Glra

Consu
Prospective r‘.e':i Stra%ég]@

The Italian food and bakery markets

In the European competitive environment

BCIl Forum 2011 — Parma — June 8th 2011

by Anne FREMAUX — a.fremaux@girafood.com

13, chemin du Levant Tel: +(33) 4 50 40 24 00 contact@girafood.com
01210 Ferney-Voltaire - France Fax:+(33) 4 50 40 24 02 www.girafood.com




Gira MEN U

= Brief Gira presentation

= The general frame of the agribusiness sector in Italy: major
vectors for the development

= An overview of the Italian and European bakery markets: where
are the main growth opportunities?

= New trends in bakery products distribution: will hard-discounters
lead the growth in the future?

= Main production trends in bakery products : bake-off is the
winning technology

= Conclusion, SWOT
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Gira What GIRA does

= Strategic consultancy

m = Market research and forecasting
&ﬁ\gj = Strategic multiclient studies

= Market due diligence for M&A

all along the food & drink and distribution chain
- throughout the world
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Consultancy & Research
Prospective et Stratégie

Gira

Gira's 3 products cover the needs

of the Bakery sector

Strategic Multi-client Market Research
since 1978:

o Bakery products opportunities in the French
catering sector (2011)

o Bake-off bakery markets in the EU
- 31 edition)
Bakery ingredients — France (2009 - 6" edition)

Fresh bakery strategies in modern retail - France
(2008)

o The European BVP & BVP companies panorama
2006-2011 (2007)

o Use of fats by professional bakery sectors (2004
- 2nd edition)

(2010

Consultancy and Market Audits

o Strategic consultancy:

» Product and technology positioning —
ingredients and supply — export markets —
industry structures — competitor analysis

o Buyer and seller due diligence market
audit for M&A:
= High credibility together with the shortest

leaning curve — meeting the most demanding
deadlines

= Highly experienced in tailoring reports to
financials' needs

Individual Market Research

o All European countries (East and West), all products, all along the supply chain
= But we don't just deliver figures. Our added value lies in the meaning — the "so what?" that we give to

the facts

o And because we know the internal and external dynamics acting on the markets and on the
operators working in them, Gira always makes reasoned qualitative and quantitative

forecasts
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The general frame of the agribusiness

sector In ltaly:
major vectors for the development
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& - -
Girg oo The Italian food industry
rospective et Strategie

o The overall food & drink processing sector is the s econd largest industry
sector in Italy

= t/o EUR 120 bn, representing 12% of total Italian industrial production

o But the Italian food industry is highly fragmented — many SMEs — mainly
family-owned business

= Companies with less than 50 employees represent over 55% of total employment in the
industry

= We can expect to see significant consolidation in the future

o Although it is a net importer of food, Italy is als 0 a major producer and
exporter of quality products

= Essentially of fruit & vegetables and added-value processed food — mainly based on
the good image of "made in Italy" abroad

= Wine plays a major role in exports, along with fruit, cheese and confectionery products
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Gfra A wide range of food sectors with good potential

The top 5 products segments have a combined share o f 42% of total turnover.
In particular, there are opportunities for the futu rein:

o Dairy products/cheeses (EUR 14.5 bn - 23% exported):

= Quality products with an excellent image abroad — strong operators — consolidation will
accelerate in the future — potential for exporting added-value dairy products

o Wine (EUR 11 bn - 42% exported):

= World's n°2 producer — many products with quality labels — dominance of small family-
run businesses

o Confectionery (EUR 10.6 bn - 15% exported):

= Strong domestic market - over 2 000 industrial entreprises - Ferrero is the sector leader
with iconic products (t/o of EUR 2 bn)

o Meat further processing (EUR 7.6 bn - 9% exported):

= a traditional sector with strong USPs (Italian image...) - fragmented industry (needing
further consolidation)

o Beef (EUR 6 bn)
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A major food & drink exporter, with a good image &

a Italy is mainly an exporter of Exports of main processed products

processed food products and

. - B , Spirits &
unprocessed fruit & vegetables 12000 vnegar
* Its Mediterranean climate is | 10,000 | o

favourable to the production of fruit —>— Preparations of
8,000 - cereals

& vegetables —3%— Animal or vegetable

g
. . .- ~ fats
" lIts savoir-faire & food tradition ¢ 6000 o— Products of milling
provide a wide range of typical £ industry
n H n 4,000 - _|_SUgar &
Italian" processed food products confectionery

Cocoa & preparations

= Focus is on high quality processed 2,000 | jg—H—HR——H——x—%
products — there are 159 Italian w
0 - 7 ‘ T T ‘ ‘

roducts with EU quality labels
P q y 2000 2005 2006 2007 2008(ePO13(f)  source: Gira compilation

Cheese & curd

o The main destination is countries of the EU — especially for fresh products —
but the USA is also well placed

= Germany (18% of total exports)
= France is next (12%)
= the USA (10%)
» the UK (9%).
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Imports of large amounts of raw materials for further

processing

a Italy imports mainly basic Imports of main processed products
products for further processing

. 3,000 - Animal or vegetable fats
= Vegetal products: cereals, fruit & )
vegetables and oilseeds are the 2500 - e SPIS &
main imports in volume & value —— Sugar & confectionery
= Animal products: beef & pigmeat c 20 +Z§%§ﬂ§nﬁfm't
are the most important in value - @ 150 | T ey rmiling
o
S

used for further processing - milk is —+— Preparations of cereals
the largest import in volume 1,000 - Cheese & curd

500 - Cocoa & preparations
ﬁ Butter, dairy spreads

0 T T T T T T 1
2000 2005 2006 2007 2008(eR013(f)

Further processed imports are
growing

Source: Gira compilation

o The main source is by far the EU (over 70% of imports)
= Germany & France are the main suppliers - 15% share each

= Brazil & Argentina are also important suppliers - 6% share together
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Some opportunities for Italian products

In added value segments

o Innovation : an increasing number of products
= The number of products has been growing faster than shelf space

= Much innovation is in taste, and many lItalian traditional products and recipes are
"new" abroad

o Manufacturer Brands can work
= but little customer recognition of the brands
= and very expensive to support a brand

Own Label is developing strongly in the main added value categories and is a good
entry point for Italian exports

o Health and added value / convenience are also important trends
= Mediterranean recipes have a good image in general
= Products are more and more ready to cook or to eat
= [ndividual portions are also a trend

Italian products and recipes often correspond to the current health and convenience
trends

However , there are 2 brakes on the introduction of high added value products:
= Too ‘exotic’ recipes are not accepted (particularly fish & seafood-based products)
= Price (retailers' Own Labels already have an important share in some segments).
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An overview of the Italian and European

bakery markets:
where are the main growth opportunities?
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Bakery — Consumer products

Type Recipes Description
Bread Baguette, stick, , rustic
bread, buns...
Croissant
Viennoiserie Chocolate roll, Danish
pastries, donuts
. : Cakes, muffins, tarts,
Patisserie .
cream pastries
Savoury puff pastries
sausage rolls,
Savoury baguette with topping,
snhacks mini savoury tarts
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Consumer products and production methods

Bread

-

Consumer

products Fresh bread Industrial prepacked Industrial prepacked
long life bread part-baked bread
"Soft" bread "Crisp" bread
il 0 )
Production , . .
methods
“Industrial "
Made from sqratch Bought fresh from Halic aff
on the premises industrial bakers
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The EU-27: a mega-market - with mega-differences

G l I'a 38 million tons and EUR 117 bn in 2009

Total bakery products consumption, 2009

o Germany and
99 France rank firstin
bakery consumption

9,000 —
8,00

7,000 -

o Romanians and
Bulgarians eat
most bakery

o The UK, Baltics
and Finland eat
the least

6,000 -

5,000 -

4,000

3,000 - H (‘000t)

xx Per capita consumption (kg/year)
2,000 -

o Bakery consumption
has decreased by
0.2% pa since 2004

1,000 -

Germany
Romania
Belgium
Hungary
Greece
Bulgaria
Austria
Sweden
Slovakia
Denmark
Lithuania
Finland

Netherlands

o Consumption should
grow by 0.2% until
2014

United Kingdom
Czech Republic

Source: Gira
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Gira

Bakery consumption will show only slow future growth
West & East: the 2 biggest markets will be static

2.0%-

1.5%

% volume growth pa 2009/2014
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0.5%-

Trends in bakery products consumption, 2009/2014
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G Bread and fresh products dominate consumption
Il'a Growth used to be on the "margins"

Bakery products consumption volumes Bakery products consumption volumes
by products , 2009 by technology , 2009
. g _ \’ Prepacked
“ \ﬁenpm Long-life
p= Sere Patisserie 3%

7% 9%

Savoury
pastry
3% Prepacked
ip f home-
Fresh bakolng
Bread 730 4%
81%/ -
Source: Gira Source: Gira

o EU-27 Bread and fresh bakery consumption should remain stable
- viennoiserie and patisserie  show higher growth rates

o But things are not so clear since the economic downturn...
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Slowing growth for viennoiserie & patisserie
But bread has benefited somewhat from the crisis...

Growth in Products - 2001/2014

Bread

2,0%;
1,0%+
(1]
o
<
=
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>
S
-1,0%-
-2,0%-
Source: Gira
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Bread dominates everywhere

Bread vs. other bakery products in the EU - 2009
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GJ Fresh bakery products are dominant in 17 countries
l I'a Largely a question of tradition: South vs. North

Fresh vs. Prepacked bakery products in the EU - 2009
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High share of fresh bakery products in Italy

Mainly due to fresh bread

Fresh vs. Prepacked bakery products in EU-16 vs Italy - 2009

Bread: 27.1 mio tonnes

Pre-
packed
long-life

packed
Source: Gira part-baked
2%
Bread: 3.2 mio tonnes
Pre-
packed
long-life
4%
Fresh
96%
Pre-
packed
part-baked
Source: Gira

0%
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Patisserie: 3.1 mio tonnes

Viennoiserie: 2.5 mio tonnes

Pre- Pre-
packed packed
Iong;hfe long-life

30% 34%

Pre-
packed
frozen

3%

Source: Gira Source: Gira

...Vs ltaly

Viennoiserie: 0.3 mio tonnes

Patisserie: 0.2 mio tonnes

Pre- Pre-
packed packgd
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41% 29%

Fresh
58%
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. packed . pac
Source: Gira frazen Source: Gira frozen
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G]’ra Bakery products consumption drivers and brakes

Consumers' attitude towards traditional bakery products is relatively positive:
traditional products and regional recipes will retail their importance in the
foreseeable future.

o Main consumption drivers:
= Natural qualities of bread
= Low price of bread
= Pleasure and taste
= Search for convenience, snack and food-on-the-go
= Healthy products
= "Free-from" products

o Brakes on consumption growth:
= Already high consumption levels
= Poor health image of sweet products
= Effect of the economic downturn on indulgence products...
= ... and on the catering sectors — but this is NOT a lasting trend.
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The food Iindustry is LUCKY |

Stay at home

P N

But you can't decide NOT to eat !

@5» @’/
&

Trade down
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Trends in bakery products consumption

o Bread — an increasing range of special bread recipes

= Growing demand for healthy and special/small bread (brown, with seeds...) w
= Bread increasingly eaten as a sandwich |

= On-going importance of low-price standard daily bread
= As well as artisan and rustic/old-fashioned recipes

}Polarisation

o Viennoiserie & patisserie - a treat and not a need @&‘g
= Still dominated by croissants and traditional patisseries .
= Success of donuts and muffins , mini-bites for take-home or take-away
= Market will be driven by demand for food-on-the-go
= BUT increasing competition from alternative savoury snacks

o Savoury pastry snack products
= High potential but still small volumes
= Meal solution breads
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New trends in bakery products

distribution:
will hard-discounters lead the growth in the
future?
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Modern retailers dominate distribution channels

But artisans "still" represent 25%!

Bakery Distribution Channels, EU-27 - by volume, 2009

Catering Artisan
19% bakers
25%

Other retail

sectors
8%
Bakery
c hains |\/|0del’n
6% retailers
42%
Source: Gira

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%

0%

Source: Gira

8%

23%

21%

o but the artisan segment has resisted well in many countries
o and the importance of catering grows
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G Artisans represent the main channel for fresh bakery
I products

Fresh bakery Distribution Channels, EU-27 - by volume, 2009 and trends

2,5%

Catering °
. Commercial Modern
22% Artisan _ catering retailers
_ — bakers Bakery chains
Other retail 33% 1.0%-
sectors p
6% \ Oth=lis= N Social catering

0 2 000 4000 6 000 8 000 10 00C

% volume growth pa

- 0/
Bakery Modern 0:5%
cha;ms retailers Artisan / N
8% 31% bakers ( \
-2,0%1 \//
Source: Gira -
()
-3,5%" o :
Source: Gira Market volume 2009 (‘000t)
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Fresh bakery distribution by country:

artisan bakers' strength is in southern Europe... and BE

Source: Gira

DE AT HU CZ SE F DK NL

O Artisan bakers @ Modern retailers @ Bakery chains [ Other retail @ Social catering @ Commercial catering

100% -

% volume

0%

UK

PT
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Hard-discount will lead sector growth

How do you expect bakery distribution to develop in the next 5 years?

2,5

2,0

1,5
Growth

1,0

0,5

0

Decline -0,5

-1,0

Artisans Foodservice C-stores  Bakery chains Supermarkets Hard-discount

B Total [OSouth Western M North Western B Eastern -5 will strongly
decrease

+5: will strongly
increase
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7 Hard discounters are progressively becoming
G I I'a service rOVIderS online shopping, cell-phone — or bake-off!
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Artisan bakers generally have the highest price

Gl o positioning

Fresh bread price positioning by retail sector - 2010

150
125+
Index 100 = 1001 l ‘ l l X3
average country price . l 2 4 l
75+
[ |
50

CH SE BE FR IT ES NL PT DE CZ PL HU UK

Artisan bakers € Modern retailers B Hard-discount

Source: Gira
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G"'a Hard Discount just offer what shoppers want to have

Price HD stores are small
and the product
presentation clear : a
customer shops in 20
minutes!

o o
L2

Shopping’experience

Shopping
environment

Human
dimension

-

Convenience ('

Proximitv

The HD and
supermarket density
in city centers is very

reshness Vo high in Germany

— Artisan

Choice - Bakery chain

HD offers little TDroducts
choice; this can be
welcome

- Supermarket

- Hard-discount
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Self-service discount bakery
stores in German
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Other new types of bakery stores types —
threats or opportunities?

Convenience store in Austria

Bread vending :
machine in Belgium Drive through bakery

o

Cng "ESTU

= ROOD
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Main production trends in bakery

products:
bake-off is the winning technology
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G Industry change is driven by production methods
Il'a Bake-off is developing rapidly

European bakery production : Italian bakery production :
Craft versus Industrial Craft versus Industrial
2009 2009
others Fresh finished others*

Fresh finished

Artisan bakers 4_‘
Bake-off ST —
Bake-off

P ked T | Prepacked long-
repacke ndustria life
home-baking Prepacll;ed long- supply: 62% Prepacked
e * other retail and cateri home-baking Industrial
*: other retail and catering - GHNETreldlLarng eaieing supply: 48%
Source: Gira Source: Gira Pply: 467
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G Opportunities in artisanal and industrial production
| I'a Bake-off rapidly taking market share

Growth % in total bakery production Methods — EU, 2009/2014

Q Bake-off

‘ Home-baking
. In-store

scratch

Fresh

0

Prepacke
' long-life
7 Artisan

Source: Gira Market volume ('000t)

% volume growth pa 2009/2014

(Consumption figures)
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Gira

400 -

300 -

200 -

100 -

-100 -

-200 -

Growth 2009/2014 (‘000 tonnes cooked weight)
o

-300

-400 -

Craft bakers' production still represent huge volumes,
but almost no potential. Bake-off win in all countries

Growth prospects in bakery products production — 2009/2014

B Industrial prepacked
O Fresh finished
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To sum up some trends
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Both ends can work -
but don't get caught in the middle

Polarisation in the European bakery offer - 2001/2014
The quality vs. price structure

100% -

B Premium
O Commodity
m Discount

0%
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2001

2004

2009

2014

« Stone-baked, rustic,

artisan bread

- Donuts
- Muffins, cup-cakes
- Bread meal

solutions

- Savoury snacks

- Standard daily bread

and rolls

- Tarts
- Vegetable fats

croissant?
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Who said commodity products have

to be boring? — White bread

A bread for every day !

Tuesday
Saturday
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Gira

The main trends

- and their likely effect on industrial bakers' activities

Drivers

= Bread remains by far the biggest market

- It's generally perceived as healthy

- Growth has benefited from the crisis
= Growing role of quick snacking and
food-on-the-go
Increased quality and service provided
by bake-off producers

Brakes

Viennoiserie and patisserie products
have suffered from the crisis + health
concern

- But they are still show good growth prospects
Some up-markets turning back to scratch
baking

- Profitability reasons and store image

Opportunities
Target both ends markets
- Valorize bread, target value-added products
- Answer to the still big standard markets
Opportunities in OOH sectors
Greater size options

Growing implication of hard-discount in
bake-off (opportunities in production volume)

Threats

Continuing uncertainty in cereals prices
= Need to build stability for the whole chain
Pressure on selling prices
= Economic recession
= Qver-capacity in the industrial sector

Growing implication of hard-discount in
bake-off (threat for prices and profits)
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