Driving Results Through

Predictive Analytics — Lessons
from Smithfield Foods

Session: LCP-2893A

Dave Brown, Smithfield Foods

Meghan Keough, SignalDemand
Remzi Ural, IBM

llﬁ::l?gn;mation OnDemand2011



Agenda

® Welcome and introductions

® What's changed in the global food industry?

® Introduction to SignalDemand

¢ Smithfield Foods overview

® The value of predictive analytics to Smithfield Foods
*Q&A
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The presenters

Smithfield

Dave Brown

“the amoeba”
Product Manager, Farmland Foods

® Responsible for identifying new
revenue opportunities and “best

value” for fresh pork and prepared
foods, across retail, foodservice and

industrial segments

® Project manager for new technology

® Brings new concepts to market,
focused on the long term

v’ SIGNALDEMAND®

Meghan Keough

“the conductor”
VP Marketing and Product
Management, SignalDemand

Responsible for application vision
and roadmap for SignalDemand

Work with customers to understand
their requirements and our team of
engineers and scientist to build
scalable software to address those
needs

Remzi Ural ,
“the strategist”

Supply Chain Strategy and Solutions

Executive, IBM

Responsible for defining the
supply chain strategy for the
consumer products industry

Align internal IBM capabilities
with the market needs and
enable IBM channels for the

solution areas .
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A complex set of interconnected decisions il

Risk Management

How much business do |
want to commit to out front?

Price Management
& Optimization

Customer Supply Chain
Relationship Management
Management What demand should |
What customer order expect and how should
should | take? | fulfill that demand?
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Coupled with a tremendous increase in market volati  lity
Starting

In 2006, traders increasingly discovered c ommodities as

objects for speculation leading to increased price volatility

® Agriculture commodities have become a speculation
object: “Index funds [...] have become key players in the
market, holding about 25-35% of all agricultural futures
contracts” (4

® At the same time, resources are getting scarcer — both
through natural disasters and rising demand in fast
growing economies such as China

® This has had a tremendous effect on the financials of
consumer products companies who have had to deal with
decreasing profit margins

- ~ L) NGRS ® To counter this trend, first big players have reacted: “Kraft

executives said they would hike marketing spending by
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Source: FAO 2010.

1: UN Food and Agriculture Organization: Price Surges in Food Markets, 2010 . i
2: http://adage.com/article/news/p-g-colgate-clorox-raise-prices-marketing-spending/149116/ Information OnDermand 2011




Has started to impact corporate financials i

US: Fresh pork, hog units boost Smithfield
FY profits

By: Dean Best | 16 June 2011

US meat processor Smithfield

Foods today (16 June) reported

"record" annual results as the

company's hog production arm

moved into the black and profits

from fresh pork rose. s .tl l ’
The company booked net income ml le

of US$521m for the year to 1

May, compared to a net loss of

Nestle Expects Commodity Price Volatility To Continue  s101.4m a year carlier.

R[EWAILSI‘REE]‘JOURNAL.

JUNE 8, 2011, 210 AM.ET

Smithfield's hog production unit

(This ilem was originally published on Tuesday.) made an operating profit of Smithfield posted first annual profit since 2008

By John Revill US$224.4m. Twelve months ago,

“One thing that is clear is that volatility is r
here to stay”

Of DOW JONES NEWSWIRES

nter:

- Andrew Ferrier, CEO Fonterra ‘ ~ > ‘
WISS 1
SN I A RIEEEY,  “This past year, the spot rate was about $0.70 to $0.71, but

ZURICH (Dow Jones)--Nestle SA (NESN.VX) is facing unprecedented rises in raw material prices and expects the situation
continue for the next few years, its head of procurement said Tuesday.

(Pepsi) http://www.bbc.co.uk/news/business-12418557

(Nestle) http://online.wsj.com/article/BT-CO-20110608-701426.html

(Sara Lee CAGNY Conference) http://phx.corporate-

Arabica $/lb 1.43 2.36 +66% 272 our conversion rate... was $0.67 and so while 4 cents
Robusta $/lb 0.59 0.94 +59% 1.04  doesn’t sound like a lot of money, it was $600M for us”
Hogs $lowt 60.47 71.30 +18% 8200\ irew Ferrier, CEO Fonterra

Cattle $lowt 83.28 107.90 +29% 111.05

Wheat $/bushel 5.23 8.44 +62% 9.30 ‘

Diesel $/gal 273 333 +22% 353

ir.net/External.File?item=UGFyZW50SUQ9MzY4NDEzOHxDaGIsZEIEPTOXNDgyNHxUeXBIPT|=&t=1

Sky Broadcast of Fonterra Annual Results Announcement
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Market leaders are responding with predictive analy  tics i

Forecasting

Optimization

Process

Technology

Excel based, short to medium term
commodity level forecast

Systematized, weekly demand forecast

Optimization focused on how to best
produce forecasted demand

Price setting and mix determination is
reactive, manual process

Models lack flexibility around decision
points

Limited ability to quickly respond to
market changes and opportunities

Disparate forecasting, optimization
and price setting systems

Integrated forecasting process providing
daily price and demand forecasts at
finished good/ channel level

Price used to “shape demand” towards
most profitable product, customer and
channel mix

Price-volume relationship modeled,
enabling supply and/or capacity clearing

Model includes all relevant and
appropriate decisions; constraints added
in latest possible time window to
maximize flexibility

React at the speed of the market through
real-time integration and insight across
the business

Integrated end-to-end pricing process
supported through a single platform
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v SIGNALDEMAND®

Predictive Analytics and Optimization for
Commodity Based Value Chains

PRICE SUPPLY MIX
Continually Determine Optimize Production and Define Most
Best Price Capacity Utilization Profitable Mix
ACross:
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The problem we solve and the questions we answer e

SignalDemand improves margins by optimizing supply and demand

What price to charge, by

How much raw material to buy  What product mix to make country, channel and customer
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Answering questions such as:
How much should | drop prices to clear inventory most profitably?

What is the value different customer segments place on my products? What prices
should I be charging these segments?

How much should | reserve for my most valuable customers? Who are my most
valuable customers?

How should price, product mix, risk mitigation strategies and procurement plans change .
In response to changing market conditions?
Information Cn Demand 2011
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Integrating decision making across the organization e

Production &

Procurement L
Distribution
_ Network Design Collaborative Sales
Strateg|c Strategic Sourcing Agreements Capacity Expansion Agreements
Long-term CRM
Labor Agreements
/ \/ SIGNALDEMAND*® \
Tactical Procurement Plan S&OP Price & Margin Analysis
Raw Materials Planning Inventory Planning Product Trade -Off Analysis
Risk Management Demand Planning Sales Performance
Transactional Price
Spot Purchase Near-Term Schedule Optimization
Evaluation Optimization Price Setting &
Operational \ Administration /
Schedule Sequence & Execution
Continuous Process Blending Deal Negotiation & Execution
Deal Negotiation & Execution Shipping & Fulfillment Configure, Price, Quote
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And data from across the organization

Sales History

Market History
Commaodity Price History
Commaodity Futures

Current Orders
Existing Contracts
Competitor Histories
Customer Hierarchies

Current Inventory
Projected Availability
Bills of Materials, Yields
Plant/ Line Capacity

Product Hierarchy
Activity Costs
Overhead Costs

Labor, Packaging Costs
Trade Data

Market Forecasts
Price Forecasts
Demand Forecasts

Price Elasticities

Recommendations for
Price, Product Mix, and

Supply

Robust User Interface for
Price Management, Price
Execution and Analysis
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Smithfield Foods Overview it

¢ Global food company with annual revenue approaching $12 Billion
® Produces more than 50 brands of pork products and 200 gourmet foods

® In 1936, the first Smithfield Packing plant was opened in Smithfield, VA and
Smithfield Foods now employs more than 52,000 people

¢ Smithfield Foods has grown through a series of acquisitions which operate
independently. Farmland Foods was acquired in 2003

® Farmland Foods provides a broad selection of pork products for retalil,
industrial and foodservice customers

® Farmlands primary lines of business include fresh pork, case ready pork,
hams, bacon, fresh sausage, processed sausage, and lunchmeat in the
United States and abroad
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Making complex price and mix decisions on a daily b asis i

How many hogs What product What price to charge, by
to buy? mix to make? country, channel and customer?
Supply / Processing Product Options Channel Options
Retail
J ?/ Branded / Private Label ,. I&\?ﬂ.er
(P Promotions / Features
{i?f‘; Trade Spend L

Foodservice/Distributors
Contract Pricing

Trade Spend SYSCO

Industrial o

%
Commodity Pricing %ﬁ;ﬁ‘
Unillaares

Export

Processing Commodity Pricing
Facilities Currency Fluctuation

1000s of SKUs X 100s of Price Points =
Hundreds of Thousands Margin Decisions ... Every Day! .
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Within a highly volatile market

Volatile Export Food Safety Renewable Fuels
Demand Concerns Mandate

Increasing deman H1N1 Increased feed
from China prices
Declin Natural
eclining & organic |'W
US dollar .

N

Market

Volatility

IndliStry wide[sup

Change in market

reductions by ' fundamentals The perfect storm
Supply, Demand New Investors Global Economic
Imbalances Enter Markets Recession
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Historically, manual collection and processing of d ata

=-= Internal Data

s =

B External Data
|

s T

- Order History USDA -
Customer & Eroduct Futures Market
Information

. "

Inventory Position External Market Reports

il 1

Internal Advisors \- ¥- Private Consultants

Market Intelligence Market Intelligence

Information CnDemand 201
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Farmland’s journey with predictive analytics il
The vision : Plants aren’t that different

from planes.. is there an opportunity to

do things differently?

The takeoff : Farmland Foods
selected SignalDemand in 2007

Decision driven by desire to

* Stay “on target” with pricing more of the time

* Move from guessing where markets will be in the future, to a
systematic approach where there is continuous measurement and a
fine tuning of results

* Anticipate pricing trends before they happen
* Translate commodity fluctuations into pricing decisions

* Incorporate inventory and sold-position into price to clear capacity
and inventory most profitably o
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Our goal: maximize overall corporate margin il

The plant has got to run.. butwe canrunit 7 hour sadayor 10
hours a day...
® Build base business that consumes fixed amount of capacity

® What would happen if the plant runs an additional hour? What price
would move that additional volume?

® What is the most profitable segment to sell that volume into?

® When selling into a rising market, how do | hold back capacity until
close to the delivery date? Or sell quickly if the market is falling?

® How much is the last seat worth? .
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Pricing process roles and responsibilities

Managing demand a function of price, availability a

N

Director of
Product Pricing
Management / ! Di ¢
Team * Manage commodity |_re_ctor 0
: Pricing

prices, override
SignhalDemand forecast
when appropriate
» Work with scheduling to
ensure clear view of
Kavailable product

» Manage price and
inventory

 Bring long term view to
weekly meeting

|
 Provide sales with:
* price list based on
optimized prices
* Spot price report
* Manage morning sales
call

Price list

Scheduling
I Product
» Based on sales, Management

determines plant | Team

schedule
« Communicate deviations
from plan to sales and

Spot report

+ Support sales team with g
sales execution '

J

product management

nd risk management

Sales
Managers

» Communicate price list
to brokers, traders and
price list customers

» Communicate spot

report to traders and

brokers

yodail jods

Regional
Sales Reps

+ Call on non-price list
customers
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. Lessons learned b

¢ Manufacturer needs to drive pricing strategy
¢ Clear sponsorship and authority critical

— Project lead needs to understand business and
implications of business decisions on the model

— Project champion must understand the concepts
— For everyone else, it is decision support

® Predictive models are decision support, NOT the
decision maker

® Don't fix what isn’t broken

® Key to success is usage

Information CnDemand 2011 ‘



. The benefits from advanced analytics &

® Sell more forward business with confidence

¢ Manage critical inputs into the commodity forecast and
take advantage of optimization

® Free up time to be spent strategizing on the business
rather then manually collecting and processing data

® Support a new conversation

— Single view of historical and forecasted information
enabled new risk management decisions

— Faster customer response time due to the ability to
quickly make trade-offs between different product
alternatives

® Increase profits by bringing together supply and
demand to optimize prices and mix

Information CnDemand 2011 ‘



Predictive analytics has significant impact on prof its i

SignalDemand Drives Significant Improvement in Profits
with 3 to 6 month deployments followed by a 3 to 6 month payback

Impact on Operating Profit

11.0%
Improve the following by 1%
and see the corresponding 7.3%
impact on operating profit '
3.7%
2.7%
Inventory  Unit COGS Price

Reduction Sales Decrease

Source: Harvard Business Review

AURMEXER (Hoginer)

“Price optimization and supply chain
management have to happen in tandem,
with pricing used as a lever to balance
supply and demand in a profitable
manner.”

- Noha Tohamy, “The Keys to Wider Adoption
of Price Optimization? Demand-Driven Supply
Chain Principles”

Information CnDemand 2011 ‘
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hank you for attending!
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Communities i
® On-line communities, User Groups, Technical Forums, Blogs,
Social networks, and more

— Find the community that interests you ...

¢ Information Management ibm.com /software/data/community

® Business Analytics ibm.com /software/analytics/community

® Enterprise Content Management ibm.com /software/data/content-
management/usernet.html

¢ IBM Champions

— Recognizing individuals who have made the most outstanding
contributions to Information Management, Business Analytics, and
Enterprise Content Management communities

® ibm.com /champion
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Your feedback is important!
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