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the way to radically transform
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here’s the
Kroger that
you see in the
headlines:
Buys meal
kit company.
Partners with Ocado.
Pilots autonomous grocery
delivery. Launches wellness
app. Commits to removing
single-use plastic bags. 111
And then there’s the
Kroger that consumers

. 4 . know, the folks who shop

their neighborhood stores

under Kroger’s many

' [ regional’banners. The
Kroger whose associates
know shoppers by name.
The Kroger that donates to
hometown organizations
and local nonprofits.

| The Kroger that sends

hydrangeas to the funeral
‘of a longtime shopper

L ‘who bought the flower for

- herself every week for years
whenever she came to the

’up'e_rma'rket. »
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Kroger calls itself America’s grocer — an auda-
cious claim to be sure, despite the retailer’s nearly
2,800 stores in 35 states.

But it’s not hard to reconcile that image with its
actions that both drive industry growth and innova-
tion, and endear consumers with its commitment to
serving them day in and day out, above and beyond.

“What we’re trying to do is to really allow a
customer to engage with us, anything they want,
anytime they want, anywhere they want,” says
Rodney McMullen, Kroger’s CEO and chairman.
“We think about those different channels a lot
more than the customer thinks about the different
channels. All they look at is, they’re trying to solve
breakfast, dinner, lunch or whatever. Snacking. A

bunch of kids showed up at the house, and I've

Kroger Innovations

Everything Kroger
does — from
shopping apps to
wellness guidance
to personal
engagement —
aims to deliver a
seamless retail
experience.

got to feed them. All we’re trying to do is serve the
customer and what their desires are.”

It’s this commitment to solutions as part of a
seamless shopping experience, this constant inno-
vation to better serve consumers on their terms,
this vision for what a grocer has to be to thrive
in a constantly disruptive retail market that made
The Kroger Co. our clear choice for Progressive
Grocer’s 2018 Retailer of the Year.

“If you think about allowing the customer
anything they want to eat, anytime they want
to eat it, anywhere they want to eat it, then how
do all the pieces start fitting together to support
that?” McMullen muses. “We find that a cus-
tomer is constantly changing, so we have to be
incredibly agile.”

> Kroger Ship direct-
to-consumer grocery
delivery, being piloted
in four U.S. cities, with
additional expansion
under way

Global platform
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—»> Partnership with e-seller —»
Alibaba to sell Kroger’s
Simple Truth products in
China via Alibaba’s Tmall

Partnership with U.K.-
based online grocer
Ocado to introduce its
delivery platform in the
United States

» Expanded partnership
with Instacart to
increase customer
delivery coverage area
to 75 additional markets
throughout the United
States by late October

»
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Thinking Big
Analysts agree that Kroger is pursuing a wise strategy.

“Kroger is expanding the definition of what it
means to be in the grocery business, with investments
in automation and their move to sell own-label prod-
ucts in China,” Bill Bishop, co-founder of Barrington,
Ill.-based consultancy Brick Meets Click, tells PG.
“Expect that these moves will drive not only faster
sales growth, but will also make Kroger a much stron-
ger company. Credit Rodney McMullen for this.”

Likewise, Brittain Ladd, an omnichannel supply
chain consultant who has worked for Amazon, De-
loitte, Capgemini and Dell, notes that Kroger “real-
izes that in order to be successful against a nontra-
ditional retailer like Amazon, [it] must think and act
like a nontraditional grocery retailer.”

Ladd, a contributor to Forbes, tells PG that he
“encouraged Kroger to think big and to act with
a sense of urgency. Kroger hasn’t disappointed.”

An analysis that Ladd conducted as a consul-
tant for Kroger “convinced me that the grocer has
the potential to increase its annual revenue from
$123 billion in 2017 to a staggering $175 billion
to $200 billion-plus annually,” he says.

“Grocery retailers are under intense pressure.
Kroger has done an admirable job of preparing
the company to be more competitive,” Ladd notes,
adding that he estimates Kroger can increase its
market share for groceries from 7.5 percent to 13
percent or more.

That’s certainly the kind of growth Kroger’s
leadership has in mind. A year ago, when unveiling
the retailer’s ambitious Restock Kroger program,
built on four pillars — redefining the customer
experience, expanding partnerships, developing
talent, and living the company’s purpose through
social and environmental impact — McMullen en-
visioned a food industry that could double in size,

from around $800 billion to $1.5 trillion.

Kroger Innovations

How does he aim to get there? By being a solu-
tions provider.

“People are increasingly becoming foodies and
paying attention to trends on food, trying new fla-
vors, very open to trying new things,” McMullen
observes. “How do you help support that customer’s
desire? ... I think for a long time, we looked at the in-
dustry a little bit too traditionally. If somebody’s eat-
ing, we want to be feeding you, and we want to help
you eat something that you love and enjoy. If you’re
the person that’s responsible for providing a meal to
somebody else, we want to support you being a hero
to your family, your kids, your significant other. ...
How do we use our infrastructure and our love of
food? We’ve been in the food business for over 135
years. How do we use that insight that we have on
the customers and help them be a hero?”

“What we’re trying
to do is to really
allow a customer
to engage with

us, anything they
want, anytime they
want, anywhere
they want.”

— Rodney McMullen,

CEO and chairman

» Seamless coverage area > Piloting autonomous » OptUp, a data-drivenapp » Establishment of new
increased to 80 percent delivery in Scottsdale, that helps customers digital headquarters in
of Kroger households Ariz., with driverless make more informed, downtown Cincinnati,
through curbside vehicles by Silicon Valley healthier purchase with plans to grow the
pickup and home startup Nuro decisions, with 130,000 digital team to more
delivery from stores downloads in its first two than 1,000 over the next

- months toward a goal of three years
1 million downloads in
one year

»
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Available, Accessible, Relevant

Every initiative that Kroger has been launching (and
has continued to roll out, even while this issue was
in production) is designed with a single overarching
goal in mind: to provide food to people how, when
and where they want it, be it via click-and collect,
delivery, grab-and-go, heat-and-eat, sit-and-dine, or
a traditional in-store shopping experience.

“We are on a journey to really transform Kroger
and the customer experience, focusing on the digital
aspect first, since these initiatives are digital-centric
or -related,” says Yael Cosset, Kroger’s chief digital
officer. “It boils down to three big pillars when you
think about the digital engagement of the customer
experience: You need to be available. You need to
be accessible. And you need to be relevant.”

Since last October, Kroger has nearly doubled the

Kroger Innovations

Click-and-collect
grocery pickup
is among the
services Kroger
offers to let
consumers shop
as they wish,
based on their
current need.

availability of its click-and-collect service. “Almost
1,300 stores today offer that convenience of ser-
vice, with unrestricted access to the assortment they
would normally shop in the store available within a
short period of time for pickup,” Cosset notes.

(Launched under the name ClickList, click-and-
collect and delivery services are being redubbed
Kroger Grocery Pickup and Kroger Grocery Deliv-
ery, according to the retailer's website.)

Delivery service has seen a similar accelerated
rollout to as many store locations after being pilot-
ed barely a year ago.

“The store really is becoming less and less rel-
evant when you think about delivery, because the
customer doesn’t really mind whether the order is
picked from the store they shop or the store down
the street,” Cosset says. “For us, it makes a big dif-
ference. It allows us to create density and make the
service more sustainable financially to execute.”

By the end of the year, Cosset anticipates, the ser-
vice will be available for up to 90 percent of Kroger
shoppers. That’s in addition to Kroger’s summer
launch of direct-to-customer delivery, Kroger Ship.

“It’s really an addition to the portfolio of modal-
ities,” Cosset notes. “Ten, 20 years ago in the U.S.
market, 100 percent of grocery and food retailers
would generate their sales through a brick-and-
mortar footprint. Fast-forward to last year: We
added the click-and-collect, the pickup service, the
delivery service and now [are] really accelerating
our direct ship-to-home service.”

For McMullen, it’s all about taking the friction
out of the shopping experience.

“How do you just make it super-easy for a per-
son to be able to do those things without having
to think about it? It’s all pieces into that overall
puzzle,” he says. “We’re figuring out ways to make
it incredibly easy, and then have the right products
located at the right spots. That’s what makes this

—> Agreement with the
University of Cincinnati
to operate an innovation
lab within the school’s
1819 Innovation Hub

University of 1@

— CINCINNATI

1819 INNOVATION HUB
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Third Natural Foods
Innovation Summit in
partnership with 84.51°

—» Launch of Boosted
Products in searches on
Kroger digital properties,
which in one month
delivered 200 million
product impressions
for advertisers

» Plan to phase out
single-use plastic
bags across all Kroger
banners by 2025, the
latest component of the
company’s Zero Hunger |
Zero Waste philanthropic
and sustainability
initiative



business so exciting and so much fun.”

The store, Cosset asserts, is being reinvented to
be more centered on experiences.

“As a customer, I may have different needs,” he
observes. “If I'm replenishing my pantry with dry
goods or paper towels, I don’t necessarily need to
have the experience in the physical stores. Often-
times, these are routine purchases that are on a regu-
lar schedule. That’s a perfect candidate for that item
to be shipped directly to my home. It’s more con-
venient as well. Nobody wants to carry big items,
whereas the delivery and pickup are more immedi-
ate in terms of service or expanse for the customer.”

Accelerating, Simplifying

It really shouldn’t have been a surprise to anyone,
then, when Kroger announced its partnership with
Ocado, the U.K.-based online grocer, with which
Kroger aims to solve the “last-mile” question for
grocery deliveries in the United States.

“We had been having conversations off and on
with Ocado for probably 2 years,” McMullen
acknowledges. “It took a while for [Ocado CEO]
Tim [Steiner] to get comfortable with our ambition
to serve America. It took him a while to get com-
fortable that we were serious. As they’ve grown in
terms of talent and capabilities, their technology
has made tons of progress over the last few years,
so it really was a combination of Tim getting com-
fortable, in terms of what our aspirations were,
and the technology that they had really started.
... They were improving upon something that was
pretty good and making it great, and so it was real-
ly all those pieces working together. We’ve started
the process on it. 'm working on seven cities for
possible sites, but three where we’re doing the in-
depth analysis, trying to find specific real estate.”

When progressivegrocer.com reported on the
deal last May, Steiner said, “As we work through

Kroger Acquires Home Chef

Last June, The Kroger Co. completed its
$200 million purchase of meal-kit service
Home Chef. Intended to significantly ac-
celerate the availability of meal kits, the
acquisition will help Kroger further lead the
way in “revolutionizing how companies shop
for, prep and cook their meals,” as originally
reported at progressivegrocer.com.

Home Chef will assume responsibility for
Kroger’s meal solutions portfolio and be-
come a subsidiary of the retailer, while also
maintaining its ecommerce business through
its website. The service also will maintain its
distribution centers in Chicago, Atlanta and
San Bernardino, Calif., which together reach
98 percent of all continental U.S. households
within a two-day delivery window.

» Launch of Feed Your
Future continuing
education benefit for
Kroger associates; more
than 1,800 applications
received to date for
financial support

> Introduction of apparel
brand Dip, developed
by globally renowned
fashion designer
Joe Mimran

B

Introduction of Bromley’s
For Men, an exclusive
line of shaving and
grooming products

Exploring the sale of its
Turkey Hill dairy and
beverage manufacturing
business
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the terms of the services agreement with Kroger in the coming
months, we will be preparing the business for a transforma-
tive relationship which will reshape the food retailing indus-
try in the U.S. in the years to come.”

Cosset elaborates on the U.S. introduction of the Ocado
Smart Platform: “Ocado is a way for us to accelerate and simpli-
fy the fulfillment of delivery, by concentrating and consolidating

Kroger reportedly
is closing in on
sites for three
U.S. automated
distribution
centers with U.K.
grocery delivery
partner Ocado.
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volume. It creates automation and effi-
ciency, which has a very positive financial
impact for our shareholders and also al-
lows us to provide a service to the cus-
tomer that’s affordable. It also allows us
to start distributing what’s referred to
in the industry as a piece pack capabili-
ty, and start bringing orders or small re-
plenishment to different touchpoints for
the customer. Smaller store formats can
greatly benefit from that asset. When you
think about reaching and being available
to all of America, Ocado removes some of
these barriers.”

Kroger further shook things up in the
last-mile equation with this past sum-
mer’s announcement of pilot-testing gro-
cery delivery with driverless vehicles de-
veloped by Mountain View, Calif.-based
Nuro. Tests are under way at Kroger’s
Fry’s Food Stores banner in Arizona.

“I think what’s going to be important
for us is to make sure we have the right
level of flexibility in how we execute de-
livery fulfillment,” Cosset says. “It’s very
different, the constraints both physical and
economic for a $150 weekly order versus
a $25 ‘I am out of milk or I need a pizza
or I need a meal kit in the next 15 min-
utes.” The expectation from the customer,
the complexity of fulfilling is very differ-
ent. One is large-volume, typically planned
ahead of time. The assortment in that bas-
ket and the size of that basket is financially
very different than my $25 or $30 order.”

Kroger’s innovations are likely to
have ripple effects throughout the gro-
cery retailing community.

“This is a substantial opportunity in an
industry with margins ranging between 2
percent and 5 percent,” Ken Fenyo, head
of consumer markets at McKinsey Fast

“We are on a journey
to really transform
Kroger and the
customer experience. It
boils down to three big
pillars: You need to be
available. You need to
be accessible. And you

need to be relevant.”

— Yael Cosset,
Kroger’s chief digital officer
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Growth, and former VP of loyalty at Kroger, told PG Digital
and Technology Editor Randy Hofbauer when the news of the
Nuro pilot broke in August. “Most likely, retailers will need to
adopt a range of last-mile delivery options depending on loca-
tion, demographics, competition and other factors, including
autonomous vehicles, drones, on-demand services, click-and-

Tests of grocery
delivery with
driverless vehicles
are under way at
Kroger’s Fry’s Food
Stores banner in
Arizona.

collect and even dedicated trucks.”
According to Cosset: “We do not be-
lieve that it’s going to be one size fits
all. The customer expectation will vary
greatly depending on the time of day, de-
pending on what their frame of mind is,
where they live. The constraints for the
customers are different; the constraints
for Kroger to fulfill the orders are dif-
ferent. We want to make sure we create
the most flexible and broad portfolio of
capabilities so that we can be where the
customer wants to be in an affordable
and sustainable way for them, and a very
efficient and scalable way for us.”

Investment in People
Initiatives of this scope need a talent-
ed group to make them a reality, and
Kroger is investing in its team as well, to
the tune of $500 million, including accel-
erating entry-level pay.

Using a third of its tax reform sav-
ings, Kroger created Feed Your Fu-
ture, a program through which full-




Progressive 2018 RETAILER OF THE YEAR
GROCER The Kroger Co.

and part-time associates can receive $3,500 a
year, up to $21,000, for continuing education
— anything from a GED to an MBA.

“When you invest in your people, they stay lon-
ger,” McMullen says. “When they stay longer, our
retention significantly improves, and the people fall
in love with the things that we’re great at.”

He continues: “To me, there isn’t anything
more pleasurable than watching somebody grow
as a human being. I always want, when somebody
comes to work for Kroger, for them to stay forev-
er. But even if they don’t — the other day, I was

Kroger associates
(whose ranks
include some
449,000 people)
do community
outreach across
the country, such
as this cereal
drive last year
for the Children's
Hospital of
Michigan.

talking to a gentleman at the convention center in
Cincinnati. He was telling me: ‘My first job was
at Kroger. I loved it. I used to be really shy, and
it helped me get used to talking to people, and I
worked [there]| through high school and college.
After I got out of college, I went and did other
things, but I still use some of those things today.””
Seventy percent of Kroger’s store directors started
out as hourly associates. Getting in on the ground
floor is something McMullen knows all too well: He
joined the company as a teenager to pay for college.
“I started at Kroger for less money than I could’ve
started somewhere else, because you get a tremendous
amount of responsibility at a very young age, and you
get to do something that’s a constant change,” he says.
“If you look at that, what we’re trying to do is to help
support people, to help them fall in love with people
and to help them fall in love with food.”
McMullen hopes that connection will attract
more young people to the business of food retailing.
“You get to engage with people two to three
times a week,” he notes. “You’re there for many
of the most important moments in people’s lives.
The other day, I was in one of our bakeries, and
the associate was making cupcakes for a reveal
party. The couple didn’t know whether it was a
boy or a girl yet, because they wanted to learn at
the same time that their family learned. Our bak-
ery associate knew and made the cake. Being able
to be part of that occasion is pretty darn special,
because you get to be part of lifetime events for a
customer, and helping make that lifetime event a

Kroger Partners with University of Cincinnati on Innovation Lab

The Kroger Co. has signed an agreement with the Univer-
sity of Cincinnati (UC) to operate an innovation lab within

the school’s 1819 Innovation Hub.

positions the region as a place for digital and technology
students and professionals.”

The hub boasts a 12,000-square-foot makerspace and

“Kroger’s new partnership with the University of Cin-
cinnati is one more way we are investing to create the now
and future of retail,” Chris Hjelm, the grocer’s EVP and

CIO, said in August, as reported by progressivegrocer.com.

“This innovative collaboration is driven by Restock Kroger

and provides the Kroger Technology team another creative
space to partner and develop solutions to redefine the gro-

cery customer experience.”

Kroger will staff the hub with resources, including R&D
engineers and software developers, alongside UC faculty.
The partnership will also feature a dynamic student co-op

and internship program.

“The 1819 Innovation Hub is a co-working communi-
ty where we will build and discover the next generation
of technology and talent,” Hjelm said. “Our vision is to
create a talent pipeline that supports our business and

40 progressivegrocer.com

micro-factory, as well as state-of-the-art classrooms and
multipurpose rooms. Kroger’s 2,500-square-foot lab is
expected to be complete this month.

Earlier this summer, Kroger announced its digital head-
quarters in downtown Cincinnati, with plans to increase
its current digital team of 500 associates to 1,000 by 2020.
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little bit more special is pretty darn cool. We have
a tremendous success at getting people to come
for a job that becomes a career.”

Jessica Adelman, group VP of corporate affairs,
says that she hopes as many associates as possi-
ble take advantage of Feed Your Future, “because
that’ll be better for Kroger and, of course, better
for them in the long run.”

The workplace, Adelman notes, is transforming

From Hearts to
Homes offers
pre-packed bags
of groceries that
shoppers can buy
at Kroger stores
for donation to
local food bank
partners.

into something that offers
purpose beyond selling.

“Irrespective of gen-
eration, people want
to work at an organi-
zation with a sense of
purpose, and they want
to know that the place
where they work has values that match their val-
ues,” she observes. “So we did some really deep
work on our purpose — research, focus groups.
We talked to a huge portion of our workforce
and really came across our purpose, which is to
feed the human spirit.

“There are two important legs of that,” Adel-
man continues. “One is our culture: our purpose,
our promise, our values. The second one is Zero
Hunger | Zero Waste, which is Kroger’s commit-
ment to end hunger in our communities and elim-
inate waste across the company by 2025. ... Liv-
ing our purpose every day is really important to
us. Every conversation we have at Kroger today,
our purpose is right at the top: to feed the human
spirit. And it’s unbelievable how motivating people
find the idea that we’re going to try to end hunger
in our communities and eliminate waste across the
company. People really rally around it.”

A comerstone of that commitment has been
Kroger’s partnership with Feeding America, a network

Kroger Opens Culinary Innovation Center, Expands Restaurant Concept

Opened last February in downtown Cincinnati, The Kroger
Co.’s Culinary Innovation Center is “an exciting state-of-the-
art test kitchen and education center,” said Daniel Hammer,
the company’s VP of culinary development and new business.

“As we focus on redefining the customer experience and
developing talent through food inspiration and uplift, as
outlined in Restock Kroger, this R&D lab will allow us to ac-
celerate product development for Our Brands, produce new
recipes for Prep+Pared Meal Kits, explore new restaurant
concepts, host food tastings and focus groups, and increase
our associates’ culinary knowledge,” Hammer noted.

As reported earlier this year by progressivegrocer.com,
the commercial kitchen offers multiple cooking stations,
spaces and capabilities, including technology that en-
ables video streaming of educational sessions to Kroger
associates across the country. “The center gives our
culinary team a fun, modern space to innovate and exper-
iment with food trends, flavors and ingredients to create
new experiences for our customers,” Hammer said.

Kroger introduced its first restaurant concept, Kitch-
en 1883, in November 2017 in Boone County, Ky., near
Cincinnati, and rolled out the Prep+Pared line in stores

42 progressivegrocer.com

and via its ClickList online-ordering program earlier that
year. In April, Kroger announced a second Kitchen 1883
stand-alone restaurant in the greater Cincinnati area.
The restaurant concept offers a fresh take on American
comfort food with a made-from-scratch menu inspired by
American and international flavors, handcrafted cock-
tails, and a community-centered atmosphere.
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of more than 200 food banks that feed more than
46 million people in the United States through food
pantries, soup kitchens, shelters and other commu-
nity-based agencies. Last year, Kroger provided 330
million meals through the Feeding America network.

“As a percentage of EBITA, we’ve been named
one of America’s most generous companies, and
as you know, the grocery margins aren’t banking
margins,” Adelman says, noting that of Kroger’s
$360 million in donations last year, about half
went to food and food-related causes.

“For more than three decades, Kroger has been
a valued partner in the fight to end hunger in
America,” Matt Knott, president of Chicago-based
Feeding America, tells PG. “From philanthropic
investments in local food banks in communities
across the country, to food waste innovations that
prevent good food from going to landfills, Kroger
has demonstrated its commitment to helping chil-
dren and families who face hunger.”

Making a Bold Statement

Zero Hunger | Zero Waste also encompasses sustain-
ability, and Kroger is leading the industry here on
several fronts. The retailer made waves with its an-
nouncement in the run-up to press time on this issue
that it would phase out its use of single-use plastic
grocery bags by 2025.

Kroger’s sustainability goals are “pretty auda-
cious,” Adelman admits. “We think that making a
bold statement like ending hunger in our communi-
ties, and eliminating waste across the company, gives
us a lot to work on. I feel really good about where we
are on our waste diversion goals. We were already
on track to become a zero-waste company by 2020,
as we committed to in our sustainability goals. We’re
at 77 percent, which is great. That is enormously
helped by our manufacturing operations: 34 out of

44 progressivegrocer.com

Food waste is
the latest issue
to be tackled

by Kroger's

Zero Hunger

| Zero Waste
philanthropic and
sustainability
initiative.

our 36 plants are already zero waste, and our stores
are coming along nicely.

“The piece that’s new for us, which is why
we need the 2025 add-on, is food waste,” she
adds. “That is an area — certainly in consumer
consciousness, even in a national consciousness
— that people hadn’t really been talking about.
Certainly, we’ve been talking about recycling,
and some of the other environmental topics, for
quite some time, but food waste really has just
bubbled to the forefront of our national con-
sciousness as a major issue.”

Studies indicate that 40 percent of the food
produced in the United States is thrown away, yet
one in eight Americans experiences hunger. To ad-
dress this, Kroger is partnering with World Wild-
life Fund to conduct a comprehensive food waste
analysis to identify where the company stands
today in its journey to zero food waste, and to es-
tablish a framework for measuring and reporting
food waste reduction going forward.

Among the actions being taken: Kroger is start-
ing to stock Apeel avocados, a variety with extra
peel that extends the fruit’s shelf life. This move,
revealed at the one-year anniversary of Zero Hun-
ger | Zero Waste in the weeks leading up to press
time, is a partnership with Goleta, Calif.-based
Apeel Sciences, founded in 2012 with a grant from
the Bill & Melinda Gates Foundation to help re-
duce post-harvest food loss in developing countries
that lack access to refrigeration.

“Living our purpose every day is really
important to us. Every conversation we have at
Kroger today, our purpose is right at the top:
to feed the human spirit. And it’s unbelievable

how motivating people find
the idea that we’re going
to try to end hunger
in our communities
and eliminate
waste across the

company.

People really rally

around it.”

— Jessica Adelman,
Kroger's group VP of corporate affairs
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Private Matters

Meanwhile, Kroger continues to grow its own
brands, both in stores and online. As the compa-
ny reported in its second-quarter earnings call,
since the August launch of Kroger Ship, 41 of the

top 50 items sold are its own-brand products; in
center store, Kroger premium labels like Private
Selection, HemisFares and Abound grew by dou-
ble digits during Q2, when own brands made up
well over a quarter of unit and dollar sales.

Leading the way is Simple Truth, which, since its
launch five years ago, has become the second-largest
brand Kroger sells. This year, Simple Truth reached
more than $2 billion in annual sales, making it the
largest natural and organic brand in America.

Soon, consumers outside the United States will find
out why, as Kroger has partnered with Alibaba, one of
the world’s largest internet companies, to sell Simple
Truth products in China on Alibaba’s Tmall Global
platform. And products may be just the beginning,.

“It’s possible that there still may be further part-
nerships with Alibaba, particularly on in-store
technology — mobile payments, ship-from-store
in-store routing and logistics — as this has been
where Hema [Alibaba’s supermarket chain] has
been experimenting the most,” Tom Gehani, direc-
tor of client strategy and research at New York-
based business intelligence company Gartner L2,
told PG’s Randy Hofbauer in August.

“In China, the importance of natural and organic




product is increasingly important, and customers are
thinking about it and worrying about it just as much
there as in the U.S.,” McMullen says. “[Alibaba Pres-
ident] Michael [Evans] is from Canada, but he lives
in the U.S., so he has a broad experience. He obvi-
ously knew about the strength of our Simple Truth.
“Alibaba with TMall, they really make it incred-
ibly easy to introduce a product and introduce a
store,” McMullen continues. “The amount of infor-
mation that they have that they’re able to share back
with you is very exciting. It was a conversation ...
and then [when] we started spending a little bit of
time in China and understanding more [of] what the
partnership could do, we got very excited. We’ll find
out how it works. It’s one of those things where we’ll
go test and we’ll continue to learn, but we really do
believe the product, the brand itself, and the credi-
bility in the brand has such strength that we believe
there’s a lot of connection with the customer there.”
Cosset expands on the opportunities to be had
through the Alibaba partnership: “It allows us to
leverage our brands and monetize them through a
different market outside of our borders in a market
that is extremely demanding of U.S.-made product,
especially in this natural and organic space. China

is an almost ‘ecommerce-first’ market today. Their
use of technology, the way they engage customers
around payment, around subscriptions and repeat
purchases, we want to learn. We want to be on the
forefront of this, rather than catching up.”

Logistics partnerships will be essential to the
deal as well, Cosset asserts.

“So far, because it’s the early stage and we want
to learn from it and optimize as we scale, we’re
leveraging partners who are experts at doing this,”
he explains. “We have partnerships with a num-
ber of very strong leaders in the industry globally.
That’s the path we’re taking right now, at least for
the short term. The August launch is not an acci-
dent. The largest ecommerce sales day in the world
is on Nov. 11, called Singles’ Day in China. Ali-
baba last year, I think, netted $29 billion in sales
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in one single day. Millions of packages delivered
the next day. We want to be there. We want to be
there obviously and ready, and that’s why an Au-
gust launch allows us to learn through the process,
make sure we iron out any potential quirks in the
process and the expanse.”

McMullen anticipates that strategic partnerships
will continue to be central to Kroger’s growth.
“We’ve always been open to finding people that
can help accelerate what we’re doing; smart com-
panies working together can produce something
that you can’t individually,” he says. “You have to
have respect for each other, and really focus on the
customer, do something for the customer they’re
not getting today. I would completely expect that
you’ll continue to see partnerships that are done
both outside of us and for us as well.”

Comfortable With Change

What issues are going to be most significant to
Kroger and grocery retailing in general in the fore-
seeable future?

“I think this war for talent is certainly a big
one,” Adelman replies. “We know that we have
to earn everybody’s commitment every day. As a
leadership team, we try to foster the right culture
and be relevant to the workforce.”

That goes for sustainability as well: “We are
looking at how to get more renewables, how do we
just get better at the whole reuse topic in general ...
making sure that you are being a good steward,”
she says. “You have to make sure that you’re liv-
ing those values and you’re matching the values of
your employees and your customers.”

Adelman notes that the Kroger Co. Foundation
is establishing a $10 million innovation fund to ad-
dress the issue of food waste. “We are in the process
of creating an entirely new foundation, the Zero
Hunger | Zero Waste Foundation, which will be a
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Scan, Bag, Go
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shoppers to ring
up their own
items as they
shop and pay via
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smartphone app.

public charity,” she observes. “We could use it as
an innovator, an incubator, an accelerator, under the
premise that some of the best thinking in food waste
solutions may not be coming from nonprofits; they
might be coming from some interesting person in
their garage in Silicon Valley.”

The speed of change in the industry is unprece-
dented, according to McMullen.

“You have to be comfortable with change, and
you have to be comfortable with being uncertain,”
he advises. ‘Every stress point creates an opportu-
nity, and finding that opportunity is what makes
it exciting and fun. It’s also one of the reasons
why I think it’s going to be easier to continue to
recruit higher talent going forward. You’ll be able
to help people see that they make a difference, a
role where you can see that you’re helping make
the world a little bit better place.”

Restock Kroger

In fall 2017, The Kroger Co. launched the Restock
Kroger initiative at the company’s annual investor
conference. Restock Kroger has four main driv-
ers, which together create shareholder value:

Redefine the Grocery Customer
Experience (data and personalization,
digital, space optimization, Our Brands,
smart pricing)

Expand Partnerships to Create Customer
Value (infrastructure and technology
upgrades, alternative revenue streams)

Develop Talent (associate experience,
investing in and retaining store
associates, high-performing leaders and
teams)

Live Our Purpose (Zero Hunger | Zero
Waste, Our Culture = Our Values + Our
Promise)

—2017 Kroger Fact Book
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Scale for Good

What’s a typical day for a Kroger executive? Pre-
dictably, the ones PG talked to say that there’s no
such thing.

“They all start the same: A big fire in the belly,
wanting to accomplish five gigantic things for the
day,” Cosset says. “By the end of the day, you still have
the fire in the belly and can’t wait for the next day.
But the things that were accomplished and the new
ones that are added to the list are different than what
the day started with. What 'm excited about every
day is getting to work with a team of very talented
people coming from all over the world, all kinds of
disciplines, all kinds of background. Everybody brings
a very different perspective. The level of collaboration
is energizing. Very transparent culture. Very strong
commitment to making a difference. Changing the
customers’ lives every day is really exciting.”

Adelman says: “T have all the government relations,
I have all the media relations, I have our Kroger foun-
dations and all of our corporate social responsibili-
ty. I have our associate communications, too, so 'm
responsible for everything that goes out to 452,000-
plus employees. So, no two days ever look alike. ...
We start our day with a daily huddle, where we’ll talk

“I think for a long time, we looked
at the industry a little bit too
traditionally. If somebody’s eating,
we want to be feeding you, and we
want to help you eat something
that you love and enjoy. If you’re
the person that’s responsible for
providing a meal to somebody else,
we want to support you being a
hero to your family.”

— Rodney McMullen, CEO and chairman

about one of our Kroger core values, or one of our
behaviors. ... Probably my favorite days are when I get
to go out and talk about Zero Hunger | Zero Waste.
That reminds me that what we have set out to do is
really amazing and incredibly inspiring, and bold.”
As for Kroger’s CEO: “Every Monday, I have a lot
of meetings, and the rest of the week, I'm able to go
and spend time learning, understanding what’s going
on in the stores and learning at other places. ... I feel
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Step into an Amazon Go store in Seattle,

and you're entering the streamlined shopping experience of
the future. Synced to the Amazon Go app, the store stocks
grocery essentials, ready-to-eat meals and meal kits, and its
connected shelves track the customer’s selected products

in a virtual cart. When the customer is done shopping, she
simply walks out of the store, triggering automatic payment
through her Amazon account.

The digital transformation of retail isn’t a marketing stunt
or test case—it’s quickly becoming the new normal. To
stay competitive, retailers are radically rethinking how
they use technology to pursue new business models and
shape optimized, just-for-you shopping environments that
delight consumers and differentiate their stores.

Beyond the shiny tech and cool gadgets, digital trans-
formation is a philosophy of change in order to solve
problems and fundamentally improve lives. It’s a uni-
versal concept, but one that hasn’t been fully defined in
the universe of retail. How do we truly measure success,
both in terms of meeting customers’ expectations and
the goals of a profit-driven organization? And if the
store of tomorrow is already here and open for business,
what’s coming next—and will we be ready?

Aperion and EnsemblelQ have partnered to provide the
industry with a common lexicon, best practices, and case
studies shaping the digital retail experience. In this paper, we
explore some of the most innovative applications in digital
transformation from leading brands and solutions providers
across the customer journey.

Smart tools that communicate

with shoppers

Far from being impersonal, digital technology can make it
possible for retailers to provide personalized information
and offers that multiply the shopper’s opportunities for
meaningful interactions with both brands and stores.

Coop ltalia, the largest supermarket chain in Italy, started
testing smart shelves in 2015 inside an 11,000-square-foot
test location. There, a shopper could pick up a product and
automatically trigger interactive screens carrying detailed
information about that product. And in 2018, Kroger began
rolling out Kroger Edge digital shelf signage that will even-
tually communicate directly with an app on the shopper’s
phone—truly bringing the shelf to life.

With its purchase of Whole Foods, Amazon will surely have
an influence on the Whole Foods 365 store-of-the-future
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concept, which is run almost entirely on digital price tags
and digital promotional signage. The Whole Foods mo-
bile app syncs shoppers with the store, enabling a digital
loyalty program that provides customized offers. The app
works with in-store kiosks, such as a wine display that helps
shoppers find the right wines and a TeaBOT kiosk to help
shoppers blend their own teas.

For items with a shorter shelf life, the company Wasteless
has introduced technology used with a smart shelving
display system to track and dynamically price food
products based on their level of freshness. The digital
labels on the shelf adjust prices in real time, changing
them based on the product’s expiration date. Wasteless,

THE AUGMENTED
REALITY/VIRTUAL REALITY
MARKET INDUSTRY
CONTINUES TO GROW:
IT'S PROJECTED TO HIT

$94 .4

BILLION BY 2023.
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like many inventory management systems, uses RFID
sensing on packaging to manage the real-time look at
inventory and products. It then communicates with

shoppers while they are standing in front of the shelf.

Making space for augmented
reality/virtual reality

The augmented reality/virtual reality market industry
continues to grow: It’s projected to hit $94.4 billion by
2023 as it embeds further into smartphone penetration.!
And it’s no surprise why. With a few headsets, augment-
ed reality (AR) and virtual reality (VR) can take shop-
pers virtually anywhere and give them new tools to use
in making purchase decisions. IKEA, for example, has
tested arming shoppers with equipment so they can play
in a virtual kitchen—everything from opening drawers
to interacting with product, including frying up food.
The company most recently launched an AR app that en-
ables consumers to overlay potential furniture purchases
and more into their homes. That app is for smartphones,
but IKEA tested a room for the app in a Dallas store that
uses an HTC Vive headset.

And many retailers are already using AR and VR tech-
nology in their stores. Lowe’s Innovation Labs team led
the way with the Holoroom concept, outfitting shoppers
with Oculus Rift headsets so they could design and ren-
ovate a virtual room, including seeing how appliances or
paint colors would look in their actual homes. Lowe’s also
tested an in-store Holoroom How To room where shoppers

—
APERION
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The growing presence of online
business models in the offline world—
think Amazon bookshops and Go
stores—promises to continue pushing
the boundaries between virtual
shopping and brick-and-mortar stores:

*  Global giant Alibaba's cashierless location
in China, called Tao Café, for in-and-out
prepared foods

* Google's flagship store in Chicago, a
place to interact with products such
as the Google Home voice assistant,
Chromebooks, the Pixel smartphone and
virtual reality (VR) headsets, as well as
learn more about the brand

* Rent the Runway's locations in California,
Washington, D.C., lllinois and New York
City for speeding up fashion returns,
exchanges and pickup orders, plus self-
service kiosks for shoppers to use with the
help of stylists

*  Online eyewear company Warby Parker's
locations across the United States
and Canada that sell books and other
merchandise to go along with more
personal service when trying on glasses

* Home and housewares online retailer One
Kings Lane's large flagship location in a
New York resort town

*  Amazon's deal with Kohl's to house an
in-store concept shop for smart home
products while also using Kohl's as a place
for returns and customer service
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used headgear and handheld controllers to go through the
motions of a home improvement project. In addition, the In-
novation Labs group has piloted an indoor mapping mobile
app in two stores called Lowe’s Vision: In-Store Navigation.
It provided turn-by-turn directions to find products in the
large stores and augmented an image of the product coming
off the shelf, along with detailed info.

On a smaller level, brands are leveraging AR through apps
like Snapchat, creating location-based, exclusive lenses that
users access when they’re inside a specific store. The late Toys
“R” Us developed AR overlays of its Geoffrey the Giraffe to
welcome shoppers, and Disney and Six Flags have rolled out
lenses for park visitors.

Food retailers are also taking advantage of AR/VR brand
campaigns. Walmart worked with NBCUniversal and its
mobile game for the “Jurassic World: Fallen Kingdom” movie
on a program where shoppers visit a Walmart store to take
an AR photo or video of an in-store dinosaur that can be
shared socially.

Digital assistants find their voice

Two years ago, Gartner Inc. pegged virtual personal assis-
tants and smart machine technologies as being five to 10
years out from fully disrupting retail. > Today, around 25
percent of consumers say they prefer to use voice assistant
technology rather than a website to find information, and in
three years that number is projected to rise to 40 percent.

As smart fridges and voice-assist devices like Amazon's
Alexa, Microsoft's Cortana, and Google Assistant see more
home use by consumers, brick-and-mortar could see some
disruption. At the same time, retailers are becoming more
comfortable adopting voice assistant and smart machine

technology in stores. Artificial intelligence (AI) and machine
learning power digital assistants at retail, and the technology
can include a voice-activated device on a display to find the
right kind of craft beer, or an actual robot in the aisle.

The key to the digital assistant is its ability to get hyper-per-
sonalized with a shopper. An Al machine, for example, can
use facial recognition to read a shopper’s emotion, such as
Softbank Robotics’ Pepper, a small robot that rolls around
in 140 SoftBank Mobile stores in Japan to welcome, inform
and amuse customers. Digital assistants have access to mas-
sive amounts of data so they can drill into shoppers’ specific
needs; shoppers no longer have to do research on their
phones or sync their phones to a retail experience.

Machine learning, too, is already having a large impact on
retail stores, turning big data based on demographics into
actionable, personalized promotions. With its ability to an-
alyze and automate big data, machine learning can create

a tailored assortment for a store location, develop dynamic
pricing to give stores the right price and manage promo-
tions at a retail store. It can power a more personal feel for
astore, even if the look of that store isn’t changing much.

The evolution continues

As technology continues to make the world smaller and
becomes a more integral part of what it means to be
human, the lines between online and in-store shopping
will blur to the point of vanishing. The store will never
again be simply a building to walk into, in the same way
a screen isn't just something to look at anymore. Change
is the only thing that will remain the same, and retailers
with a strategic vision will unlock powerful new ways to
turn this era of digital transformation into a more fully
evolved connection with their customers.

1 “Augmented Reality and Virtual Reality Market Overview;” P&S Market Research, May 2018
2 “Hype Cycle for Emerging Technologies, 2016,” Gartner Inc., August 2016
3 “Conversational Commerce: Why Consumers Are Embracing Voice Assistants in Their Lives,” Capgemini’s Digital Transformation Institute, January 2018
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12999 Saint Charles Rock Road | Bridgeton, MO 63044
800-966-4547 | aperionsolutions.com

Are you ready for the digital transformation of retail?
Aperion is helping to create the future of food retail through
digital transformation. We focus on shoppers, what they buy, and
the environments in which they buy. Our strategists, innovators
and technology integrators come together to enable retailers to
not only effectively compete, but to continuously drive tangible
bottom line results that positively impact loyalty, revenue and
profitability.
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W. Rodney McMullen,
Chairman and CEO
McMullen joined Kroger
in 1978 as a part-time
stock clerk in Lexington,
Ky. Over the years, he has
held the roles of assistant
treasurer, VP of planning and capital
management, corporate controller,
CFO, SVP, EVP, and vice chairman.
He was elected to Kroger’s board of
directors in 2003, to president and
CO0O0 in 2009, to CEO in 2014 and to
chairman of the board in 2015.

Jessica C. Adelman, Group
VP of Corporate Affairs
Adelman focuses on
reputation management,
including external
communications and
brand public relations,

enwronmental sustainability and social

responsibility, media, government and
regulatory affairs, crisis management,
cause marketing and corporate
philanthropy, community relations,
and associate communications and
engagement. She is also president

of The Kroger Co. Foundation. She
has spent her career in the food

and agriculture industry, working for
Monsanto, Cargill and Syngenta

North America.

Yael Cosset, Group VP
and Chief Digital Officer
Cosset leads Kroger’s
overall digital strategy,
ecommerce expansion and
! Vitacost. He focuses on
< establishing differentiated
and personalized experiences for
Kroger customers across all digital
platforms using technology and
innovative customer analytics as key
levers. Cosset previously worked
at Dunnhumby; 84.51°, a wholly
owned subsidiary of Kroger; and
MicroStrategy.

Mary Ellen Adcock, Group
VP, Retail Operations

In her current post since
June 2016, Adcock

has held the roles of

VP of operations and

4 merchandising for
Kroger’s Columbus Division, VP of
natural foods merchandising, and
VP of deli/bakery manufacturing,
in addition to leadership positions
in manufacturing and human
resources.

Kroger Management Team

Stuart W. Aitken,

Group VP

In his current post since
June 2015, Aitken is
responsible for leading
Kroger’s data analytics
subsidiary, 84.51°. Prior
to joining Kroger, he was CEO

of Dunnhumby USA and brings

experience from leadership roles with

other companies, including Michaels
Stores and Safeway Inc.

Robert W. Clark,

SVP, Merchandising
Having started his career
as a Fry’s courtesy clerk in

ranks. He held various VP
roles in the Fry’s, Columbus and Fred
Meyer divisions before being named
to his current post in March 2016.

Michael J. Donnelly,

EVP and COO

In his current post since
December 2017, Donnelly
has held the roles of EVP
and SVP of merchandising,
president of the Ralphs and
Fry’s divisions, and SVP of drug/GM
merchandising and procurement. He

started with Kroger as a clerk in 1978.

Christopher T. Hjelm,

EVP and CIO

Helm was named to his
current post in September
2015 after joining Kroger
in 2005. His experience
includes leadership roles
with Cendant Corp., Orbitz, eBay,
Excite@Home, Zoho Corp. and
Federal Express.

Calvin J. Kaufman, SVP

In his current post since
June 2017, Kaufman
oversees several Kroger
retail divisions. He also
been president of the
Louisville division and of
Kroger Manufacturing and Corporate
Brands. He joined Kroger in its Fred
Meyer division in 1994.

Timothy A. Massa,

and Labor Relations

With more than two
decades of experience at
Procter & Gamble, Massa
joined Kroger in 2010
and was named to his current

post in June 2014.

1985, Clark has since risen
through Kroger’s leadership

Group VP, Human Resources

Stephen M. McKinney, SVP
Named to his current post
in March 2018, McKinney
oversees several Kroger
retail divisions. He has

held leadership roles in the
Fry’s, Ralphs and Southwest
divisions since joining Kroger in 1981
as a clerk with former Kroger banner
Florida Choice Supermarkets.

J. Michael Schlotman,
EVP and CFO

Moving up Kroger’s
accounting ranks since
joining the company in
1985, Schlotman was
named to his current
post in September 2015.

Erin S. Sharp, Group VP,
Manufacturing

Sharp joined Kroger in 2011
as VP of manufacturing
operations after working in
Sara Lee’s bakery division.
With more than 30 years of
experience, she was named to her
current post in June 2013.

Alessandro Tosolini, SVP,
New Business Development
Named to his current post
in December 2014, Tosolini
held numerous leadership
roles with Procter & Gamble
for 24 years, most recently
as SVP of global e-business and VP of
global ecommerce.

Mark C. Tuffin, SVP

Since joining Kroger’s
Smith’s division in 1996,
Tuffin has risen through the
ranks, attaining his current
post in January 2014. He
oversees several of
Kroger’s retail divisions.

L T Christine S. Wheatley,

Group VP, Secretary,

General Counsel

Wheatley attained her
current post in May 2014.
She joined Kroger in
February 2008 after being in
private practice for 11 years.
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so incredibly lucky that I get to work with people that are
incredibly smart. They care about making the world a bet-
ter place, and everything that we’re doing is trying to give a
good value for our customers and help them solve a need.
That’s so much bigger than any of us individually.”

In Adelman’s opinion, the best part of working at Kro-
ger is helping to create what she calls “scale for good.”

“When Rodney was talking to me a little over three
years ago about coming to Kroger, he asked me, basical-
ly, what makes you tick,” she recounts. “And I said, Tve
spent my whole career thinking about how are we going
to feed 9-plus-billion people and not destroy the planet at
the same time.” And he said, “Well, if that’s really what mo-
tivates and inspires you, come work for me, and I'll let you
do something big.” I love the idea that I could work for
a big company and make a difference. At Kroger, we’re
doers. We roll up our sleeves, and we go get stuff done.”

For his part, McMullen considers himself lucky to
have worked alongside so many talented people during
his 40 years at Kroger.

“I’'ve never had a boring day in my career,” he asserts.
“You get to work with people that are so much better
than what you are, and learn from them and togeth-
er accomplish something. To be part of a journey that
hasn’t been done before is incredibly fortunate.” PG

About Kroger

Based in Cincinnati, The Kroger Co. is one of

the largest retailers in the United States based

on annual sales, reported as $122.7 billion in the
company’s 2017 annual report. Kroger holds
the No. 18 ranking on the Fortune 100

list published in June 2017 and the No.

2 spot on Progressive Grocer's Super
50 annual ranking of top U.S. grocers,
published in May 2018.

As of Feb. 3, 2018, Kroger operated,
either directly or through its subsidiar-
ies, 2,782 supermarkets under a variety
of local banner names, of which 2,268 had
pharmacies and 1,489 had fuel centers. Kroger
operates 37 food production plants, including
17 dairies, 10 deli or bakery plants, five grocery
product plants, two beverage plants, one meat
plant, and two cheese plants.

Founded in 1883 in Cincinnati and incor-
porated in 1902, Kroger operates stores in
35 states under some two dozen local and
regional banner names, including Kroger,
Ralphs, King Soopers, Dillons, Smith’s, Fry’s,
QFC, Copps, Harris Teeter, Mariano’s, Fred
Meyer, Food4Less and Murray’s Cheese.

—2017 Kroger Annual Report




