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Abstract

This white paper provides information about putting “Pattern of Management” into practice in
coordination with the deployment of Fresh Market Manager within the supermarket enterprise.
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SUMMARY

Problem and Solution

Problem

Department level employees and managers often do not believe that those at higher organizational
levels are aware of their individual performance. Without adequate recognition of success or failure
“ownership” is too often not imparted. Without ownership (which fosters a bottom-to-top environment)
significant improvements are much more difficult to achieve. Additionally, employees are oftentimes
unaware of their performance because the proper financial information is available only to senior
management and is invisible to department levels. And, as a direct result, individuals at all levels of the
operational hierarchy are typically “mis-aligned” financially and are not properly focused on their largest
dollar opportunities.

ISolution

In a perfect world, each person in an organization is focused on his biggest dollar opportunity and has a
sense of ownership about improving his results. A combination of the proper tools and the proper
Pattern of Management are available that allow visibility to the same information, in the same form,
and at the same time to everyone up and down the organizational chain.

Park City Group’s product suites are designed to address issues in a timely manner with the availability
of relevant, accurate, up-to-date information creating a pro-active, hands-on environment. Using these
tools to understand and execute precise item management for every employee ensures that there are
no excuses for anyone within the organization for not knowing the exact condition of the business at all
times.

Pattern of Management (POM) is a methodology by which financial alignment and managerial
accountability are integrated with technology to produce profit optimization. When an organization is
properly financially aligned each individual in the operational hierarchy is focused on their largest dollar-
value problem.

The goal of the POM is to drive ownership and results of Key Performance Indicators to the lowest level
of the company and to cause managers to know that people above them are seeing their results, and
that they care. The Pattern of Management starts as a top down process where the key executive
uses reporting tools to look at the numbers, calls his subordinate, and asks the following three
guestions:

1. What happened yesterday?
2.  Whydid it happen?
3. What are you going to do today to correct or improve it?

When this is properly done, the tone with underperforming managers is Socratic and the superior’s
position is to offer assistance in discovering the root cause of any issue that the employee may be
experiencing. Since everyone down the line expects a call each day, they take action to avoid
negatives and show that they are willing to change course if necessary to improve their business.

This is not a long drawn-out discussion, but rather a quick, one-minute phone call from senior
management to the top ten and bottom ten stores each day (or week). Employees know that they are
being measured based on real financial data and that management truly cares about their results.

An added bonus to the POM program is that it improves consistency and quality throughout the
organization. As locations that are exceeding expectations look forward to a phone call, they are
prepared to share with management exactly why they are being successful, what is really changing and
improving their business. When those success stories are shared with under performing stores, they
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will try to assimilate and implement new programs, just so they don't get those dreaded phone calls.

It should also be noted that this is not a time-consuming analytical process for department-level
personnel. In very short order they can be conditioned to quickly identify the top priorities they should
focus on and develop execution strategies to achieve their goals.

INTRODUCTION

State of the Retail Grocery Industry

Grocery retailers are experiencing increased competition in traditional grocery categories
(center store, HBC, frozen, etc.) from mass merchandisers, warehouse clubs and drug
channels. Non-traditional channels are making inroads into grocery as part of their own bid to
offer “one-stop shopping convenience” and capture an incremental share of consumers’
wallets. As a result, grocery retail shares in traditional profit-center categories are declining
and margins are shrinking with continuing competitive pricing pressure. Concurrently, both
mass merchandisers and warehouse clubs posted growth and increasing market share.
Additionally, the competition for price leadership in center store categories has very likely
been lost to value retailers (Wal-Mart, Target, etc) and warehouse clubs (Costo, Sam’s, etc).

Perishables now represent the fastest growing segment in the supermarket enterprise and
account for approximately 51% of the customer’s basket (and averages 60% of a store’s
shrink). Perishable item gross margins often run higher than center store categories, reaching
up to 70%. Perishables provide the supermarket enterprise opportunities to flex pricing
power, increase top line growth, generate total store traffic, and build market leadership.

Establishing a dominant leadership in perishables is attainable. Nevertheless, the window to
make lasting gains is not infinite as warehouse clubs and value retailers have seized on
perishables, which now represent one of their leading growth opportunities. Pressures from
traditional food service operators and changing demographics also contribute to the need to
focus on the perishable categories for home meal replacement.

Perishable Category Management and Reporting

Good managers know how to make good decisions. But no one can make informed decisions
without the most accurate and relevant information which is often difficult to see and find. Key
Performance Indicators (KPI's) help identify both problems and solutions, and uncover
successes. You can't improve what you can’'t measure.

A KPl is a critical, unambiguous measure that descr ibes and monitors performance
integral to the success of the business, category, or item. KPI's are developed to
measure a wide range of metrics from margins, sales, food costs, profitability, shrink, to
demand trends and inventory levels, which are then used to track and improve performance.
The indicators should be selected to best represent the factors that lead to top line revenue
growth, bottom line discipline, fresh-quality product, and increased customer satisfaction, and
perishable department traffic. A well-balanced set of KPI's will also ensure predictable P&L'’s.
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In today’s environment, and given the frustration that poorly organized or unfiltered
information can cause, managers have difficulty in knowing whether or not they are
addressing the right issues. Information that is untimely contributes to the inability to fully
understand the business problem and take actions to quickly resolve them. Most managers
rely on weekly or monthly data and examine shrink only at the category or department level.
Data is not broken down to the item level. The supermarket enterprise requires tools that
provide a carefully defined set of actionable, current, KPI's to help make informed decisions
about day-to-day operations within a department. Specifically, the tool needs to:

Provide instant access to a well-defined set of timely KPI's

Increase visibility into information that allows managers to gain insights and take
action —then see the result of that action in days and not weeks or months

See the KPI's that reflect the health of categories and the ability to drill down to
understand the causes that underpin the data whether positive or negative

Move beyond the data to act on business trends

Having full visibility into operations patrtially solves the problem. Achieving the right solution
requires a pro-active, hands-on environment that aligns top management strategies level-by-
level down to the store department with actionable, data-driven plans. One cannot survive
without the other. Furthermore, the information disseminated must be relevant for the
appropriate management level to make it actionable.
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Measurement System vs. Management System

Before continuing, it is important to recognize that reporting and analysis tools need to be
employed as a management system and NOT as a measurement system. Proper reporting
enables supermarket enterprises to clarify their vision and strategy, and management to
translate them into action. Reporting needs to provide feedback around both internal
business processes and external outcomes in order to continuously improve performance
and results.

In traditional manufacturing industries, quality control and zero defects were the buzzwords.
In order to deliver high quality products to customers with minimal defects, aggressive efforts
were focused on testing and inspection. The problem with this approach is that the true
causes of defects and poor quality could never be identified. What transpired over time and
identified by Deming was that variation is created at every step in the manufacturing
process. Reporting and analysis systems and management processes needed to be put into
action that identified the causes of variation which then could be fixed, subsequently driving
down defects.

Category management is the same, and requires much more than traditional operational
reports for effective results. The application of category management in perishable
departments needs to focus on bottom line contribution. Too often, grocers try to implement
the same category management processes used in center store. This process is based on
market share, gross margin, and placement. But in perishable departments market share is
not available, nor relevant, and gross margin does not tell true profitability.

Weekly, monthly, or quarterly P&L'’s only tell the story of past events and at a level that is
inadequate to understand the variations that impact business operations. Certain items or
departments can be underperforming, but aggregate numbers can be positive only because
performing departments or items are carrying and concealing the loss of bottom performers.
Top line growth opportunities and programs often hurt bottom line discipline. Not having the
ability to identify the actual impact that decisions are having on the underlying business can
impart detrimental dollar and traffic costs to the enterprise.

The proper reporting and analysis management system must be composed of KPI's that are
also balanced and reflective of differing metrics and feedback loops. Having KPI's reporting
metrics from demand, food cost (including labor and packaging components), item
profitability, and item shrink in conjunction with operational results can provide actionable
information. Properly deployed, a balanced reporting and analysis management system
transforms strategic planning from an academic exercise into the management center of the
supermarket enterprise.
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CTP — A Brief Look at an FMM KPI

Contribution to Profit (CTP) is similar to contribution margin in that it includes other variable
costs. CTP is composed of a labor component (production labor), packaging costs, shrink,
waste, and food cost; differing from gross margin (GM) which only reports income divided by
net sales. GM is a good indicator of how profitable a department or category is at a
fundamental level, but the CTP KPI in FMM reveals much more insight into a department’s
operations and underpinning data of an item’s true profitability. GM is simply not actionable
information. For example, a supermarket may sell bulk bagels in 12 varieties. The GM
number will only reveal a collective measurement which in this example is positive. The
guestions are:

What is the benchmark for profitability? Are the bulk bagels on the low end or high
end of profitability?

Are there any underperforming bagel varieties that are dragging down GM?

How many bagels are being thrown out at the end of the day? Are there any empty
bins by early afternoon?

You can’t improve what you can't measure and in this example, GM does not reveal what
actions need to occur to optimize the bulk bagel category. Alternatively, using FMM’s CTP
would reveal both the category’s and each bagel variety’s true profitability (after shrink,
waste, labor and packaging). The CTP KPI can then be trended over a week’s period to
reveal any underperformers. If it is determined that three varieties are not contributing to
profit, they can either be removed from the product mix or production quantities can be
reduced thereby increasing shelf availability and resources for over-performers that out-sell
production. It is important to note that generating data where velocity codes are used or bulk
items rung up on a single department key group does not create a problem for FMM. FMM'’s
patented indexing algorithms and technology generate individual item movement information
within a category. In this example, generic bagel is rung up at the register, but FMM will
produce individual bagel movement data for each variety such as blueberry, raisin, and plain.
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Reducing shrink and minimizing out-of-stocks can improve a category’s profitability by 200% -
500%. However, GM is not completely abandoned. The FMM GM KPI can be used to expose
any insights into pricing power that can be exerted over the bulk bagels and the resulting new
product mix. Ultimately, both CTP and GM provide the balanced method of managing to
improve performance and results.

Once the category plan looks to be efficiently maximized for the most economics — FMM
manages the production plan and forecasting (Figure 1) to accommodate hourly, daily,
seasonal and promotional variations. FMM delivers the right product in the right quantit y
at the right time.

Figure 1. Fresh Market Manager Production Plan Screen.
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FRESH MARKET MANAGER OVERVIEW

Fresh Market Manager

Fresh Market Manager is a fully integrated, end to end, management system for perishable,
non-perishable, and food service departments such as bakery, deli, produce, meat, seafood,
dairy, floral and frozen. FMM provides category analysis and precise item management, in-
store forecasting and production planning, computer-aided ordering, perpetual onhand
inventory and real time alerts.

The elements that are defined as part of the total Fresh Market Manager solution are as
follows:

Fresh Market Manager Elements

Perishabl e In-store Computer - Real-Time
Category Forecasting Aided Ordering Alerts
Management and Production
Perpetual
On-Hand
Inventory

Production
Schedules &
Forecasting

Category
Management
Plans

Rules -
Driven
Dataminers

Element | - Perishable Category Management
(Reporting/analysis, category management, cost control)

The first FMM ScoreTracker element maintains a minimal footprint within the supermarket
enterprise, yet yields the most returns and most positive impact. In this element, visibility
down to the item level of the business is exposed to all levels of management from
department to corporate. Category management and cost controls can now be accomplished
at a new level of accuracy and feedback that was never attainable in the past.
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The first element is focused on data capture for reporting and analysis. Processes deployed
function to collect:

— Point of sale data: Fresh Market Manager captures POS data and extracts
necessary product information including item sales and time of purchases.

— Department data: Data collected includes items produced, quantities, shrink and
special order collection.

Element Il - In-Store Forecasting and Production
(Forecaster and Production Planner - Business Demand Modeling)

At the successful conclusion of the first element, the supermarket enterprise has had time to
understand and take corrective actions to improve the performance and results within their
perishable operations. In some cases, successes will be uncovered and turned into best
practices to be shared among stores. Nonetheless, once the category management plans
have been established and validated, the second element of FMM can be implemented to
automate forecasting and production plans store-by-store, hour-by-hour.

Using patented algorithms, the Demand Modeling or Forecaster application will begin to
create a forecast of recommended quantities as well as the timing of the product production
on a store-by-store, item-by-item basis. Taking much of the already established information
from the Cost Control and Category Management of Phase One, the Forecaster builds its
recommendations and delivers the information to the Production Planner tool. The Production
Planner acquires the information and develops the production plan. It should be noted that
recipe input and tasks and steps for product preparation or merchandising have been
previously defined to FMM. With the inclusion of the Special Order requests directly included
in the production plan, the perishable department manager has a roadmap of the day's
activities. For non-production items, FMM will suggest re-stocking times.

The automation of this process results in significant time savings and improved product and
resource planning.

Element Il - CAO and Perpetual Onhand Inventory

The third element of Fresh Market Manager provides electronic ordering and receiving,
replenishment processing ("CAO") and use of a SKU based inventory application. FMM
continuously monitors the use of ingredients and inventory of products (including perpetual
on hand) and will prepare recommended orders and receiving documents. The Inventory
application has the knowledge of the products of which a particular ingredient may be a part
and will provide warning information regarding the products that will be impacted if an
ingredient is not ordered.

Element IV - FMM Alert Advisor
(Real-time, event-drive alerts)

Even at the first Phase of FMM, Alerts can be defined to notify perishable department
managers of issues and problem that have been identified based on the rules of the
business. For instance, the production planner can notify a manager of the failure to complete
a production task. The Alert manager will present its information to the perishable department
manager and will use an escalation process (if you so choose) based on a time trigger or any
other defined action. Envisioning the value of an alert - whether sent to the PC in the
department or to a pager, hand held device, or cell phone — most customer companies begin
to realize real-time notification of issues or opportunities and can positively impact the bottom
line of the business immediately, rather than after the fact.
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Providing the ability to deliver information electronically results in significant time-savings and
better product and resource planning. Much like any scheduling application, it takes large
guantities of information or data and, through its patented processes, reduces the complex
manual process to delivering a checklist of actions. The value of the processes is increased
by the fact that the applications can sort and sequence information so that rather than
inundating someone with data — the rules based technology will sequence critical items and
even offer best practices advice.
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PATTERN OF MANAGEMENT

Pattern of Management and Mrs. Fields Cookies

The concept of Fresh Market Manager was first envisioned and developed for Mrs. Fields
Cookies by Park City Group’s founder and CEO Randy Fields. As the Mrs. Fields Cookies
business grew, so did its challenges. The company was the leader in its market segment and
the key elements of the product were quality and freshness - the brand could easily have
been jeopardized if the targeted focus and the right tools to deliver actionable information
were not in place.

The success of the business depended on the ability to produce the correct amount of
cookies with the proper product mix. Park City Group built and patented a forecasting and
production planning system to solve this perishable management problem. Over the last few
years, Park City Group has expanded and improved the functionality from its beginnings at
Mrs. Fields Cookies to managing all of the perishable departments in the grocery industry,
from bakery to meat.

The technology employed at Mrs. Fields Cookies was highly innovative and helped turn an
outlandish idea of selling low margin cookies with a short 2-hour shelf life into one of the most
recognized retail brands in the world. It is important to note that the technology itself did not
transform the company, but the management culture in coordination with the technology
transformed the company. And Park City Group recognizes this fact. The high tech landscape
is plagued with shelved technology initiatives and partial implementations that failed to meet
expectations.

Through the use of FMM—the supermarket enterprise can cultivate managers from

department level on up to address issues in a timely manner with the availability of relevant,
accurate, up-to-date information creating a pro-active environment. The concept of creating
this hands-on environment in coordination with FMM is called “Pattern of Management” and
guarantees the successful deployment and use of FMM across the supermarket enterprise.

Why is Pattern of Management Different than Other P rograms

Business, for all the changes that have occurred in the past few years, continues to operate
in much the same manner. Many of the programs that companies have put into place require
training, re-training, lack reinforcement, lack consistency, and then fail. A good example of
this is the concept of Empowerment — giving people the “power” and letting them “decide” —
pushing decision making further down into the organization to better respond to changes.
Very few programs teach what the power is and provide little to no education on how
implementers should decide the best course of action. Coupled by the fact that information is
either not disseminated (making decision making treacherous) or the information is
ambiguous and unfiltered (leading to incorrect conclusions), the empowerment concept was
designed to fail and usually did.

Pattern of Management is a methodology by which financial alignment and managerial
accountability are integrated with the FMM technology to produce profit optimization. POM
helps you to identify the most important issues relevant to your business and assists you in
walking through the logical steps to determine the source of a problem or unintended
variations, evaluate the possible solutions, and take action.
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The questions are:
Who exposes the variations?

Who evaluates the solutions and takes action?

One of the most valuable reports used in FMM is the Profit Buster report (Figure 2). The
report is composed of the top 10 items constituting the greatest lost sale opportunities and
the top 10 items representing the highest shrink cost and shrink percentage above
department averages. Delivered daily to department managers — it prioritizes the top 20
actionable tasks that can be immediately corrected to improve department and item
performance.

Figure 2 . Fresh Market Manager Profit Buster Report.

A department manager now has two choices with report in hand. First, ignore the report and
take no corrective actions. Second, evaluate the report and take corrective actions. The
choice in action becomes readily apparent since the question of accountability rests at the
department level forcing compliance since the same information is available to the store
manager, field merchandisers, category, and corporate managers (Figures 3).

Operators are action oriented and not analytical. Information needs to be presented in a
format that encourages action. The Profit Buster report is relevant to both the store and
department manager making corrective action apparent.

As in the previous example under the “CTP — A Brief Look at an FMM KPI” section, it was
determined that 3 bagel varieties in the bulk bagel category were underperforming and
contributing to shrink in excess of sales, and that the over-performers were out-of-stock by
early afternoon. The Profit Buster report would have identified both the outlying variances of
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excessive item shrink and loss sales opportunities, but the principal concern now shifts to,

“who acts on this information?” In this case, the department manager is most able to evaluate

the problems and take action. This type of pro-active behavior that combines top
management strategies with bottom level action most accurately describes “Pattern of
Management.”

Pattern of Management encourages a vastly different approach to problems because it
encourages staff to “get out ahead of the boss” — look at the daily information provided
revealing problems and taking the appropriate actions before your manager asks you why.

One of the most important aspects to successfully engage Pattern of Management is
compliance at the store level relating to use of the tools. It is well known that technology is
only as good as its usability and ease of use. In addition to Park City Group’s extensive
operational background, end-user usability testing is one of the more critical phases during
software development and deployment, and ensures fast user training with high retention.

Quickly expose outlying variations in store
groupings, stores, and departments.

Drill down to category or item level to
understand the causes that underpin the data.

Trend the data to evaluate problem occurrence
whether one time or reoccurring.

Figure 3. Fresh Market Manager provides dynamic tools to expose problems and uncover successes.

Park City Group November 2007

12



Pattern of Management Case Study
Let’s take a case study and see how Pattern of Management works:

Mrs. Fields Cookies — one of the world’s best-known business successes - took the skills of
Debbi Fields’ ability to bake incredible chocolate chip cookies and Randy Fields’ business
operations acumen and made it into a 1,000+ location global retailer.

Growth was a double-edged sword. On the one side great market share with a product in
high demand, but a product with a 2-hour shelf life and strict quality requirements. On the
other side, having to relinquish control over every aspect of the business operation to
someone other than Debbi or Randy Fields. Yes, the managers were hand picked but still,
could they do it the way that Debbi or Randy would? Additionally, there now was more to
success than just selling the cookies because each store operated as a stand-alone business
unit.

It was determined that controls needed to be put into place, business operations and
administrative work needed to be completed and it was hard to give 1,000 locations the same
attention as 1 or 2 stores. By identifying the need for store controllers and implementing a
Pattern of Management, Randy and Debbi were able to look at the key business indicators
for every location, in a drill down view, and have each level in the organization see the
information simultaneously so that everyone could analyze their performance. The
information was gathered from each location without the need for store managers having to
perform this administrative task.

Each day, corporate, regional, district and store managers received their information. The
information was color coded; Green-great, Yellow-monitor carefully and Red-an immediate
opportunity. Every manager hoped for a call from Debbi because it meant an atta boy or atta
girl for excellent results that truly demonstrated the power of positive reinforcement. Every
manager hoped to not receive a call from Randy because it meant a chance to provide their
analysis of the opportunity and their plan to resolve it in addition to a request to not have to
discuss this same problem again.

The resulting pro-active measures executed by managers in the Mrs. Fields Cookies
business meant there were no surprises at the end of the week, or end of the month, or end
of the fiscal period. Addressing challenges and opportunities daily gave managers the
confidence that they could achieve improvements and that no drastic actions would have to
be made at the end of the week or month that might have a negative impact on customer
service or product quality.

Pattern of Management Today

Through the advancement of technology and experiences from Park City Group’s own
operational background, we have brought Pattern of Management to a higher level of
visibility, a quicker access to relevant and actionable information, and an excellent
opportunity to cultivate managers to become pro-active and address issues in a timely
manner.
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