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® FEan International member countries

« EAN International's global partner
for North America - the UCC

® EAN¥UCC company prefixes are allocated
on a direct basis by EAN International and UCC
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= INTRODUCTION

The Packaging Supply Chain Project was established to develop and promote efficient
supply chain solutions to the suppliers of packaging materials. They enable their consumers,
customers and shareholders to benefit from global business standards and electronic busines
tools. The project was sponsored by EAN International and has its roots in the development
of standard, international multi-industry logistics solutions and tools, such as the EAN¥UCC
Logistics Label. The two most significant results of the project are key recommendations

to the suppliers of packaging materials and a current best practice model of EAN¥UCC
System application in the packaging supply chain.

EAN¥UCC standards A not-for-profit association, EAN International, together with 94 national EAN organisations
enable efficiency gainsandg:s glof;:_)a_l partner for thelusg agd Canada - thedUdniforlm Code Council (fLJdCC)Zf. _
nables efficient international trade by managing and developing a system of identification
to be spread from a usegnd communication tools for goods, services and locations. The EAN¥UCC System provides
company to the  the world economy with a global supply chain infrastructure by means of standard numbering
business systems of Itfructures, standard data carriers, and standard electronic data interchange (EDI) messages
suppliers and customers o _
It is used by over 900,000 companies in more than 100 countries and represents one of
the largest and fastest expanding business communities in the world. EAN¥UCC standards
are voluntary business standards recognised by ISO, CEN and many other private and
inter-governmental organisations. They are the key enabler of efficient supply chain
management and form the backbone of global Efficient Consumer Response (ECR)
initiatives.

E-Business Tools

1 1 1
Standard Standard
Standard
et datacariers EDImessages
stuctures (EANCOM)
LT LT LT

EAN¥UCC System

> EANMUCC System Provides Global Supply Chain Standards and E-Business tools

EAN¥UCC standards enable efficiency gains to be spread from a user company to the
business systems of its suppliers and customers. The standards are indispensable to packagil
companies, which need to understand them and then deploy them for maximum strategic
and operational advantage. While their customers are looking for lower prices, higher
quality and service levels, at the same time, they seek to deepen relationships and loyalty
to their suppliers of packaging materials. This translates into Ovalue chain integrationO - a
process of collaboration that optimises all internal and external activities involved in
delivering greater perceived value to the ultimate customer.

Examples of EAN¥UCC System implementation B described in section three B demons-
trate that packaging companies that have achieved most benefits from applying the
EAN¥UCC System are those that had primarily introduced it for internal efficiency gains
rather than because they were asked to do so by their customers.
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« EXECUTIVE SUMMARY

The packaging supply chain is demand-driven. A retail sale triggers an ordering
process that runs back upstream the supply chain and each participant responds
by delivering goods and/or services to his customer. Consumer goods manufacturers
and distributors that have adopted innovative practices in managing their demand
and supply chains are enjoying higher levels of performance and shareholder
returns. Cutting-edge supply chain management practices and use of EAN¥UCC
System tools are considered to be the key enablers of their success.

EAN¥UCC standards are over the past two decades, the driving force behind EAN¥UCC member companies®
the key enabler of demand for standardisation has evolved from supporting efficient distribution in
electronic commerce - _the 19700s, to efficient logistics management in the 19800s, and most recently ir
the 19900s, efficient international trade and e-commerce. While it is widely
teCh”O'OQY enabled acknowledged that the Internet is the promulgator of electronic commerce, it is
automation and  |ess known that from the onset EAN¥UCC standards are the key enabler of
acceleration of internal electronic commerce - technology enabled automation and acceleration of internal

and external company and external company processes.
processes

Automation

Time
Compression
Electronic
Business-to-business
Communication

P Key Concepts Driving EAN¥UCC System Application

Key concepts driving Key concepts driving EAN¥UCC System application can be summed-up in three
EAN¥UCC System areas:
application are:

. . *¥Automation of business processes by means of automated data capture
automation, electronic

and electronic data processing;

business-to-business *¥Communication of information in the fastest and most accurate manner
communication, and time by means of standard electronic messages that automatically update
Compression computer applications with data from trading partners;

¥Time compression, which offers strategic opportunities to improve
customer satisfaction, not just by cost reduction, but also by reengineering
business processes across the supply chain.

All these areas require a holistic view of the supply chain, only attainable by
deploying international business standards - EAN¥UCC standards. Automation
significantly increases productivity and reduces the amount of paper-based
administration and associated costs. It also eliminates the inevitable errors resulting
from manual data entry and processing. Electronic communication enables
companies to better manage and control their business cycle and results in improved
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Key benefits driving
EAN¥UCC System
application include:
increased product
availability with
lower inventory,
Improved business
cycle management
and increased
customer service

logistics management. Time compression increases customer service responsivene
and reduces costly imbalances in supply and demand, minimising inventory
holdings.

The benefits associated with packaging supply chain management using EAN¥UCC
standards go well beyond the efficiencies on which logistics managers have
traditionally focused. These include:

*Greater customer loyalty, as demonstrated in the examples of EAN¥UCC
System implementation by Kappa Packaging, Smurfit France and Van
Leer 4P Ronsberg;

*Increased product availability with lower inventory, as demonstrated by
the examples of EAN¥UCC System application in support of "vendor managed
inventory" and "self-billing" (Kraft Jacobs Suchard and Astra CalvZ);

*Cost reduction resulting from aligned logistics and an improved
understanding of cost-to-profit relationships in the context of strategic
supply chain initiatives, such as ECR, or company initiatives as
illustrated by AssiDomSn Packaging UK and Sara Lee / Douwe Egberts
examples.

Increased Production
and Reduced Costs

Greater
Customer Loyalty
Increased Product
Availability with
Lower Inventory

Increased
Customer Service
Improved Business
Cycle Management

» Key Benefits Driving EAN¥UCC System Application

Above all, the EAN¥UCC System enables benefits that go far beyond cost efficiency:
it promises greater competitive power, as described in section three. Current best
practice examples demonstrate that the packaging supply chain can operate with
low stock, automated plan-order-receive-produce-deliver- invoice-pay-replenish
processes, and with the information about inventories, sales and forecasting shared
in Oreal timeO through a seamless IT network running the full length of the supply
chain. We are already witnessing the emergence of supply chain management
excellence in the form of ECR and other initiatives that link packaging material
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providers with manufacturers, third-party logistics providers, wholesale and retail
trade. Its overall aim is to make visible the opportunities to improve supply chain
performance for the benefit of consumer, customer and shareholder value.

The next wave of changeThe application of EAN¥UCC System tools is increasingly being directed towards
will connect the suppliersthe demand side of the supply chain. The next wave of change will connect the
of raw and packaging suppliers of raw and packaging materials to the enterprise performance management
. ~ systems that already link many manufacturers and retailers. Rapid development
materials to the enterpriséand deployment of new EAN¥UCC tools and data carriers, such as WebEDI,
performance managemenRadio-Frequency Identification (RFID) tags or Reduced Space Symbology (RSS)
systems that already linkwill enable EAN¥UCC member companies to further improve and integrate their
many manufacturers supply chains with those of their suppliers and customers.

and retailers.
Shareholder Value
[ 1 1 [ 1

Aligning Synchroni-
Supply Chain Efficient sation of
Strategy with Supply Chain Production
Business Management to Consumer
Strategy demand

LI LT LI

EAN¥UCC System

> EANMUCC Systemn Enables Efiicient Supply Chain Strategy Alignment

The later a company The later a company decides to implement the EAN¥UCC System, the more
decides to implement thedifficult it will be to catch-up with its more advanced deployments. This publication
provides a guide for packaging companies, as well as their customers and suppliers
EAN¥U_C_C Sy_Ste_m , the seeking to introduce EAN¥UCC standards in support of leading edge supply chain
more difficult it will be  management and strategic supply chain initiatives:
to catch-up with its more
advanced deployments *The first section explains the rationale for EAN¥UCC System application
by illustrating the process of creating shareholder value by aligning supply
chain strategy with business strategy.

*Section two demonstrates how customer value is created by aligned
logistics operations and outlines the current best practice model of
EAN¥UCC System application in the supply chain and key
recommendations to the suppliers of packaging materials.

*The third section provides the reader with examples of current best

practice of EAN¥UCC System implementation in the packaging supply
chain.

*¥The appendices provide a practical insight into the implementation of
the EAN¥UCC System.
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= CREATING VALUE BY ALIGNING SUPPLY CHAIN
STRATEGY WITH BUSINESS STRATEGY

Creating Shareholder Value by Efficient Supply
Chain Management

Supply chain strategy has evolved from integrating logistics and lowering costs
to working together with customers and suppliers to fulfil consumersO wishes
better, faster and at less cost. The need to reduce supply chain assets and costs,
while at the same time increase customer service and company growth is driving
the application and development of common standards. Recognising the strategic
importance of the supply chain, companies across the world have implemented
EAN¥UCC standards.

The EAN¥UCC System enables efficient supply chain management and international
trade by providing standard tools that allow all supply chain participants to
communicate in one global language of business. Because supply chain capabilities
are related to financial performance, aligning supply chain strategy with business
strategy has become a top priority for many companies. By uniting corporate and
supply chain objectives, they can boost profitability and growth, and therefore
increase shareholder value.

The EAN¥UCC System
enables efficient Supply chain Lower costs of goods sold, transportation, warehousing, material
handling and distribution management costs
) management and Increased customer service and product availability
international trade by
providing standard tools that v
allow all supply chain More Profitabilty
participants to communicate \4
in one global language of Shareholder Value
business
JAN
Less Capital
A
Fewer physical assets
Shorter order-to-cash cycles
Lower raw materials and finished goods inventory

» Creating Shareholder Value by Eficient Supply Chain Management

To augment the value of a company, earnings must exceed the cost of capital. In
other words, the company must increase sales while reducing cost, thus becoming
more profitable to its owners. The supply chain directly influences both. The
EAN¥UCC System provides standard tools that enable business processes to be
executed more efficiently. Increased customer service levels and product availability
drive the companyOs earnings upwards. Efficient logistic operations enable a reductior
of its operating costs. Furthermore, matching supply with demand by synchronised
production and delivery of the right product, at the right time and the right place

to the right customer, reduces inventory and working capital requirements.

©
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To fully realise shareholder value, progressive and forward-looking companies have
formulated strategies that capture the full potential of EAN¥UCC System application

in the packaging supply chain. They have learned a lot from their customers,
which have successfully applied EAN¥UCC standards to reduce inventories by
smoother flow of products from manufacturer to retail and better alignment of
production to retail sales.

The key enabler was the establishment of common international standards -
EAN¥UCC standards - that could drive the economies of scale through logistics
consolidation. Where inventory and cost reduction have been achieved, the
application of EAN¥UCC System tools is now focused on supporting category
management and revenue-enhancement opportunities.

The future source of
inventory reduction and
supply chain optimisation
is the synchronisation of

production to consumer Manufacturer

demand t.oblovltoo oblovltoo.c
EANMUCC EANMUCC

Standards Standards
l..ll'.ll.' l:..lll.ll Supplier

Retailer

P The Key Enabler of Efficent Supply Chain Management Is the Establishment
of Intemational Business Standards

Synchronisation of Production to Consumer Demand

Retailers and consumer goods manufacturers, were first to increase shareholder

value by improving inventory and logistics management by means of EAN¥UCC

standards. Daily deliveries from regional distribution centres to points of sale

eliminated the need for most of the backroom stock. In-store inventories were

even further reduced by electronic point of sale data capture, combined with

automated store level, sales-based ordering. Just-in-time supplier delivery and
Manufacturers, with or optimised order sizes kept distribution centre stock to a minimum. The future

without ECR  source of inventory reduction and supply chain optimisation is the synchronisation
programmes, do not of production to consumer demand.

ignore the role of packaging suppliers are increasingly asked by their customers to apply leading
packaging suppliers sincedge management methods and available technologies to reduce costs and respons
they account for 30% to times. The European Value Chain Analysis study, commissioned by the European
50% of total costs and ECR Executive Board, analysed the cost structure of the total grocery supply
_ chain. According to the study, raw materials and packaging suppliers receive on
frequently dictate  ayerage 32.8% of the consumer price in revenue from the manufacturers. Since
downstream service levelte study did not closely examine suppliers, we do not have a detailed cost structure
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relating to packaging materials. Nonetheless, given that the manufacturers spend
the largest amount of their costs on ingredients and packaging (46.4% of all their
external costs), and that they represent a substantial portion of the consumer price,
packaging material buyers cannot ignore them.

Many manufacturersO first reaction is to eliminate high inventories due to poor

communication of actual consumer demand. When this process is taken to its
logical extreme, it will result in synchronisation of production to retail sales.

Efficient Consumer Response (ECR)

EAN International
provides global business
standards that fully
support the elements that
have been defined as key
to the successful
implementation of ECR

conce pts
P Manufacter cost
benchmarking summary
%
Total costs 100.0
External costs 71.6
Internal costs 28.4

Sources of external costs 71 g
Advertisement funds 13.9
Consumer promotion fundg1.3
Ingredients and packaging46.4

Sources of internal costs 28.4

Introduce products 2.6
Merchandise products 2.7
Promote products 1.8
Replenish products 21.3
Inventory (% of revenue) 10.4

(Source: ECR Europe)

Implementing strategic initiatives, such as ECR, could result in total supply chain
cost reductions as high as a 6.5% reduction in consumer prices. Even when taking
the average 5.7% figure (consisting of a reduction in operating costs of 4.8% and
reduction in inventory costs of 0.9%), this translates into over $ 33bn worth of
savings across the entire European grocery industry. Manufacturers, with or without
ECR programmes, do not ignore the role of packaging suppliers since they account
for 30% to 50% of total costs and frequently dictate downstream service levels.

Advertisement

Consumer promotion fund:

Ingredients and packaging

Introduce products
Merchandise products
Promote products

Replenish products

0% 10% 20% 30% 40%

(Source: ECR Europe)
P Manufacturer Sources of Cost D Expressed as % of Consumer Price

EAN International provides global business standards that fully support the
elements that have been defined as key to the successful implementation of ECR
concepts. Creating strategic alliances between manufacturers and packaging
suppliers is the key for successful Osupplier integrationO, one of the ECR improvemen
concepts. Manufacturers are increasingly establishing partnerships with a few key
suppliers instead of relying on many different ones. These alliances rely on the
prior integration of key business processes between manufacturers and retailers
to facilitate information flow.

Under these strategic alliances, ECR places a high priority on joint efforts that
address replenishment concepts, which compress cycle times and improve demand
visibility. Research undertaken by Andersen Consulting for a consumer goods
manufacturer shows that reducing the selling price by 1% requires a 5% cut in
supply costs to avoid a profit shortfall, which usually has a further negative impact
on customer service. This is having an enormous effect on the packaging industry
and is considered one of the drivers behind its consolidation.
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Reducing the selling price

by 1% requires a 5% cut
in supply costs

Supplier Manufacturer
Retailer

Value chain

Consumer Price Reduction =5.7%
| A

Operating costs =4.8% | inventory costs =0.9%

(Source: ECR Europe)

b CostReduction - Total Supply Chain

There is no doubt that the synchronisation of production to retail sales will have

a profound impact on packaging companies. They will have to be highly efficient
to remain in business. However, efficiency alone will not be a sustainable source
of competitive advantage. More and more packaging companies are joining the
EAN¥UCC community, not only to facilitate and satisfy their customers with
additional levels of service and supply chain integration, but also to stimulate and
inspire demand for their own products and services. Ultimately, packaging
companies will evolve from measuring performance in terms of market and category
share, to measuring performance in terms of overall consumer spending. Success
or failure to adapt to this (r)evolution will determine their prosperity.
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