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eGrocery

Projections of the potential for eGrocery vary widely

eGROCERY MARKET SHARE IN 2020

EVOLUTION REVOLUTION HALLUCINATION
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eGrocery

We believe that, at best, eGrocery retailing will be a niche business

I. Revolutions based on technological change can and have occurred in grocery retailing

1. Internet grocery retailing appears to be a rapidly emerging new channel

I11. The financial viability of the concept is still unproven

IV. The impact of this evolution on traditional supermarkets will be limited, however,
both manufacturers and retailers should carefully consider the consequences
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eGrocery

I. Revolutions based on technological change can and have occurred in grocery retailing

— Major shifts in food buying behavior have been a result of technological change
— The companies that have recognized and adapted to these changes have prospered
— Successful concepts have shown massive and rapid growth

— The supermarket proved to be an irresistible proposition for most shoppers that beat
home delivery once already
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Major shifts in food buying behavior have been a result of technological change

FOUR ERA’S IN FOOD RETAILING

eGrocery

Transport Appliances Media
1850’s Railroad Electric Oven Newspaper
Can Opener Magazine

Telegraph
1940’s Automobile Refrigerator Telephone
(Truck) Freezer Television

1970’s - Microwave -

1990’s “Information Personal Internet

Superhighway” Computer Web pages




eGrocery

The companies that have recognized and adapted to these changes have prospered

FOUR ERA’S IN FOOD RETAILING

Transport Implications Companies
Railroad = Massive increase in food production in remote areas Sears Roebuck
Newspaper | = Emergence of regional and national brands A&P

= Specialized production; economies of scale Nabisco

= Long distance spot orders; elimination of middleman Hormel

= Mail order catalog sales Pillsbury
Automobile | = Shoppers can buy more than they can carry Safeway
Television = Shoppers go to best price, not where convenient Kroger
Refrigerator | = Interstate trucking - railroad for perishables P&G
Freezer = National promotion of national brands Birds Eye

= Reduce need to buy on daily basis

= Increase perishable item unit sizes
Microwave = Heat food very rapidly Stouffer’s

= Growth of convenience culture Lean Cuisine
Internet e Timely information on demand Webvan?
PC
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Successful concepts have shown massive and rapid growth

PAST REVOLUTIONS IN RETAILING

A&P Store Numbers Sears Roebuck Sales Wal-Mart Store Numbers
(1859-1930) ($Millions; 1890-1920) (1962-2000)
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CORI%LIS Source: Lebhar(1952); Emmet(1950); Wal-Mart(2000) eGrocery



The supermarket proved to be an irresistible proposition for most shoppers...

Home

FOOD AT HOME MARKET SHARE!
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...that beat home delivery once already

WHY DID IT FAIL THE FIRST TIME? c1940

Home Delivery Supermarket

Convenience = Wait for delivery boy e Get in now

= \Women entering workforce e Get it on the way home from work
Cost = Cost of product + cost of picking = Large volume/economies of scale

+ cost of delivery = No service, no frills, low prices

Accuracy < May forget to order items = Visual clues to order

< May not get correct items = Get what you pay for
Logistics = Usually small local grocery e “Super” market

= Need to pick order = Factory to store

= Buy through wholesaler = Buy in truckload quantities
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eGrocery

Il. Internet grocery retailing appears to be a rapidly emerging new channel

— Internet retailing is currently a small but growing component of food sales

— Internet grocery retailing (eGrocery) is currently a small part of the large and
highly competitive food at home market

— Only 540,000 households in the United States have ever used the internet to order
groceries

— Both major internet research firms agree that eGrocery will show massive growth

— There appears to be strong consumer interest in the concept
— Consumer surveys consistently indicate a demand for grocery home-delivery
— Convenience appears to play a key role in consumer demand for home delivery

— eGrocery has a clear base of target shoppers

— The eGrocery concept has quickly moved from start-up to consolidation
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eGrocery

Internet grocery retailing (eGrocery) is currently a small part of the large and highly competitive
food at home market

FOOD AT HOME MARKET SHARE BY CHANNEL
(% of sales; 1999)

Home Delivery/Mail Order 2% Other

eGrocery 0.02% \ 89%

Specialty Food 5%

Mass Merchants 5%

Warehouse Clubs 4%

Convenience 5%

Supermarkets
62%
Other Grocery 9%

TOTAL = $450 Billion

CORI%LIS Source: USDA; FMI; Progressive Grocer; Other; Coriolis analysis eGrocery [ENS



eGrocery

Only 540,000 households in the United States have ever used the internet to order groceries

HOW BIG IS THE MARKET?

(Millions; % of households)

...that have ...Tor
- Households ...and :
Population Households - shopped groceries
with PC Internet online ever
978 mm 106 mm 56 mm 36 mm 18 mm 0.54 mm
100% 53% 34% 17% 0.5%
CORI%LIS Source: US Census Bureau; PWC; Greenfield; Commerce Net; Nielsen Net Media; Coriolis analysis eGrocery [¥4




eGrocery

Both major internet research firms agree that eGrocery will show massive growth

eGROCERY MARKET GROWTH PROJECTIONS oAGR
($ Millions; 1998-2003) 98-03
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CORI%L[S Note that projections vary widely: Anderson Consulting $85 Billion by 2007; eMarketer $33.6 Billion by 2002; IDC $8.8 Billion by 2004 eGrocery [EE)

Source: Forrester Research; Jupiter Communications; Other



eGrocery

Consumer surveys consistently indicate a demand for grocery home-delivery

DEMAND FOR SAMEDAY FULFILLMENT BY CATEGORY
(% rating important; survey; March 2000)

Prescription Drugs 58%

croceries | "

Flowers | 34%

Clothes | 34%

Gifts

|30%

Airline Tickets

|26%

Books

|23%

Office Supplies

|23%

Consumer Electronics

|17%

PCs

|13%

CORI%LIS Source: Jupiter Communications
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Convenience appears to play a key role in consumer demand for home delivery

REASONS SHOPPERS WOULD BUY GROCERIES ONLINE
(% agreeing; 3/00)

Convenience 68%

24-hour access 66%

Shop without leaving home 60%

Saves time 60%

Saves money 57%

Prices compare favorably |47%

Won't forget items |42%

Better selection |41%

Can find new products |39%

Hate to shop |32%

CORI%LIS Source: Netsmart Research eGrocery [E]



eGrocery

eGrocery has a clear base of target shoppers

WHO IS THE SHOPPER

Solid eGrocery Solid Traditionalist

e Technologically competent = Afraid of technology

= High disposable income = Fixed or low income

= Time starved - willing to trade = Available time - willing to trade
money for time time for money

= Fashion conscious (must be seen = Price conscious (use coupons, shop
doing the latest thing) around, cherry pick specials)

= Younger, female e Older, retired

= White collar, professional = Blue collar, less educated
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eGrocery

The eGrocery concept has quickly moved from start-up to consolidation

— The eGrocery concept appeared highly attractive to a number of investors
— The eGrocery concept is presented as a massive opportunity
— There are clear cost savings from eGrocery/Home Delivery
— A core group of leading companies has already emerged
— There are four competing concepts for the structure of the eGrocery supply-chain

— While there are hundreds of start-ups, there is only a small group of well financed,
operational eGrocers

— 1In 1999, six eGrocers captured 90% of online grocery sales
— The leading eGrocers have focused their efforts in the larger urban areas

— The channel has attracted investment from five of the top seven grocery retailers
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eGrocery

The eGrocery concept is presented as a massive opportunity

— “I believe that the Internet grocery business will eventually capture between 10 and 15
percent of the market. Now if we define the market - groceries, nonprescription drugs
and home replacement meals - that’s $650 billion. So if the e-grocers get 15 percent that’s
close to $100 billion.”

George Shaheen, CEO, Webvan, January 2000

— “If online retailers captured just 30 percent of the US grocery market, they’d be raking in
more than US$200 billion a year.”

David Bergh, VP, Grocery Shopping Network, Jan 2000

— “The market is huge, and if the on-line grocers only get 10% seven or eight years from
now, that would be an $80 to $100 billion business.”

Barry Stouffer, Analyst, J.C. Bradford, May 2000

COR[%L]S eGrocery [k



eGrocery

There are clear cost savings from eGrocery/Home Delivery

WHERE DO THE COST SAVINGS COME FROM?

SAVINGS COSTS
« No “bricks-and-mortar” = Regional fulfillment centers
= No “expensive” real estate = Fleet of trucks and drivers
= Low-cost, efficient order creation = Team of computer programmers
e Less labor = Computerized sorting and picking
system

COR[%L]S eGrocery [EE]



eGrocery

There are four competing concepts for the structure of the eGrocery supply-chain

COMPETING eGROCERY MODELS

Store Dedicated Courier One Hour
Pick Warehouse & Mail Delivery
Philosophy Replace Replace Replace the Replace
the shopper the store supply-chain the car
Concept Pick from retail Pick from custom Mail or courier One-hour delivery
store at night built warehouse from national by bicycle or car
distribution point | from store or DC
Average $110 $100 $30-40 $10-15
Order Size
Costs
e Capital O . O O
e Labor . O 0 0
 Delivery - - ¢ -
Examples Peapod Webvan Net Grocer Kozmo
Albertsons.com Homegrocer Grocer Online PDQuick
Streamline Urban Fetch

CORIQLIS| Note: empty=low; half=medium; full=high
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While there are hundreds of start-ups, there is only a small group of well financed, operational
eGrocers

eGROCERY RETAILER PROFILES

Delivery SKU’s Sales Delivery | Average
Company Geography Method DC Size (Millions) Cost Order
SF Bay Area Attended | 18,000 skus| $13.3(99) $4.95 $90
(incl. Sacramento)| delivery 350k sgft $50+ free
o — Atlanta
WEDVAN: -
Chicago
Seattle, Portland | Attended | 12,000 skus| $21.6 (99) $9.95 $102
=g . Los Angeles delivery 100k sqft $75+ free
O Orange County
San Diego
Boston Suburbs | Unattended | 10,000 skus| $15.4 (99) | $30month
. Nth. New Jersey - install 100k sqft for 4
streamline.con . ] i
refrigerator deliveries
G Dallas/Ft. Worth | Attended 15,000skus | $10.0 (99E) Free N/A
Houston delivery 120k sqgft




eGrocery

While there are hundreds of start-ups, there is only a small group of well financed, operational

eGrocers
eGROCERY RETAILER PROFILES
Delivery SKU’s Sales Delivery | Average
Company Geography Method DC Size (Millions) Cost Order
Seattle Attended | 16,000 skus| $4 (99E) $5.95 N/A
£\ Albertsonscom Dallas delivery 36+ Retail $60+ free
Erirwiris et In-store Stores
pick-up
Boston, Chicago | Attended | 20,000 skus| $73(99) $9.95 $106
) SF Bay Area delivery 50-70k sqft to free
Peaped.com Long Island
Connecticut
Boston Suburbs | Unattended | 12,000 skus| $5 (99E) $105
ShopLink Sth. Connecticut - i_nstall 65-83k sqft
refrigerator
Boston Attended $10 (99E) Over $100
m delivery
H2 i Runs ool
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While there are hundreds of start-ups, there is only a small group of well financed, operational
eGrocers

eDELIVERY RETAILER PROFILES

Delivery SKU’s Sales Delivery | Average
Company Geography Method DC Size (Millions) Cost Order
Los Angeles Same-day 20 $3.5(99) Free $10-15
R NYC (Under 1hr) 10am-
SF Bay Area Attended 12am
8 Others delivery
B2C Same-day $ (99) Free B2C $8
[New York bicycle- B2B $50
& London courier
B2B closed] delivery
Los Angeles Same-day $(99) $2.99 $20
-, (30 min) 6am-
Attended 3am
delivery
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