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OVERVIEW

January 2020. The retail industry was already struggling with the disruptive forces of the digital age.
Then the pandemic hit with suppliers and retailers facing never-before-seen challenges. By spring,
new dynamics were in play that dictated consumer demand, shopping behaviors and the entire
supply chain. The truth is that COVID-19 was a catalyst to industry transformation that began years
ago. And while many despaired, many others saw opportunity to grow and innovate.

Rohrer was one of the latter.

Rohrer partnered with Kantar, a global research agency to develop a cutting-edge white paper
entitled, “Disruption and Resolution: The Future of Retail”

This comprehensive analysis takes a broader perspective from manufacturers, suppliers, vendors,
retailers and logistics of what’s happening in the world that is impacting retail today and tomorrow.
In this year alone, the housing market has had a totally unpredicted - yet explosive growth. Work
habits have changed drastically. And the online world skipped ahead to a 2030 version of itself.

Within this volatile landscape, the white paper focuses on three critical topics relevant to
suppliers and retailers:

« Navigating the current and future retail landscape into 2021: Disasters are becoming a primary
variable

«  Winning with omnichannel: A review of core retailers highlights how each retailer uses
ecommerce as an extension of its overarching growth strategy

+ Implications for near-term and future for manufacturers and packaging companies: Packaging
has two concerns: Exterior hygiene and in-depth identification of route to market. In the year of
COVID-19, what are the most effective sanitation materials, protocols and communication
strategies?



1. NAVIGATING THE CURRENT AND FUTURE RETAIL LANDSCAPE INTO 2021.

It's been said that to look ahead, you have to look back. In 2008, we found ourselves in the Great
Recession — globally. Back then, Kantar developed a model to help us better understand where we
were, and how best to plan for the future.

To help plan markets and their development, we created a dynamic mode in 2008

The Market Evolution Model was for defining current and future states for planning
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Kantar used this model to assess where countries were within a larger continuum of retail capabilities.
Each complex process change was a growth opportunity for first movers.

What would happen if countries suddenly hit a major roadblock and started moving backwards?
That's where we are right now with many countries moving backward through this continuum of
retail capabilities. In 2020, that’s why ‘disasters’ added another variable which is now a standard part
of Kantar’s model.

Retailing Disasters
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modeling needs, but also a fourth dynamic, disruption, to contend with.
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ALTHOUGH COVID-19 IS AN OBVIOUS GLOBAL DISRUPTION, IT’'S NOT THE
ONLY FACTOR.

« Government leadership and public trust have shown to be even greater disrupters, even though
they aren’t classified as a disaster.

+ Aside from disease, the major distortion is government infusions of funds. It's getting harder to
define good management vs. just masses of new money. Source: Kantar, Federal Reserve Bank of St.
Louis, CNBC

« The acceleration of climate anomalies is a retail planning concern: Changes in biomass, average
temperatures, violent storms, and melting ice are clearly creating disruptions that need to be
accounted for in planning.

- Complexity: Disasters have impact on integrated economies: The more interconnected and densely
populated the area, the greater the damage to retail. Retail continues to be an “essential service”, but
the increasing scope and severity of disasters put more stress on alternative and external assistance
each year. Source: USGS.org, Reuters, Kantar

« Adding disasters to the continuum forces operational changes to the fore and shopper concerns
weaken. This also spawns some big questions:

+  What retail channels fail?

«  What happens if the shoppers drop out of the middle class?

+ How much distortion do governments create with financial support for shopper support and
retailers?

We need to do better planning in terms of how we manufacture and market products — and then deal
with the disruptions that could impact the supply chain. The pandemic has made it obvious that the
supply chain has become absolutely paramount in terms of planning. When you add disasters into the
model, you start looking at which markets to invest in. For example, China opened up its banking and
financial system in ways nobody expected. They anticipate being the one place where the GDP,
inflation and other variables would cause financial services to come into the market.

Canada experienced the same brutal pandemic, but they are coming through it due to a very stable

government and financial institutions associated with it. Canada all of a sudden becomes a much more
attractive market today than a year ago. For the U.S, we got over the initial impact of the pandemic that
caused the recession, but our recovery will take time. And most noteworthy, it’s the central banks, not
government bailouts, that are driving the recession response. They are pumping huge amounts of
liquidity into the system.




2020 crisis has arrived much faster than the previous two recessions

. Cause of the recession is on the radar'

. Recession begins

. An event intensifies the recession®

Mar Recession ends
2000

Early 2000s recession @ [}

Dec

Great Recession [ ] [ ]

A
Jan  Mar ZOZLE'Jgor
2020 2020  peyong?

2020 recession o0 000

-12-11-10-9 -8 -7 -6 -5 -4 -3 -2 1|1 2 3 4 5 6 7 8 8 10 11 12 13 14 1516 17 18 19 20 21 22 23 24 25 26 27 28 29 30 31
Months before recession Months after recession

* The cause of the recession is on the radar, but threat is unclear: Dot-com bubble starts 1o deflate (March 2000). home prices decrease year to year (January 2007), new virus reported in China (January 2020).
. ifies due 1o an event related or unrelated to the initial cause of the recession: September 11th terrorist attack, Lehman Brothers collapse (September 2008), possible banking crisis {August 2020-7)

AT-A-GLANCE: RETAIL AND THE RECESSION

+ Retailers are having serious issues this year (supply chain, sanitation measures, customer engagement)
despite being massively successful in many cases. Except for mall department stores, most others
are having a very profitable year to date. The reason? There’s no place to spend discretionary money
such as vacations, movie theater, restaurants etc.

« Thereis an uptick of changes in SKU proliferation as well as forecast volatility.

« Home sales have recovered most of their lost ground. A historically low inventory and record-low
interest rates kept buyers hungry.

+ Home improvement sales have greatly improved in the post-COVID time period, such as Home
Depot and Lowe’s. Being designated essential retailers during the shutdown has helped; adjusting
to staying at home has also meant more household spending on consumables and DIY purchases.
Source: Kantar, National Association of Realtors, US Department of Commerce.

« Even in the middle of the pandemic, CVS is still seeing a drop in pharmacy sales due to shoppers’
reluctance to seek non-COVID medical help.

+ Inventory and SKU reduction continued from the first quarter for US retailers. Non-US markets
greatly reduced capital investments as they canceled store construction and remodel plans,
However, overall ecommerce capacities are an area of increased spend.

« New product lines of tracking, games, and toys show inventory issues. Game manufacturers
shipped a full year out in March and have had issues in recovering due to continued demand.

« Most retailers continue to dramatically increase cash-on-hand. Even Costco and Walmart, with a
comparatively lower increase, are holding historically high levels of cash



Overall, retailers that were opened performed remarkable well in Q2. But Performance was tempered
by changes in inventory, capital investment, and cash-on-hand.
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CASH-ON-HAND CONFIDENTIAL

When you go into a recession, you become a balance/asset/cash sheet retailer — and the liquidity thereof.
If you stayed opened, you had the best quarter ever. But where revenues are off by 10, 20, 30% of the
operating margin, the money that is the result of operations has gone up 60, 70%. A lot of this is due to
removing promotions or getting slower-moving items off the shelves. But what about keeping the
shelves stocked - a very real 4th quarter issue. Some retailers can't get product out of China - more
correctly, off the boat. Retailers have very real concerns about securing inventory going into the 4th
quarter. And capital investment? It's going into IT to enable or enhance omnichannel.

And speaking of cash, the Fed churned a massive amount of money into retail this summer which was
great. But...and here’s the caveat - it's a one-off. This is for the short term only. The Fed is a massive
disruption, much more so than Congress, particularly in business. They have pumped liquidity into
companies that you would expect to be going out of business - but are actually doing reasonably well.
They are known as ‘zombie’ companies. Although few people watch what the Fed is doing, now’s the
time to take notice. What are their targets? At some point, they have to start backing out. Also, of note,
retailers are backing out of inventory when they can, and when they accidentally do it because of the
loss of orders, this is all shifting to cash-on-hand.

At some point that cash-on-hand number is going to switch and switch very quickly. That's the number
everyone should monitor. When cash-on-hand numbers start shifting, that signals the investment is
going back into the stores, sites, and inventory. That will be our indicator of recovery, but the timing
when that will happen is uncertain at this point.

It's important to note that retailers are extremely resistant to taking on new ideas, products and processes.
They're looking at anything that impacts their cash-on-hand as an investment that takes away from capital
as being a risk. This is a key factor if you are approaching retailers with investment opportunities such as
an innovative approach to inventory, product line expansions or merchandising. They will see it as risk —
and not opportunity



But the bottom line for almost every retailer is, | don't trust the future. | want to have cash-on-hand
for whatever happens. That will dictate when they start reinvesting back into stores, inventory,

packaging and merchandising.
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Most retailers are at historic levels of net margin so they can start building cash on hand
from a high point. A line-by-line reading of each cash flow statement shows retailers
moving to cut investments in capital improvements, inventory on hand, and stock
buybacks. Accounts payable shows slowing outward payments to vendors.
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The trend quarter to quarter has been to continue increasing cash on hand as the full
extent of the pandemic and recession as a future distortion to business is made clear. As of
the time of this report, some companies had not reported their Q2 results that reflect the
challenges of 2020.

Channel Sales Forecasted into 2025 is still fluid - Too many variables within 2020 to date, but trends

are shifting
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SUPPLIER IMPLICATIONS

Suppliers must be very aware of how quickly
retailers need to respond to the global
pressures of COVID-19 and a major recession

Retailers are having serious issues planning for
all the changes occurring in 2020 and into 2021
with the pandemic, recession, and social
disruptions. Government and Federal Reserve
actions may help, but they are equally
disruptive in the short term. Keep a close eye on
what the Fed is doing in terms of where they are
pumping in large amounts of cash. Working
with retailers will mean far less long-term
planning and far more discussion about
capabilities that will enable them to change
and adjust with little notice.

Retailers are shifting away from inventory and
moving to increase cash-on-hand at historic
rates. If they cannot plan, then they need to
have as much flexibility as possible to react
quickly to unexpected events. Any vendor partner
must expect SKU reductions, expanded
payment terms, and resistance to new items.
Invest more in innovation that you can position
to retailers as adding quick value to their
bottom line along with creating new areas of
shopper demand.

Retailers are viewing anything that locks up
capital as an issue. That includes not only
inventory but also new stores, remodels, and
major capability investments aside from
ecommerce. Assess the opportunity to increase
support of retailers’ecommerce and fulfillment
needs along with a review of packaging
optimization for fulfillment and size of relevant
items that might be impacted.

2. WIN WITH OMNICHANNEL

So how exactly do we win with omnichannel? First,
let’s all agree on its definition: it’s a sales strategy for
using all of your communication channels to create a
single unified customer experience. This includes
touch points from bricks and mortar, to digital, to POS.
And as stated earlier, omni channel transformed into
its 2030 self. So how long it will stay? Do you invest in
it? Absolutely. Do you over-invest into it? No. This is
where we need to exercise caution as to overall
market performance moving into 2021. Kantar
predicts about half of whatever increase occurs this
year will show up next year and probably half of that
the following year. There are various factors cut in not
the least which is cost. As an interesting aside, one
retailer told Kantar 90% of their assets were in real
estate.

We saw an unexpected yet massive growth in
omnichannel since spring. Nobody did well in the
beginning, but June saw retailers back on their feet.
It's been mainly frictionless since then, however, apps
have been problematic in both the US and Canada.
Typically, people have two shopping apps on their
phone, Amazon plus one other. Apps have become an
absolutely critical part of the shopper journey. Also
noteworthy are retailer engagement apps; they have
become an area of new investment and a focal point
of how that has evolved in context of the pandemic

One of the key elements for online - specifically non
pure-play online - is expensive: taking all the cost out
of online and omnichannel, doing deliveries, handling
it in the store, and everything else that is critical in
terms of where this goes forward. Retailers will continue
to look at additional cost versus demand and try to
decide whether they want to force more of those
deliveries back into the stores or pickup, or how they
want to change their promotional program. The jury's
out, but it's quite clear that from a financial
perspective, it's not done yet and it needs to be
attended as we're going forward.



From a customer’s perspective, we ask two questions:
How easy is it to make a purchase?

« The level of difficulty required to purchase products through that retailer
+ Eliminating wasted or unmeaningful time during the shopping process
« Creating/partnering with an easy-to-use platform so shoppers can find their products

What was the quality of that experience?

« The assortment strategy working across channels and providing a seamless experience throughout

« Expanding time in a meaningful way during the shopping trip

« Enhancing the experience and making it less stressful for shoppers to purchase and pick up their
products

In other words, it’s all about fluidity versus friction. And those are key when you start looking at different
retailers and their respective omnichannel strategies. Most importantly, the ones that invested early
in omnichannel five or six years ago are doing very well, and the ones catching up this year are
struggling.

Omnichannel Scorecard
A review of core retailers highlights how each retailer uses ecommerce as an extension of its overarching
growth strategy

Ease of Purchase

— Amazon's digital experience leads the way with its easy-to-
use platform that requires few additional details beyond a
login but has less true omnichannel capability.

— Walmart's single-app approach makes it easier for shoppers

to buy online and in store and offers more fulfillment options. Whigreons |
= Dollar General has begun testing BOPIS and plans to add l[?o&'e'? Wa mart
stores eligible for online services. DOLLAR CENERAL a @
. . [ Alberisans
Quality of Experience M E
— Kroger's virtual store departments create an inspiring and Cosrco

convenient one-stop shop for curated products. AT

— Target has invested to make sure pickup orders are brought
to shoppers’ cars within three minutes, allowing for a smooth
last leg of the omnichannel experience.

= Walmart has expanded fulfillment options from site-to-home,
BOPIS/delivery, and now Express Delivery.




WALMART: THE OMNICHANNEL POWERHOUSE

New advancements of single-app experience, Express Delivery launch, and consolidated merchant
teams create positive momentum for Walmart

Ease of Purchase

= Walmart has invested heavily in omnichannel grocery to capitalize on
its expertise and strength in grocery.

— Walmart is pushing out its widespread click-and-collect capabilities to
maore stores.

— While it partners with several third-party fulfillment services, Walmart
continues to improve its own platforms. Walmal‘l:

Quality of Experience

— The continued roliout of fulfilment options accounts for the need for
speed and availability of the entire store assortment.

— Apps and the website are fluid and work interchangeably. While
Walmart Grocery and Walmart.com experiences are relatively
smooth, in-store pickup for Walmart.com still occurs separately from
Online Grocery pickups and deliveries.

= The retailer is active on social media; advertisements and branding
showcase new ways for shoppers to purchase groceries.

Another smart Walmart move is in Mexico and Latin America. They are rolling out a wi-fi package for
their low-income customers who had difficulty shopping online. They're thinking: How do | enable
them to operate in this omnichannel space? This is quite clearly a strategic investment move cross
border.

However, during the first two quarters Walmart experienced friction in streamlining their logistics
and supply chain inventory systems. But their 40+ years of data analytics investment paid off
towards managing their logistical complexity when they needed it most.

And today, the Walmart Express Delivery is a shining example of how they integrated the shopper
experience with back-end Al. The current mobile app is perfectly suited for a frictionless shopping
experience. Customers can drive up and pick up their online orders without entering the store.
Presently, the in-store experience still has some difficulties, but not major ones.

Walmart is planning and preparing for the future of retail

Walmart is basing its evolution on forward thinking and innovation to meet future shopper needs

Data Mobile Brands and In-store Services and Automated
and analytics capabilities categories experience convenience assistance

LITHIC k
ALLFORTH




HOME DEPOT

Home improvement saw massive growth this year, due to the lockdown and people with more
time devoted to DIY projects. Home Depot in particular was well prepared because they had
already mastered online and omnichannel integration with how-to videos and voice apps. So,
when the pandemic hit, they transformed their parking lots into efficient, contactless pick-up
zones. Lowe’s also did well using the same strategies, but Home Depot led the way.

Home Depot demonstrates adaptability and its ability to scale omnichannel capabilities in
the face of the COVID-19 crisis

Free Delivery MEW! We Deliver Curbiside Search By image Or Veice See What's in Sleck & Find it Fast Free In-Store Pickup
S Order orlne for coOmewant store Lt our app find & for you Exactly what you reed. @nacty Easy order pickup
fars @ igibe peciup daily untl 8 o whe's L

The retailer quickly expanded its curbside pickup by reserving parking spots for
click-and-collect orders and promoted home delivery options inside the store.

FUTURE

Keep kids engaged
with projects & activithes,

Free digital tutorials are offered for all skill levels.




SUPPLIER INDICATIONS:

COVID-19 changed the rules and accelerated
trends to omnichannel and shopper fulfillment.
But those that have been successful made the
shift and investments well before 2019.

Retailers initially had issues with the speed of
growth on omnichannel demands from the
pandemic. This impacted in-store draw and
fulfillment harder. As of 2020, the in-store
omnichannel model had done far better and
become flexible. The dedicated fulfillment
center model over time has had to shift as well
to differing fulfilment cost models.

Apps have moved from being additional tools
to serving as a focused buying platform. The
pandemic spurred the use of apps for engaging
retailers exponentially. Again, those that invested
prior have an advantage, but vendors far less

so. Managing the app experience via the retailer
has more demands than regular sites. It is
decidedly more complex with marketplaces
which create third-party conflicts to products
carried and fulfillment means.

Online sales and fulfillment are more expensive
than in-store but competes against non-retail
models in Amazon. How long retailers will keep
to online in its current form is based on
longer-term profitability. So far it works due to
the lack of price sensitivity or use of coupon
reductions along with fees. At some point there
will be far more pressure on vendors to find
solutions to the overall business issues being
created.

3. IMPLICATIONS FOR NEAR-TERM AND
FUTURE FOR MANUFACTURERS AND
PACKAGING COMPANIES

There's been a lot of fluctuation from the CDC about
the spread of COVID-19 - from surfaces, to safe
distancing to aerosolization. Shoppers are convinced
that sanitation equals safety. And that's really important
as we go forward. Now more than ever, retailers and
packaging manufacturers need to reassure shoppers
that the product and the packaging it came in — are
sanitized.

The length of viral infectivity varies from different
surfaces be it glass, cardboard, metal or plastic. And
we also know that viruses can be transmitted through
the air. Since the pandemic, stores have had to
dramatically change their sanitization agents and
protocols. Wiping down the store isn't enough. Retailers
are now using potent, agricultural grade aerosol and
liquid sanitizers. How this works in the store is how
this works in the DC fulfillment centers. Besides the
widespread use of hand sanitizers, we're seeing a
major increase in the use of active aerosol agents
sprayed in the bigger box stores, but minimal use in
smaller ones. Daily wipe-downs continue, and it still
presents a major labor issue.



Beyond wiping down the store: Aerosol and liquid sanitizers

Agricultural suppliers have already crossed over to shopper and retail use; custodial supply
stores are also moving from pro sales to B2C advertising and engagement
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Broad spectrum disinfectant is widely used in farming, especially for livestock operations
to control a wide range of health issues. All are applicable to stores and DC use, but using
them safely on people takes skill. At the moment, it is the quickest way to impose hygiene on
stores and is easily applied with sprays and fluid.

o Walmart Pet Supply: Virkon S powder is a broad spectrum veterinary disinfectant that is
I R effective when in solution at low temperatures, in hard water on porous surfaces, and in the
- presence of organic matter. It starts killing bacteria in 5 minutes, and kills tough-to-kill
parvovirus in 10 minutes or less. Virkon S is recognized by industry and governments
worldwide as a disinfectant of choice for livestock disease prevention and control.

Tractor Supply Company: BioSentry BioPhene Spray Disinfectant is an EPA-registered
aerosol disinfectant that effectively controls the common viruses and bacteria that challenge
the agriculture industry. In addition to controlling viruses, bacteria, and fungi, BioPhene
Spray Disinfe also elimi odor and Is mold and mildew. BioPhene Spray
Disinfectant can be used in vehicles, on footwear, or anywhere quick disinfection is needed.
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It's far easier to communicate to a customer that surfaces are safe, than that of the store’s air. Retailers
have been investing into robots in the last five years for monitoring inventory. Robot manufacturers
are expanding their functionality into sanitation machines. Investing in in-store robots has had an
unexpected advantage: It produces data for public health departments to document new standards
of compliance while freeing up critical labor from cleaning.

Walmart has invested in:

— 1,500 new autonomous floor cleaners (AKA “Auto-C"), which can
consistently inspect and clean the full store

— 300 additional shelf scanners (AKA “Auto-S”) that scan items on store
shelves to help ensure availability, correct shelf location, and price accuracy




PACKAGING CONCERNS AND INNOVATIONS

Keeping product safe for use is the basis of consumer-packaged goods and branding. The emphasis
has been, and continues to be, on packaging the product so the interior preserves the value of the
item

The exterior continues to be a weak spot for material stress, breakage, and simply getting dirty from
being handled. The ideal is a surface that is antimicrobial, can resist smears and dirt, but still be easily
readable to the shopper.

Sherwin-Williams Paint Shield® Microbicidal Paint came out commercially in 2015 as the first
EPA-registered paint that kills more than 99.9% of bacteria, including Staphylococcus aureus, MRSA,
E.coli, VRE, and Enterobacter aerogenes within two hours of exposure on a painted surface. Overall
degradation is about four years before needing to resurface.

Packaging: The same nano technology has been applied to packaging with less success. The ability
to kill and repel is possible but it seems to compromise the needs for a rugged package.

To date, the CDC has not been satisfied with the test results for any packaging or surface applications.
Clearly there is pressure to find a solution.

Source: “Clinical Pharmacogenetics Implementation Consortium (CPIC®) Guideline for CYP2C19 and
Voriconazole Therapy” (2018); Sherwin-Williams; Frontiersin.org

COMMUNICATING SAFETY TO THE CONSUMER

What are the latest best practices for communicating how safe your store is to consumers? Shoppers are
far less concerned with legal openings as shown by recent events. They are motivated by knowing the
store is safe.

Communicate in straightforward and impactful terms with real examples what your company is
doing to ensure shoppers’ safety.

Because COVID-19 can linger on surfaces, cleaning has become important in retail stores and along
the supply chain. But not all surfaces are created equal. Some like copper, brass, and to lesser extent
zing, can rapidly break down viral material.

Get this information to your shoppers, and better yet, your product packaging and merchandising
fixtures. Tell the store and innovate with vigor.

Aerosol sanitizers, which have a long history in food-prep areas, food services, and agriculture, are
an established solution that should be in widespread use now.

Review how you use key aerosol agents (along with critical use parameters) and get them into
everyday use. Document your efforts for the public and inspection bodies.




Implications for Suppliers and Retailers

Suppliers Retailers

— Balance need for SKU efficiency to retailer financial needs. — Balance need for with logistics and shoppers.

— Innovate shopper alternatives with tighter portfolio. — Elevate the to drive engagement.

— Reassess packaging to ensure relevance in new environment. — Review to increase trip frequency.

— Think 2020 to capitalize on the full changes with omnichannel and — Coordinate and fulfillment.
how the supplier is a solution provider.

4. CONCLUSION

2020 has proven to be the year that all of the investments retailers made in their customers’
online experiences has been a valid investment. Retailers and suppliers need to be very aware
of the inventory systems for both online and in-store fulfillment. Brands and retailers can
continue to win in omnichannel by demonstrating care for shopper safety, and by providing
excellent experiences in their stores and in digital environments.

The information in this report was supplied by Kantar in partnership with Rohrer. ***

Rohrer believes true partners make the perfect package. Our award-winning team uses
state-of-the-art manufacturing technologies to provide innovative packaging solutions and
value for our partners. We offer a wide variety of custom packaging solutions and the industry’s
largest combo program to help our partners build their brand and bottom line. Rohrer is
headquartered in Ohio, with locations throughout North America.

Visit www.rohrer.com or call 800-243-6640




