looking at how
partners can understand what the drivers are in relation to the high cost levels identified.

Process

e Numbers must be unambiguous
Gather the relevant data e They should be expressed in simple clear units

e The conditions of measurement should be precise (eg, time period etc)

Feed the data into the cost
model/compute costs

e Partners should agree on computation formulas
¢ The method should be sound and simple
e The computation should be consistent with partners

v knowledge of the process.

Partners should:
Perform sensitivity analysis » Establish criteria to determine cost significance
e Exclude insignificant activities/costs from study.

5

Tools to be applied: PAP ECR Profit Model, DPP or other companies’ models
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Step 1 Step 2 Step 3 Step 5 Step 6
Agreeing on Mapping current Linking activities to Evaluating potential impact Computing and evaluating actual
objectives and new activities costs and drivers and implications costs and implications

Top-down vs. bottom-up calculation
When cost data from the General Ledger are allocated to the various activities and cost objects, we call this a top-down
method. But costs can also be defined bottom-up, by measuring the activities and relating them to a rate.

Example of a top-down calculation
The total salary cost for the activity order picking in a Distribution Centre is Euro 3.25m, or Euro 62,500 per week.
The weekly order production is 250,00 units. The cost per package is 62,500/250,000 = Euro 0.25 per unit.

Example of a bottom-up calculation
The cost price of the hourly wage for order picking is Euro 36.00 per hour. From time measurement, the order picker
picks an average of 150 units per hour.The cost per unit is 36/150 = Euro 0.24 per unit.

In the following cases, bottom up calculations may be useful:
*  When top-down data is unavailable or difficult to obtain at the required level of detail;

*  When there are differences between cost objects that can only be defined in this way (when calculating totals, the
general level can serve as a check);

e When the required or desired level of detail for the calculation of the actual activity is relatively high;

e When the top-down calculations are related to norms and it is not certain whether these norms can actually be
achieved.

An advantage of the bottom-up calculation is that standard rates can often be used.

Outcome
Partners now have a comprehensive understanding of the cost dimension and their interrelationships. These may involve:

¢ changes in time
¢ changes in base costs
¢ changes in utilisation of resources.

These may have implications for revenues, profits, credit terms, inventory levels, etc, providing a detailed understanding of
the activities and costs under review.
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Step 1 Step 2 Step 3 Step 4 - Step 6
Agreeing on Mapping current Linking activities to Computing costs Computing and evaluating actual
objectives and new activities costs and drivers Validating output costs and implications
Step 5: Evaluating potential impact and implications

[ Poes Qg Oueome | indicativ tools

* Full understanding of profit potential,
costs & non-costs implications
* Linkage to agreed performance
indicators/target refinements
¢ Implementation decision

PAP ECR Profit Model, DPP,
or other companies’ models

Evaluating potential impact
and implications

With the computed and validated results generated in step 4, it is now possible to look at the overall levels of cost and
profitability. Potential investments should be reviewed, as well as changes in processes, and the implications for training,
knowledge and human resources.

All these implications should then be balanced by the potential cost savings and improvements in profit and sales.
This will determine whether to proceed with the pilot or not.

If the view is that the improvements will meet or exceed the set target, or are valuable enough to consider undertaking
pilot work, the partners should consider who will have to make investments and changes, where the profit improvements
will come from and where any cost decreases or increases will apply.

Process
e Were the agreed objectives achieved?
Link result to If not, what performance indicators were not achieved, and how
performance indicators significant is this non-achievement of selected performance indicators?
e Do the performance indicators need to be modified and, if so, how?

* Will the application affect consumer purchases (improvement of out of
Assess potential effects

on revenue, true profit
and consumer

stocks, assortment, traffic)?
e Are there any qualitative gains to be made from the changes?
e Do these gains warrant potential cost increases?

Assess side effects/

° «“ 1' h ”» .
“reality check” See “reality check” hereafter.

e Once all cost and non-cost implications have been taken into account,

: ) : both parties should decide whether they wish to implement their pilot.
Decide on the implementation L . .
If the decision is to run the pilot, a clear roll-out and a project structure

should be defined and communicated throughout both companies.

Tools to be applied: PAP ECR Profit Model, DPP or other companies’ models
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Step 1 Step 2 Step 3 Step 4 Step 6
Agreeing on Mapping current Linking activities to Computing costs Computing and evaluating actual
objectives and new activities costs and drivers Validating output costs and implications

The “reality check”
Before implementing the pilot, partners should go through a “reality check”.The following questions are examples of
issues that should be checked prior to implementation of the pilot.

Are all conditions for implementation present?

* Are there any barriers to the short-term implementation of the changes (for example, learning process, contracts,...)?

* Are there any barriers specific to the company situation (collective labour agreements, location, etc)?

* Are there preparatory activities that need to be executed first (planning model, EDI, etc)?

* Are there any necessary changes that need to be made outside the project (administrative system, commercial conditions, etc)?
* Have all those who are involved or may be involved within the organisation been informed?

* Wil sufficient economies of scale be achieved?

Are there any risks during the implementation?

* Does complexity increase with more participants?
e Will the complexity be manageable?

¢ Are there trade-offs between cost and quality?

e What is the impact in the long term?

Are there strong cultural barriers?

¢ Are the business relationships between partners strong enough?

¢ s the ECR concept sufficiently spread across partners’ organisations?
e |s there full support from the company top management?

Outcome

By this time, partners will have a full understanding of profit potential, cost and non-cost implications. If achievements
conform to agreed performance indicators, the way is then open for the formal implementation decision.

Case study
Case: reality check on a cross-docking initiative by a fashion manufacturer and a retailer

Are the cost savings realistic?
Yes, sufficient volume is generated because the retailer is introducing cross-docking with several producers
simultaneously.

Are the conditions present for implementation?
e The manufacturer supplies exactly the right volume just in time. If not, the control costs would get out of hand.
In this case study 64 deliveries arrive at the DC instead of one.

* Both partners can process EDI
e There are enough joint quantitative and qualitative advantages

* Qualitative advantages do indeed appear in practice.
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Step 1
Agreeing on
objectives

Step 2

Mapping current
and new activities

Step 3

Linking activities to
costs and drivers

Step 4

Computing costs
Validating output

Example of a “reality check”

Step 6
Computing and evaluating actual
costs and implications

Short term Medium term Long term
savings savings savings
Manufacturer
e Pick orders O
e Deliver products ]
DC retailer
¢ Procure finished products O
* Receive/store products ]
* Manage customer orders O
e Pick orders O
e Deliver products ]
* Handle returnables O O
¢ Manage invoices O
Store
* Receive/store products 0 ]
Boundary conditions e Adaptation of retailer’s administrative system
e Commercial conditions need to be matched
e Long term: expansion of transshipment area

Risks e Magnitude of scale plays a limited role:

amount of products/number of suppliers related

to complexity/risks (the more participants, the

higher the risk of something going wrong)
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Step 1 Step 2 Step 3 Step 4 Step 5
Agreeing on Mapping current Linking activities to Computing costs Evaluating potential impact
objectives and new activities costs and drivers Validating output and implications

Step 6: Computing and validating actual costs and evaluating
implications for new scenario

| Poeess Qg Ouome indicativ tools

 PAP ECR Profit Model, DPP,

or other companies’ models
* Gap analysis of agreed
performance indicators

e Actual results
» Comparisons with agreed targets
* Common understanding of variances

* Computing actual costs for new scenario
* Evaluating actual impact and implications

The final step in the overall process is to compute the actual costs arising in the new scenario and to evaluate the impact
and implications of what has been achieved in both qualitative and quantitative terms.

Of course, it is vital to understand the reasons for the variance between what was predicted and what actually happened.
It is also vital to balance this by using strategic conversion methods such as the Balanced Scorecard to consider what
improvement in processes might be required to bridge any gap between expectation and reality.

If results exceeded expectations, partners should try to understand the positive aspects so that those things that
contributed to over-achievement can be replicated.

The model used to compute the results should be robust enough to feed in the actual data and to provide a rapid
comparison between projection and reality. It is crucially important to understand why differences occurred, what
assumptions were inaccurate, and why, so that this can be fed back into the process.This facilitates continuous learning
and process improvement.

Process

Gather and * For simulation purposes, data has already been collected before the implementation
compute actual data of the pilot.The same needs to be done with actual data after implementation. Once
the actual data has been gathered, the computation is the same as for step 4.

1

e What are the key variances?
Al i * What was the cause for those variances?
nalyse variances . . L
y e Can the cause of negative variances be eliminated?

e Can the reasons for positive variances be sustained?

1

e Formalising the outcome is fundamental: it actually helps partners to get a clear
Formalise findings view of the results of the pilot and of the potential roll out. Moreover, results need
to be communicated to obtain buy in inside both companies.

1

* Make any necessary investment decisions

e The process for the roll-out should be a map identifying the main tasks (ensure processes
Prepare action plan are clarified and translated), the project management structure, the resources, time and
organisation (roll-out planning).This process should take into account:

— the larger scale complexity of the roll-out and leverage experience from the pilot

— the communication within the company and with other partners
— the training programme (feed-back loops, dissemination of findings).

Tools to be applied: PAP ECR Profit Model, DPP or other companies’ models, gap analysis of agreed performance indicators
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Appendix: The Activity List

In Activity Based Costing, activities are described using one or more verbs followed by an attached object, for example

» o«

“replenish store shelves”,“checking incoming goods” or “planning a promotion”.

AS a rule of thumb, those activities described account for more than 5% of a person’s time or 5% of the capacity of a cost
carrier. Activities can be grouped into major activities or business processes.

A standard “Activity List” has been developed to provide rapid insight into activities. This list was composed within the
context of ECR Europe and contains a large number of activities that appear in the value chain.They are numbered and
described in unambiguous terms to ensure that partners in the chain use the same definitions.

The “Activity List” can serve as a basis for discussion between partners where activities are reviewed by different
disciplines.The desired outcome of such a discussion is a list of the activities that will probably by influenced by the
initiative.

The activity list is composed as follows:
e Activities (eg,“Scrap returned products”)
e Major activities (eg,“Handle returnables”)

e Business processes (eg,“Replenish”)

Set-up of the standard activity list

Business Processes ——> Business Processes —— > Business Processes —— > Business Processes

The “Activity List” is generic for the whole chain. For each activity, an indication is made whether it is applicable to
Manufacturers (Mfct), Wholesalers (Whol) or Retailers (Ret). These indications refer to the partners in the supply chain
(the “parties around the table”), not to physical locations.An example of physical locations (eg, a retailer) are
“Headquarters”, “Regional DC”,“Store” etc, (see also appendix on “Wizard”).

For most activities an activity driver is assigned. It is impossible to define activity drivers which are generic for all partners
and situations. Therefore this should be seen as a “likely” activity driver, a suggestion which can help identifying activity
drivers in a specific case.The activity drivers, or “clients of the activity”, are broken down into SKU related drivers and non-
SKU related drivers.This way activity drivers can be identified which are directly linked to SKU characteristics and those
which are related to other variables, like consumer or account related drivers. For certain activities activity drivers are
described as “multi-dimensional”. This means that in practice not one single activity driver can be defined. Finally, all
“overhead” related activities have no driver assigned.

The activity list also indicates cost types.This is a general way of calculating the cost per activity as described below. This
is intended to be a “first help” in calculating the costs per activity on the object level. Generally, 7 cost types can be
distinguished.

Generic ABC Methodology/types of costs

Think of Activity Based Costing, the ECR Activity Wizard, this Guidebook and the PAP ECR Profit Model’s Cost Types as
parts of a toolkit.
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Activity-Based Costing is a tool bag. It holds a number of tools; some of these may be typical activity types, typical
resource types, typical cost types. The PIETF’s Guidebook and ECR Activity Wizard give many examples of these.

The PAP ECR Profit Model’s Cost Types are like a set of screwdrivers in the tool bag. Each screwdriver is used to tighten
screws; each screwdriver is designed for a size and type of screw. But those screws can be tightened by the appropriate
screwdriver whatever the screw’s length and wherever the screw is used.

The list below (numbers 1 to 7) helps you to decide which screwdriver to use on which screw, wherever it is used.

1.

Overhead cost is a cost type which is incurred through an activity which is not directly linked to a SKU.
For example, Activity Number 2101 Monitor Consumer Satisfaction [Business Process 2: Merchandise; Major Activity
21: Manage Product Categories:] is an example of Cost type 1: overhead cost.

Overhead costs calculation: total cost x the percentage of the overhead that is related to the activity/the required
cost unit*. For example, you monitor consumer satisfaction through syndicated or “Omnibus” Market Research, and
this costs 150,000 Euros annually. Forty percent of this cost can be attributed to existing Product Categories.The
overhead cost attributed to Activity Number 2101 would be 150,000 Euros multiplied by 0.4 (or 40 percent of 150,000
Euros), or 60,000 Euros.

Cube-related cost is a cost type which is incurred according to the cubic space taken by the product eg, in storage
or in transport. For example, Activity Number 4410 Storage of Products on Store Shelf [Business Process 4: Replenish;
Major Activity 44: Store Products:] is an example of Cost type 2: cube-related cost.

Cube related costs calculation: total cost [eg, Storage]/total cubic metre [storage] space available x cubic metre
dimensions of the stored object x length of time in store/the required cost unit*. For example, the cost of storage in
the warehouse is 1,000,000 Euros each year, and the warehouse has 100,000 cubic metres available for storage — the
resulting cost is then 10 Euros per cubic metre per year.

If the product is stored on a pallet 100 cm wide, 120 cm deep and 180cm high (including the pallet), the stored
volume of the product is 2.16 cubic metres. If the product is in store for 2 weeks the cubic related storage costs are
10 Euros per cubic metre x 2.16 cubic metres x (2 weeks/52 weeks) = 0.83 Euros (or divide by the appropriate figure
if your cost unit is not the Euro).

Object-related cost is a cost type which is incurred by a unit when resource activity is applied to it. For example,
Activity Number 4409 Put Away Products in Back Room [Business Process 4: Replenish; Major Activity 44: Store
Products:] is an example of Cost type 3: object related cost.

Object related costs calculation: resource cost during a time period x working time taken/the required cost unit*.
For example, a person’s labour during a work shift cost 10 Euros per hour or 0.167 Euros per minute, and putting the
product away in the back room (of the Outlet or Store:Activity Number 4409) takes 2 minutes.The Object-related cost
is calculated: 2 minutes x 0.167 Euros per minute = 0.333 Euros for this activity (or divide by the appropriate figure if
your cost unit is not the Euro).

Financial inventory cost is a cost type which is incurred by stock in its passage through the supply chain.
For example, Activity 4411 Inventory Cost of Products on Store Shelf [Business Process 4: Replenish; Major Activity 44:
Store Products:] is an example of Cost type 4: financial inventory cost.

Financial Inventory costs calculation: value of inventory x interest rate in percent/the time period required.

For example, at any one time in the warehouse there is 2 weeks inventory of the product: 4 cases.The cost per case is
30 Euros, and our cost unit is a case.The interest rate for borrowed money during the period would be 10 percent.
The Financial Inventory cost is calculated by multiplying the value of the inventory with the interest rate for the
period in stock, ie, 4 cases x 30 Euros per case x 10% x (2 weeks/52 weeks) = 0.462 Euros (or divide by the
appropriate figure if your cost unit is not the Euro).

Note that this calculation could return a “positive” figure representing [potential] interest earned [ie, a Benefit, instead
of a Cost]. Note also that Cost type 4: Financial Inventory Cost, like Cost type 7, is often multi-dimensional.

. Time-related administrative cost is a cost type which is incurred as an element of time within the overall time

taken for an activity. For example, Activity Number 4605 Prepare Shipping Documents [Business Process 4:
Replenish; Major Activity 46; Pick Orders and Deliver Products:] is an example of Cost type 5: time-related
administrative cost.
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Time-related administrative costs calculation: total cost of activity/number of objects actioned (eg, Cost of
preparing shipping documents/number of sets of shipping documents prepared = cost per order).

Event-related cost is a cost type which is incurred when a specific event occurs. For example, Activity Number 4901
Maintain Product Bill of Materials [Business Process 4: Replenish; Major Activity 49: Maintain Masterfile data:] is an
example of Cost type 6: event-related cost.

Event-related costs calculation: costs per event x number of events/the cost unit required®. For example, if the
masterfile record for the product costs 5 Euros to update, and the masterfile needs updating with new data once
during the study period, the Event-related cost calculation will be 5 Euros (or divide by the appropriate figure if your
cost unit is not the Euro).

. Multi-dimensional cost is a cost type used where two or more circumstances may be appropriate. An example

would be where Transport costs may be calculated either using Cost type 2 (Cube-related cost) OR a unit-related fee
(ie, cost per case or per pallet). Activity Number 4609 Transport to Customer [Business Process 4: Replenish; Major
Activity 46: Pick Orders and Deliver] is an example of multi-dimensional cost.

Multi-dimensional costs are calculated according to the elements that make up the costs under the appropriate
circumstances. For example, if Transport Costs are incurred both for handling the pallet in loading and unloading
(Cost type 3, Object-Related) and for the Transport, according to distance and cube, a pallet of 100 cases could cost 2
Euros for Handling, 0.1 Euro per km over 100 km (10 Euros in total) and 3 Euros for insurance.The total of these multi-
dimensional costs would be 15 Euros.

These ECR cost types are generic. In other words, the calculations will work in the same way for each cost type wherever

it is used — by manufacturers, by transport companies, by wholesalers, by retailers.

The cost types can be used within an Activity-Based Costing structure, and are the same cost types as those employed by
partners in the same supply chain using PAP’s ECR Profit Model.

* Required cost unit is the unit in which the results are to be expressed. Examples of required cost units are Pallet/Case/ Outer.
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For further information contact:
Efficient Consumer Response Australasia
c/o Australian Food and Grocery Council
Locked Bag 1

Kingston ACT 2604

Phone: (02) 6273 1466

Fax: (02) 6273 1477
www.ecraustralasia.org.au

ECR Australasia is the owner of the copyright in the contents of this publication.
All rights reserved. Publication of this document in any form is not authorised without
the express permission of ECR Australasia.
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