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H&M, the « Swedish Gap » will
enter Canada, Slovenia and
Greece.

In 2004, H&M will open a total
of 140 new outlets, including 25 in
Germany, its second largest market
(29% of its total sales), 4 in Canada
and 2 in Slovenia, two new territories
and also in Greece (Thessaloniki) in
late 2004.

In Canada, the prst two units
will open this March in shopping
malls in suburban Toronto (Ontario)
and will range in size from 1,500 to
2,000 sg.m. The other two will open
during fall including the largest one
in Eaton mall and will cover 3,500
sg.m and three levels. In this country,
H&M will meet the competition from
Old Navy, the off-price subsidiary of
Gap, and from the Spanish Zara
chain.

In addition, Gap sold its 10
German stores to H&M. The
American apparel chain, that
entered Germany in 1996, sold its
underperforming stores units that
range from 300 to 1,600 sg.m, which
accounted for less than 1% of its total
sales, to the Swedish fashion apparel
retailer, which owns 3.5% of the
market with 239 outlets in Germany.
Gap did not succeed in providing its
value-conscious shoppers with the
right product and the right style and
had to mark down heavily in order to
compete. H&M has already declared
its intention to remodel these stores
from this summer.

The chain operates 945 stores
in 18 countries including 56 in the
U.S.A.

In 2003, it opened 21 new outlets
in Germany and the same number
in the U.S.A, 11 each in the U.K and
France, 9 each in Spain and Sweden
and 6 in Poland. Founded in 1948,
it entered North America in 2000
only starting in New York. In 2003,
Groupis sales amounted to US$ 6.23
billion including 90% generated
outside Sweden. But in the fourth
quarter, they were up 2% only or

+7% at comparable exchange.

In brief...

Chinese Internet surfers rose
by 34.5% to 79.5 million in 2003
according to the China Internet
Network research center.

Thus the country has become
the worldis second largest
Web population behind United
States as it had 20.4 million new
users in 2003. This growth is
translated by comfortable propts
generated by Net-focused prms
such as Sina.com, Sohu.com and
NetEase.com.

According to CNNIC there
were 30.9 million computers
connected to the Net by fall 2003
growing by 48.3% from one year
earliere

Dos Mares shopping center
will open March 31 in the
vicinity of Alicante (Spain). It
is owned by Sonae Imobiliaria
(65%) and Eroski (35%) that
have invested O 36.5 million.
It covers 24,250 sg.m GLA and
includes 86 stores among which
an Eroski hypermarket, a ten-
screen complex with 1,400 seats,
a DIY big box store of the Cadena
Master Group, a bowling, 15
restaurants and bars and also
1,120 parking spaces. 64,000
people live in a catchment area
of less than 10 minutes drive
and 73,000 less than twenty
minutese

Ikea in St Petersburg (Russia)
may be forced to close. The
Russian minister of Natural
Resources may push the worldés
furniture retailer lkea to close
its store for violation of the
environmental law. It seems that
it follows a lot of bureaucratic
problems since lkea opened its
prst unit in Moscow three years
agoe

The French Centres Leclerc
that operate 10 hypermarkets
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(In brief...)

and 2 supermarkets in Poland
seek to expand a network of
petrol stations in the country.
They currently have 2 in Rzeszow
and Olsztyn and will invest G 0.5
million in 2004 to build a new one

in Radom.
Jeronimo Martins, the
Portuguese food retailer,

might expand in Ukraine and
Romaniae&

Anew semi-covered shopping
mall was opened in late 2003
in Achrapeh, in Beirut suburbs
(Lebanon), by BDP developerina
40,000 sg.m GLA, which includes
an ABC department store (8,000
sg.m, 3 levels), 200 shops (15,000
sg.m), a 7-screen complex, a fast
food court and 1,500 parking
spacese

Sephora back to New York.
The French cosmetic and perfume
prm, a subsidiary of the French
Louis WVuitton Mo+t Hennessy,
that closed a yagship of 2,000
sg.m in the Rockefeller Center
in August 2002, is ready to come
back and settle in the former
premises of Benetton in Fifth
Avenue. It will cover 400 sq.m in
the ground yoor and a mezzanine
in the second levelé&

Europolis has invested in the
Romanian and Czech retail
trade.

Europolis, owned by the Austrian
bank Investkredit and the Berd
(European Bank for Reconstruction
and  Development), concluded
two retail deals for the prst time in
Eastern Europe. This fund has paid
more than US$ 33 million to GT
Real Estate Investment Romania to
acquire Europe House in Bucharest,
a ten-story building, with 650 sq.m
of retail space and 13,000 sqg. of
ofpces. According to the managing
director, Wolfgang Lunardon : 0This
is our prst investment outside our
core markets of Poland, Hungary
and the Czech Republic.6

In the Czech Republic, Europolis
bought two Olympia shopping
centers in Teplice (26,300 sqg.m)
and Mlada Boleslav (21,500 sg.m),
in the northwestern part of the
country, whose yagships are Aholdis
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Hypernova hypermarkets. Europolis
paid Ahold O 56,5 million for both
deals. So far, Europolis had invested
in Bucharest ofpces only whose
yields reach 13% compared to below
11% for retail.

Source : Europroperty

Spar seeks to grow stronger in

Hungary.
Spar Hungary will invest
US$ 39.7 million mainly in 10

supermarkets and 2 hypermarkets as
well as in the construction of a new
meat-packaging factory in Bicske
next to its distribution center. This
construction should cost US$14.1
million and will have the capacity
of 18,000 to 20,000 tons of meat for
Sparis stores.

Spar Hungary generated US$ 618
million in sales in 2003 and expects
US$ 882.9 million in 2004.

Source : Lebensmittel Zeitung.com

Moscow was
appreciated last year.

Between 40% and 60% of inter-
national annual investments have
been injected in the capital in 2003
and in the prst half, foreigners had
already spent O 5.669 billion in its
economy. Approximately 900,000
sg.m of new space have been opened
and in the prst six months, retail
sales had grown by 7.2% to GO 16.3
billion including 58.6% in non-food
(indexed for inyation).

In 2002, investments in commer-
cial real estate had grown, according
to municipal statistics, to G 391.3
million and total investments for
retail in general to O 1.7 billion. So
that by mid 2003, the total volume of
retail space of European standards
quality reached 1.7 million sq.m or
164 sg.m per 1,000 inhabitants.

According to the government of
the city, there are 20,000 retail stores,
142 markets and bazaars, a great
number of kiosks and pavilions in
Moscow. Almost 90% of them are
private. 5,000 have purchased their
surface and the rest lease. Return on
invested capital in retail is around
15% to 25% depending on location.

highly

- REPRODUCTION INTERDITE -

- La Lettre de la Distribution Internationale -

Vacancy rate is 2.17% only.
Source : Russia Retail Review

New stores opened
international investors.
Metro from Germany, the worldis
pfth largest retailer, will open 9
new stores in 2004 including a cash
& carry by June in laroslav (O 13
million). It has already invested O
150 million in 5 stores in Moscow
and 2 in St Petersburg between 2000
and 2003 and plans to invest more in
the coming times.

Centrumutveckling, a Swedish
investor, is to build a shopping
center in Kaluga, in southwest of
Moscow in a 43,000 sq.m of space
(US$ 29 million).

Foreign investors, after Moscow
and St Petersburg seem to be
interested in the Tatar country
and Kazan, the capital : Ikea will
open a 0Mega Mallé this coming
spring investing US$ 100 million,
the French Intermarch®, a 3,500
sg.m hypermarket in the future
Megga-Dum shopping center to be
completed this spring (20,000 sg.m).

Ramstore opened a supermarket
in Kazan in 2003 plus 5 more units
in Nizhny Novgorod, Rostov over
the Don and Moscow (3) between
December 2003 and January 2004. In
addition, the Turkish chain expects
to invest US$ 150 million over the
next three years in 15 new stores.
Source : Lettre de Veille Internationale

by

Perekriostok and Sedmoi
Kontinent, two Russian super-
market chains, seek to expand
significantly.
Perekriostok,whichis80%owned
by Alfa Bank, a Russian private bank,
operates 60 supermarkets, including
14 opened in 2003, will borrow from
US$ 50 to 100 million form western
banks to pnance its program and
double its store count within the
next three years in the Moscow area,
St Petersburg, Samara, Volgograde&
The total investments amount to
US$ 200 million. In addition, the
chain, whose sales are expected to
reach US$ 700 million in 2004, has
bought a 75%-stake in the capital of
Spar Middle Volga, which manages
4 franchised supermarkets in the
\olga River area.
Sedmoi

Kontinent (41

supermarkets in Moscow and its =2



(Sedmoi Kontinent...)

area) expects to open more than 20
new units in 2004 and grow its sales
to US$ 650 million from 420 million
estimated for 2003.

Delhaize le Lion reports 4th
quarter and 2003 sales.

In 2003, Delhaize Group achieved
sales of O 18.8 billion compared to O
20.7 billon one year earlier, a decline
of 9.1% due to the weakening of
the U.S. dollar by 16.4% against
the euro, the acquisition of 43
Harveys supermarkets consolidated
from November 1t 2003, the
deconsolidation of Shop N Save of
Singapore from September 30, 2003
and 53 weeks versus 52 in 2002.

Organic sales growth was 2.4%
due mainly to improving sales at
Food Lion and Kash niKarry.

In the 4t quarter 2003, sales
amounted to G 4.9 billion, a decrease
of 2.3% compared to the same period
one year earlier, highly impacted
by a weakening US dollar against
the euro (-15.9%). Groupis organic
growth was 3.7% supported by
same-store sales growth of 2.9% in
the U.S. and 3.7% in Belgium.

in 2003.

Last year, investors were
particularly interested in premises
offering good vyields and demand
remained high for retail parks. It is
interesting to note that luxury retail
signs are coming back to downtown
high streets.

There were many new and
restructuring projects in all sectors
but submitted to regulation
authorizations and potential
technical restraints might put a
brake in downtown.

Rents remained steady but there was
a decreasing trend for stores of 500 to
2,500 sq.m of space.

As concern investments, the total
volumefell 13%to (9.8 millionin 2003
from 2002. For the prst time, German
funds were the prst buyers ahead
of the French with an acquisition
volume of O 3.7 billion. The British

and the Dutch have invested
two times less compared to 2002.
French investors were the

prst sellers in the market in 2003
(30% of sales) and among them
property prms accounted for 40%
and insurance companies 22%.
American investors accounted for
19% of total sales with a 30%-volume
below the 2002 level. There was also
a very strong decrease of sales by
developers.

Source :Cushman& Wakefield/Healey & Baker
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and antique shops,

-services such as a childrenis

nursery, baby stroller rental, food

court& will be established,

- 2,500 parking spaces and 3 levels,

-developer: Mab France, a

subsidiary of the Dutch developer,

founded in 1971, also present in U.K

(1993), Germany (1995) and Belgium

(1999). Since it entered France in

1978, Mab France achieved pve

shopping centers in Nice, Toulouse,

Paris, Marseille and Le Havre,

- leasing : Urbi &Orbi,

- investment : G 150 million,

- potential trading area : 7.5 million.
Two further Domus are planned

in France including one in Lille

(60,000 sg.m).

Vivarte, former André Group, is
sold to the British PAI Partners
investment fund.

Negotiations that have started
mid-January have been concluded
January 25 by an exclusivity
agreement signed by PAI Partners
and the three main shareholders :
Jean-Louis Descours, founder, NR
Atticus and Unijet investment funds
and the French pnancial Guy Wyser-
Pratte who sell 68% of the groupis
capital. The sale is planned for mid-
February and will be negotiated at O
40 per share dividend included.

In the pnancial exercise to August

4% Q 2003 2003 2003, the former Andr®

million | 4th Q 2003 | 4th Q 2002 | 2003/2002 | 2003 2002 | 2003/2002 | Group  (which  owns

USA uUs$ 4,202.1 3,719.7| +13.0% | 15,546.1 | 15,019.6 +3.5% | Andr®, Kookai, Caroll, La
Belgium a 966.5 920.0 +5.1% | 3,661.9| 3,420.3 +7.1% | Halle! signs) sales fell 2.2%
Southern/ a 322.8 318.1 +1.5% | 1,199.6| 1,166.3 +2.9% | to O 1.917 billion. But net
central Europe propt grew by 10.4% to G
Asia Q 41.3 57.5 -28.0% 202.2 218.1 -7.3% | 78.5 million and operating
Total ‘ @ 4,870.7 4,987.1| -2.3%% | 18,807.2 | 20,688.4 -9.1% | propt improved by 6.6%
Source : Delhaize le Lion to G 148.4 million. In the
In 2004, the group expects to open Domus, the «first home same time, operating margin grew

61 outlets bringing the total count to
2,620. 34 underperforming Kash
nikarry in Florida will be either
closed or sold in order to focus on the
best performing stores. 20 new stores
will be opened or remodeled. For
2004 the group plans expenditures,
excluding pnancial leases, of G 530
million including US$ 450 million
for the American activities of the
Group.

Overview of the French
commercial property market

shopping mall in France » will
open in Rosny-sous-Bois, next
to Paris, in March 2006.

The construction, which just
started, should be completed by
2006. It will include :

- 60,000 sq.m total area and 3 levels,
- 120 stores : 6 big box stores ranging
from 8,000 and 12,000 sq.m including
BHV (9,000 sq.m), Alin®a (12,000
sg.m, 2 levels), a Truffaut garden
center (8,000 sq.m), 26 medium-sized
shops and 88 small outlets,

-a 450 sg.m-specialty space for art
businesses : carpenter, upholsterer, a
specialistin marquetry, arestaurateur
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from 7.1% to 7.7%.

Casino : 2003 sales grew to
22,98 billion including G 18.28
billion in France and G 4.695
billion outside and organic
growth was 5% at constant
exchange rates.

But excluding activities sold in
the U.S. organic growth was 5.2%
over the full year.

In the 4™ quarter, organic growth
hit 5%. In France, which accounts
for 80% of the total, consolidated
sales excluding tax grew by 3.9%.

Giant hypermarkets suffered from =
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(Casino...)

a depressed context in the non-food
sector resulting in same-store sales
falling 0.6% but they still succeeded
in increasing their market share
(+ 0.2%). Casino supermarkets
remained stagnant (+ 0.1%). Leader
Price reports a two-digit growth (+
10.3% in the 4" quarter and 7.4%
over the year). Small convenience
stores and superettes grew by 11.5%
over the year and by 6.6% in the 4"
quarter.

As for international sales, which
account for 20% of total sales in the
4t quarter, organic was up by 8.8%
and 7.2% over the year. All countries
same store sales grew positively
except for Poland which fell 10.7%
over the year.

Luxury goods sales climbed by
5.4% and retail by 3.6%.

Fnac (photography products and
services, TV-video and IT equipment)
adjusted sales for changes in scope,
exchange rates and number of days
grew by 7.6% over the full year. In
France, where it generates 75% of its
activity, it grew by 3.3% over the full
year; its international sales increased
by 15.1% in the 4™ quarter and by
15.4% over the full year.

Conforama (furniture, white and
brown goods) sales grew by 1.2% in
the 4t quarter and by 2.1% in 2003. In
France, the company limited its drop
to 0.4% during the year. Outside
France, it grew by 5.7% in the 4"
quarter and by 7.2% over the year.

Consolidated Comparable stores .
sales Au Printemps
1stQ | 29Q | 3rdQ | 4thQ | 2003 | department
2003 2003 2003 2003 |(12mos)|S t O T es
USA +3.9% | +3.4% | +6.6% | +18.8% | +8.8% | recorded a
Poland -175 0.3 7.1 -15.9 -10.7 | dip of 1.4% in
Argentina +3.1 9.1 -3.8 +6.4 -0.6 2003. Redcats
Uruguay +8.7 +10.4 +5.6 +10.1 +8.7 mail order
Venezuela +7.1 +20.3 +16.1 +40.8 +22.9 grew by
Thailand -1.2 +1.9 +3.8 +3.0 +1.9 0.4%; outside
Taiwan -9.0 -1.2 -1.2 +1.6 -2.6 France La
Indian Ocean -2.8 +5.1 +2.2 -0.1 +1.1 Redoute sales
Source : Casino increased
Pinault Printemps Redoute : by 105% buoyed by strong

figures of the 4th quarter and

performances in the UK (7.1%),

the full financial 2003 exercise. Switzerland  (14.6%),  Sweden
— (16.8%) and
G million 12 mos. 2003 | 12 mos.2002 change Spain (49.1%).
reported reported | comparable International
retail 13,903.2 13,761.3 +3.6% activity
Luxury goods 2,560.5 2,541.7 +5.4% accounts Now
New PPR 16 ,463.7 16 ,303.0 +3.8%
Rexel 6,658.4 7,374.4 28y for  21.5%
Sold pnancial 1,268.8 3,756.8 na | Of its total
services activities sales. In the
Inter company sales (30.1) (58.8) na| YU.S. Brylane
Total 24,360.8 27,3754 +1.8% | declined 3.8%
Source : PPR over the year.
In 2003, the New PPR, whose
activities include the retail and Galeries Lafayette : the
luxury goods branches, has department store retailer
reported a same-store, exchange announced that its 4th quarter

rates and number of days increase
of 3.8%. Sales evolution reyects the
negative net impact of changes in
Group scope primarily linked to
the strategic disposal of businesses
(credit and pnancial services, Pinault
Bois & Mat@riaux, Guilbert) which
amounted to nearly G 2.5 billion and
changes in exchange rates totaling G
991.5 million. Total sales fell 11%to G
24.4 billion including the disposal of
the above stated activities.

IEY reeruUARY 2004

same store revenues grew by
2.4% in the 4™ quarter and by
1.1% to G 5.53 billion over the
full year.

The four quarters of the
department store group were in
full contrast : the prst quarter grew
by 0.3% boosted by winter sales,
the second fell sharply (down 5.8%)
because of a decrease in tourism,
the war in Iraq, SARSe, the third
registered a new decline (6.3%).
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Finally, department store
(Galeries  Lafayette,  Nouvelles
Galeries and BHV) sales fell 2.4%
over the year. The Monoprix variety
stores, which are 50% owned by the
Galeries Lafayette Group, reported
an increase of 0.3% in the 4" quarter
and 1.7% in the year. LaSer services
division grew by 8.3%. In the full year
it posted 9.6% driven by the credit
activities growing by 11.1%. Same-
store sales were up 3.3% including
3.8% for the credit activities.

Metro, the world’s fifth largest
food retailer, is launching RFID
in its supply chain.

Stimulated by the great success
in its Extra 0Future Store6 located in
Rheinberg (Germany) in 2003 which
is aimed to test the latest technology
innovations in the retail trade, Metro
has decided to fully launch in the
Radio Frequency ldentipcation as
soon as November 2004. In a prst
step, one hundred suppliers will
tag their pallets and boxes to be
delivered to ten central warehouses
and to 250 Metro stores.

IBM will conduct the strategy
and the project managing serving as
consultant.

The country presents a great
potential of retail expansion
and atiracts international
investors.

The new legislation facilitates
introduction of new investment
products. The Italian BNL bank will
launch a fund of G 700 million for
the attention of foreign institutional
investors and prepares another
one, similar to German open-ended
funds, aimed at the general public.

The real estate branch of Pirelli
&C will launch two funds next
March of respectively G 700 and 800
million that will be followed by fur-
ther ones.

These new  products are
an important step in  the
internationalization of property in
Italy and will attract more money
in this sector. Already 80% of all
investments

in this country are =2



(Retail expansion...)

coming from foreign countries.

Prime site rents have decreased
between 5% and 10% but they
remain at a better level than in most
European commercial capitals.

In 2004, the southern and
northwest regions of the country
will keep their expansion rate,
Liguria and Val diAosta will register
the highest rates and consumption
should increase this very year.

Developers and investors are
looking for retail parks and seek
to invest in logistics that presents
higher yields than retail, about 8% to
8.5% in prime sites.

Ahold : consolidated sales
amounted to 0 561 billion in
2003, a decline of 10.5%.

In 2003, the year in which pnancial
frauds were revealed, consolidated
sales decreased by 10.5% compared
to the previous year; excluding
currency impact, sales increased by
2.7%. In the United States, where it
generates approximately 60% of its
activity, sales were highly impacted
by lower currency exchange rates in
particular by a weaker U.S. dollar.
The situation is improving in the
U.S. as supermarket sales grew
by 2.7% to US$ 27 billion and US
Foodservice by 2.3% to US$ 17.8
billion. In Europe they grew by 0.9%
to 0 12.9 billion.

In the 4" quarter, consolidated
sales amounted to O 12.7 billion,
a 10.8% decrease over the O 14.3
billion generated in the same
quarter in 2002. The overall impact
of acquisitions and divestments on
net sales growth in the period was
negative 1.4%.

According to last decisions
imposed by the strategic program
to streamline the company and
improve long-term efpciency, the
Ahold U.S. Retail and Corporate
headquarters will be closed and
its functions will be aligned with
those of the new business created
in the Boston area (Massachusetts)
next July 2004. In addition, Aholdis
regional support organization for
European operations will also be
closed by March 2004.

Ahold also announced it will
divest of Tops, its last convenience

store chain of 204 units in the United
States. Its discussions with Francisco
de Narvaez and Casino concerning
the sale of Disco in Argentina
(237 supermarkets) have been
interrupted as no positive conclusion
was found.

Big box stores versus traditio-
nal retailers : the landscape
will change in 2004 as Ahold
will sell its Spanish assets.

Laws, which rule new store
openings to protect traditional
retailers, put a brake on hypermarket
expansion but boost supermarkets
growing their market share from the
small traditional outlets.

However, there is a recent new
trend supermarkets should, in
their turn, decline as hypermarkets
are likely to recover according
to a survey of the Spanish retail
published recently by Cetelem.
In 2004, hypermarkets should
account for a 18.2% market share
as they propt from the expansion
of suburban retail parks. In fact,
consumers who Vyock in these
parks to buy furniture, apparel or
consumer electronics€ are growing
and they stop there also for their
food purchases. If hypermarket
expansion is limited that of non-
food stores is not and a lot of those
stores have opened in the vicinity of
big food stores.

This survey points that in 2003
hypermarkets saw their market
share decrease by 4 percentage
points while large supermarkets of
over 1,000 sg.m grew by 9 points to
19.2%. Supermarkets of 500 to 1,000
sg.m grew by 2 points to 19.6% while
small supermarkets and traditional
stores declined by 5% each to
respectively 14% and 19%.

Meanwhile, another report,
published by the Spanish
governmentds Competition
Commission (SDC) and cited by
Europa Press, announces that only a
few chains will continue dominating
the food sector. According to it,
Carrefour, Eroski, Mercadona and
Alcampo hold a 46% share of the
Spanish market. Catalan Caprabo
is ranked pfth with a 5%. However,
Carrefour is the only chain with a
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strong nationwide approach : 30%
in Madrid, 24% in Catalonia, 23%
in Andalusia and 19% in the Basque
country. Eroski is the undisputed
leader in the Basque Country with
41%, Alcampo owns a 13% in Madrid
and Mercadona 8% in Andalusia.
The same report precises that the
Spanish retail trade has a relatively
low concentration level compared to
other E.U countries duetorestrictions
on the development of new stores
putting a real brake on the whole
sector. However, the landscape will
likely change this very year with the
divestment of Aholdis Spanish assets
: 620 units will be sold including the
Superdiplo supermarkets.

Migros and Coop succeeded
in increasing their sales in
2003 in spite of poor market
conditions.

2004 will be a difpcult year for
Swiss retailers but, according to the
president of Coop, retail turnover
should not longer fall. In fact,
between January and October 2003,
it decreased by 0.4% and expansion
was mainly organic.

Coop, which had bought 39
EPA department stores in various
stages, acquired 28 Waro during
summer and increased their total
surface by 9%. This last acquisition
boosted sales by 5.6% to FS 14.5
billion (G 22.72 billion) last year
and they were able to catch up
considerably the market leader
Migros. Excluding the operation,
growth was 1.5%.

For the time being, Coop has
planed to focus on the integration
of both chains and an excess of FS
100 million (G 157 million) will be
invested to remodel them. Coop will
close their pve-year restructuring
program in 2004 and consolidate
their structure while establishing a
central division for their food and
non-food procurement, DIY staying
independent. Thus they will be able
to obtain better buying conditions

and it lead to faster decision-
making.
Migros, leader of the Swiss

market, is also restructuring as it
reported heavy losses in the 61
ABM department stores owned by
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(Migros...)

its Globus subsidiary. The decision
to close them generated a turnover
decrease. The negative growth of
Globus and the lagging Hotelplan
tourism branch led to an overall
sales increase of 1% only to FS 20
billion (G 31.33 billion).

Both leaders own 73% of the
Swiss food market share.

Switzerlandisthird largestretailer,
Manor, announced a 0.8% drop of its
sales to FS 3.05 billion (G 4.78 billion)
while Spar remained stable at FS.790
million (O 1.23 billion).
Source : Lebensmittelzeitung.com

Record online sales during
the Christmas season show
changes in habits.

Online purchases could account
for more than 10% of all British retail
sales by fall 2004 according to last
pgures, which show a radical change
in consumer habits. According to
IMRG they amounted to the record
of A 1.3 billion (O 1.9 billion) in
December from A 1.2 billion (O 1.7
billion) in November and grew by
70% from 2002.

This surge seems to continue
in January as the research center
Hitwise announced that online travel
sites have almost doubled their sales
in the prst three weeks boosted by
thousands of yights and holidays
booked online.

Online sales hit A 2.5 billion in
November and December but do
not account for more than 7% of
total retail sales currently. However
the trend grew by 1% from 2001 and
4% from 2002. Consequently it is
possible to forecast that at least 10%
of total retail sales will be online by
Christmas 2004.

While  downtown retailers
reported a rather dull December,
online purchases increased 31
times quicker than in stores.
Online retailers operating stores
revealed contrasting sales during
the Christmas season : Tesco said
sales in stores grew by 7.5% and
Tesco.com by 30% driven by 500,000
orders in December.

United Kingdom seems to be
the leading country for online sales
in Europe. Visa announced a 99%
increase of online spending in U.K in
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December 2003 from one year earlier
and a 13.5% increase on November
compared with a 14.8% growth for
the total European Union in the same
months.

An organic retailer enters U.K.

Whole Foods Market, Americais
largest organic and natural food
chain, acquired Fresh & Wild, based
in London, for an amount of US$ 38
million.

Fresh & Wild operates 6 stores in
London (soon 7) plus one in Bristol
of food natural products. Same-store
sales grew by 10% in 2003 to A 17.6
million (O 25.7 million).

The biggest challenge for the
American prm is to pnd sites in
London for its big box stores because
those of Fresh & Wildis are 470 sq.m
while Whole Foods Market are 4,000
sq.m on average. It has a network of
146 stores in the United States and
Canada with sales of US$ 3.1 billion
that sell exclusively food products
without pesticides, preservative
and sweeteners. United Kingdom
should be a foothold for it before
expanding in continental Europe,
a rather under-equipped market in
this sector.

Kesa Electricals : total sales
of the furniture and consumer
electronics group grew by
10.8% or by 4.5% in local
currency in November and
December 2003.

In the French market, the Darty
electrical retailer sales increased by
14.5% and But (furniture, white and
brown goods) by 21.9% in sterling
pounds. But in local currency this
growth was reduced to 3.4% and to
10.1% during both months. Both still
suffer from a weak demand.

However Comet, the UK
electrical goods retailer, had sales
growing by 3.6% (like-for-like
sales were up 3.9%). According
to a companyis press release,
OAfter a rather dull November, all
signs announced growing sales in
December. They were particularly
strong in Yyat-screen TVs, digital
products and multimediae&
However the continuous weakness
of the furniture market in France and
lower extended warranty sales in the
U.K. have generated a light decline
of the gross margin&d
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In 2004 retail sales are
expected to post the strongest
growth since 2000.

According to Standard & Poorfs,
sales of general merchandise,
apparel, furniture and others,
excluding autos and food, will
grow by 5.9% exceeding this way
the 3.9% estimated for 2003. Home-
related stores should register also
a strong year. Luxury stores will
behave best and department store
chains will continue scaling back.

All retailers are pghting to
differentiate in a landscape with
too many stores and a heightened
competition while online sites
are burgeoning and increase their
sales.

The situation is particularly
difpcult for apparel retailers. In fact
there is a growing trend towards
casual apparel that still increases
competition as many chains sell
similar  merchandise including
department stores such as Sears, May
and Dillardis and hybrid department
store chains like Kohlis and specialty-
apparel chains (American Eagle
Outptters, Abercrombie & Fitch,
Talbots€). According to Merrill
Lynch, the major department store
chains will increase their sales by
2.3% in 2004 in their units opened at
least one year.

Pressure is coming from discoun-
ters such as Wal-Mart and Target,
from off-price chains such as TJX
and Ross, Old Navy, a Gapis subsi-
diary, and from Costco warehouse-
clubs, which continue to gain market
shares. In addition, as Wal-Mart and
Target are boosting signipcantly the
quality of their products, like the
George label sold in W-M stores,
Merrill Lynch estimates that mass
discounters will grow their sales by
3.6% in 2004 and warehouse-clubs
by 5.3%.

Pressure is also coming from
luxury retailers such as Neiman
Marcus, Nordstrom and Saks Fifth
Avenue that all are relying on a
better service to sell higher margin
merchandise and their sales are
expected to grow by 6.1%.



(Retail in 2004...)

Many mid-price retailers try to
differentiate by a better offer and
more distinctive products. Mayis
Lord & Taylor, Brooks Brothers as
well as Macyls and Bloomingdale
of Federated Department Stores are
among those that sell higher-quality
private-label clothing.

The concern is that there are a
great number of stores and online
retailers. In fact, after a slowdown
during three vyears, new retail
stores increased by 9% in 2003 and
e-commerce is growing. According
to estimates by Forrester Research,
online sales will increase by
28% in 2004 to US$ 122.6 billion
which means it will account for
5.6% of overall retail sales from
45% in 2003. eBay and Amazon
continue to expand their offer and
now sell clothing putting more
pressure on real apparel retailers.
Source : Business Week

Retail evolution : today spe-
cialty big box stores are
anchors in new outdoor shop-
ping malls.

While overall construction has
been down for months, discount
big box stores are booming.
Staples, Wal-Mart and many other
retailers are a good illustration of
the trend.

Last November,
month of available data, the
growth of general merchandise
store construction was above 20%
compared to November 2002 and
followed a two-digit rate compared
to October 2002. Meanwhile,
constructions of indoor shopping
malls fell 11% between November
2002 and November 2003 according
to the Chamber of Commerce.

This trend should continue as
discount stores are more and more
popular in an improving economic
context. Wal-Mart will open 306 new
stores in the U.S, almost one per day,
in the pscal year 2004. As it prefers
building new stores than remodeling
older ones.

Wal-Mart is not the only company
in this case. Lowels, Americajs
second largest home center chain,
will open 140 units in 2004, Target
approximately one hundred, Costco
30 membership warehouse clubs,
Staples 90 ofpce-supply units in the
U.S and Canada from 70 in 2003

the latest

and nine out of ten will be new
constructions.
Source : USA Today

Outlet shopping centers in the
United States: overview of
2003.

In December last year, two
Real Estate Investment Trusts,
Prime Retail and Horizon Property
Group, have reverted to private
status joining this way the
growing ranks of the independent
owners. According to the CEO
of Prime Retail, the reasons of
such a choice were based on the
costs of being public and various
requirements, the impossibility to
get the same favorable pnancial
rates as the public companies get,
¢ We estimated we were spending
several million dollars a year just
to be public &. As of December 31,
they both owned 93 outlet centers,
accounting for approximately 2.4
million sq.m, or 40% of the center
count and 44% of the GLA.

In pfteen years, the outlet center
number grew from 108 in 1987 to 230
in 2003 and totaling 4.9 million sq.m.
They had jumped to 329 in 1996.
1989 had the highest number of new
openings (43) but they decreased to
one in 2002 and two in 2003. In 2004,
7 expansions (60,000 sg.m) have been
announced.

Within the last pfteen months,
74 outlet centers totaling 2 million
sg.m or more than 40% of the total
4.9 million of outlet space changed
hands. Transactions amounted to at
least US$ 2.2 billion. In 2003 there
were 82 independent owners, 137
centers independently owned and
a total of 2.724 million sg.m GLA
owned by them.

Largest independent owners with
outlet portfolios exceeding 50,000
sq.m :
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CBD (Companhia Brasileira de
Distribuicao), Brazil’s largest
supermarket chain, reported
a same-store sales increase by
6,3% only in 2003 as inflation
affected consumer spending
power and pulled sales down
in the past six months of the
year.

In 2003 consumer prices grew by
9.3% but salaries did not keep the
pace with inyation. Economy fell into
recession in the second quarter and
unemployment grew approximately
to 13%. In the same time, the central
bank increased interest rates and the
high lending rates contributed to
drag down sales of big-ticket items
such as refrigerators and televisions.
But in the second half of the year,
there was a decline in lending rates
and a surge in spending on big-ticket
items.

In order to face the situation,
CBD used its negotiation power to
obtain better prices from its suppliers
and passing them to consumers.
It also highly promoted sales of
cheaper items including some from
its own label brand lines. Same-store
sales grew by 1.6% on average in the
fourth quarter. Including new stores,
net sales in December increased by
3% to US$ 422 million and on the
year by 14,3% to US$ 3.83 hillion.

B&Q, stimulated by its success
in China, might be interested
in other Asian countries and
India.

Developers NA of GLA .Thls sngIdlary of 1.:he
British Kingpsher, which

centers | (sgq.m) x L ~

Prime Retail * 36 890.000| reports A 6 billion sales (G
Belz 5 176000 | 8:6 billion) and operates
Craig Realty 6 146,000 | 14 stores in China, plans to
Horizon Group Properties* 8 144,000 | Open 60 new stores by 2008
VE 2 81,000 | in Asia. During a recent
TGS North American 2 73,000 | DIY show conference, lan
SugarOak Properties 5 70,000 | Cheshire, international
Cordish Co 2 47,000 | expansion manager,
Source : Value Retail News * reverted to private status declared oThe Asian

end December 2003
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markets are phenomenal.

We are opening in Korea =2
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(B&Q...)

at the end of the year and our
two tips for the longer term are
India and Thailand& India is
increasingly being tipped at the
next big battleground for retailers,
after China and Russia. German
retailer Metro opened its prst cash-
and-carry store in the subcontinent
last year, and Wal-Mart chief
executive Lee Scott said last week
he is interested in Indiads potential.
The food players tend to be there
four or pve years before usé adding
that there was no speculation on
Kingpsher from the American
Home Depot which seeks to
expand its presence in Canada and
Mexico.

According to Merrill Lynch, the
economic growth of India should
increase from 7.3% in 2003 to 8%
in March 2004 to accelerate to an
average of 8.5% per year between
2005 and 2007. According to
ofpcial data, household spending
consumption in this country will
double from 2004 to 2008 to US$ 500
billion.

Source: Retail Week

Wal-Mart plans to expand in
China in 2004.

W-M seeks to expand highly its
store number in China as soon as
2004 before the country fulplls its
WTO commitment to lift regional
restrictions and fully open retail
to foreign investors. Its expects to
open 50 units within three to pve
years and operate a total of 100 :
it says that three new units will
soon be opened in Shanghai, a
hypermarket in Tianjin by the end
of 2004 and two in Beijing by end of
2005.

Currently, Wal-Mart has opened
31 stores in 15 cities. In order to
consolidate its activity in this
country, the worldis retail giant has
set up buying ofpces in Shenzhen
and Dalian in order to streamline
its supply chain and 4 distribution
centers in Dongguan, Fuzhou,
Shanghai and Tianjin to provide the
logistics support.

Moreover, the joint venture
agreement  between Wal-Mart
China and International Trust &

Investment Corp was approved
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by the minister of Commerce in
November 2003 opening the way to
a future expansion in the Yang Tze
River delta.

According to the Chain Store &
Franchise Association, total sales
reported by Chinese retailers grew
by 15.1% to US$ 13.88 billion in 2002
from 2001, all domestic, foreign and
supermarket chain sales grew about
20% on average on a year basis in the
last pve years.

Obi speeds its expansion up in
China.

The German DIY chain expects to
open 12 stores in 2004, 50 in 2006 and
about one hundred by 2010 accor-
ding to Matthew Zhang, Obiis vice-
president merchandising. 00ur goal
is within the next pve to ten years to
become the leader of home materials
in Chinad, he said while attending an
international Hardware Fair in Hong
Kong.

Expansion will begin in the nor-
theastern region of the country then
will be oriented toward Beijing and
cities such as Shenzhen and Guang-
zhou.

In spite of a strong demand from
Chinese consumers, Obi faces a very
hard competition from the British
B&Q, which has opened its 14" store,
and also its largest unit, in Beijing in
2003, which covers 25,000 sg.m and
plans 70 new outlets in China within
the next pve years.

Obi stores generally have 4 core

departments : building materials
(lumber, tile, stone and Vyoor
covering), kitchen and bathroom,

a 0Technicd department including
hand and power tools€& and
garden. The newest one is the
accessory shop. In order to build its
reputation in the Chinese market,
Obi signed agreements with
Haier, a domestic appliance and
white goods manufacturer whose
reputation is already strong among
Chinese consumers and which Obi
expects to introduce in its stores
worldwide.

Obi entered China in 1998 as
it established a buying ofpce in
Hong-Kong. In 2002 the chain
opened its prst store (16,000 sg.m) in
Wuxi. Currently six are operational
including 3 in Shanghai. The most
recent in this city covers 30,000 sg.m
and sells furniture in its upper level.
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Obi has based its reputation on three
core competencies : the reputation
of the German quality, a low-price
guarantee and everything under the
same roof with a new indoor decor
department.

Mall growth in the Gulf
Countries.

Currently 3.3 million sgq.m of
space are in operation and 5.3 mil-
lion either under construction or in
the pipeline to be completed by 2008.
It means that malls will grow by 50%
per year over the next pve years.

According to pgures calcula-
ted by Retail International, which
compares GDP in US dollars per
sg.m of GLA in each city, sales per
capita should amount to US$ 3,500
per sg.m of these future centers. In
Riyadh, Jeddah, Al Khobar, Kuwait
City and Muscat, the ratio of GLA
to GDP concludes in per capita
sales of less than US$ 600 per year
and per city. In Abu Dhabi, Sharjah
and Manama, the pgure reaches
approximately US$ 1,500. But as
explosion is huge and residential
population relatively low, Doha
needs US$ 2,542 per person and
Dubai US$ 7,795!!

In the Dubai-Sharjah area,
the GLA area will increase from
560,000 sg.m in 2003 to 2.1 million
in 2008. In Dubai alone, there are
20 new malls or extension pro-
jects such as Burjuman Centre,
Wafi Mall and a handful of large
centers exceeding 100,000 sg.m :
Dubai Festival City of Abdullah
Al Futtaim or the Mall of Emira-
tes of Majid Al Futtaim, Jumeirah
Beach Residence of Estihmaar and
Burj Dubai of Emaar Properties,
the latter being qualified as the
worldis future tallest tower.

Moreover, according to Dubai
Development  and Investment
Authority, a large mall will be the
anchor component of Dubailand,
a mix-used complex (US$ 5 billion
investment) that will include 2 mil-
lion sg.m, 45 leisure projects and 200
under-projects.

Source : International Council of Shopping
Centres.

Impression : Hall de Presse Communication - 92130 Issy-les-Moulineaux - T@l. 01.55.95.90.90
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SPECIAL STUDIES

How Tesco, the world’s 7th largest food
retailer, became successful under the

charismatic Terry Leahy.
Portrait of a punchy CEO.

esco has become a phenomenon in the British retail

landscape operating 1,982 stores in Great Britain and
392 outside home. This small unpretentious grocer has
become a global colossus beating all its local competi-
tors and accounting for almost 27% of total food sales
in U.K.

During the six weeks of the Christmas season, the
Groupis same-store sales grew by 7,5%. This was in full
contrast with other British retailers such as Sainsbury or
Marks & Spencer, whose performances lagged or were
disastrous. Its Tesco.com site is the worldis largest online
food service with sales of US$ 800 million. All these
good results have been driven by four strategic ways :
the improvement of its business in U.K, the increase
of general merchandise sales, the development of new
retail services and international expansion. It succeeded
this way to control 26.8% of the British market compared
to 16.7% for Asda and 16% for Sainsbury, whose restruc-
turing program has been set up late.

Outside United Kingdom, Tesco controls an interna-
tional empire that expands from Eastern Europe to Asia.
The latest acquisitions are dating back to 2003 when
Terry Leahy bought the Turkish Kipa supermarket chain
and the Japanese Ctwo-Network that operates food
stores in Tokyo and its suburbs. In addition, contrary to
a continental competitor such as Ahold, Tesco succeeded
in becoming a global retailer without affecting its propts!
In the prst half of 2003, its pretax propt rose by 17.4%
to US$ 1.2 billion on sales of US$ 27.3 billion. The share
value doubled under Leahy and increased by 30% in
2003 alone.

Terry Leahy’s cleverness.
His style corresponds to the companyis culture. Each

year, he leaves Tescois headquarters in Cheshunt, north
of London, and spends one week working in store yoor :
on the checkout, in the apparel department or in the
warehouse, he contributes to the deliveries of Tesco.com,
and learns a lot from all these different daily activities.

Terry Leahy is clever as he knows how to attract cus-
tomers by general merchandise usually offered by mid-
price retailers such as Marks & Spencer and if, he does
not unveil its propts by division, he however declares
that non-food at Tesco accounts for US$ 13 billion per
year or the fourth of its total sales compared to almost
nothing in 1997.

As propts on this type of products is rather thin, his
strategy consists in selling more high-end goods and
services such as CDs, yat-screen televisions, mobile
phones in partnership with operator O2 or pnancial
services through an agreement with the Royal Bank
of Scotland. In the case of music, Leahy knew how to
operate his huge customer basis to undercut competitor
specialists such as Tower Records and Virgin Megastore,
so that from a very modest beginning in 1991 Tesco now
accounts for 1 of every 7 pop CD sold in Great-Britain. In
addition, in January Tesco has announced that it would
launch an online music service through Tesco.com.

Like Wal-Mart, Tesco stocks products with which it
thinks it will undercut competition to increase its market
share and develops its product lines.

Terry Leahy’s career.

Terry Leahy joined the Co-op based in Manchester in
1977 because they were the largest local employer. He
worked there trying to convince store managers to con-
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vert their shabby meat corner into attracting delicatessen
department. In 1979, he left them for Tesco.

Tesco was founded in 1924 by Jack Cohen whose
entire philosophy can be read in his autobiography oOPile
it high, sell it cheap.6 When Leahy joined Tesco in 1979,
lan MacLaurin, who was at the head of the company,
pushed it to overtake Sainsbury, which was at the time
U.Kis largest food retailer. Now, Leahy in the marketing
department, understood rapidly that customers did not
appreciate Tescois habit to copy Sainsbury with a middle
class image. Consequently, he modiped the strategy
while building the reputation of a food chain catering
to value-conscious shoppers and improved its low price
image. He closed several old urban stores and opened
modern outlets for ofpce workers in a hurry. The philo-
sophy remained the same but the new context was clean,
bright and attractive.

At the end of the Eighties, Tesco bought sites in the
suburbs of British towns in order to build big box stores.
Leahy was thus able to enlarge his offer while adding
products which his more afyuent customers were
looking for, from quality olives to his usual low-price
product lines and organic range. 0The thing about Tesco
is that there is something in there for everybody6 says
Leahy proudly. His different formats range from conve-
nience stores at gas stations to traditional urban outlets
under the Tesco Metro and to suburban hypermarkets.
In 1995 Leahy launched the Club card, the prst supermar-
ket loyalty card that gave customers points to be used in
future purchases. It was a triumph as it not only attracted
shoppers in masses but Tesco was able to collect a lot of
precise information on their prople.

Stimulated by this success, Leahy succeeded
MacLaurin at the head of Tesco as he retired in 1997. At
the age of 40, he had a lot of time before him to push
Tesco, a bad news for his rivalsé&

million (G 1.19 billion) to pnance these various expansion
projects. A similar amount will be raised to reduce its
debt. Funds will not exclusively be used in the British
market as it is conprmed in his intention openly declared
to be the leading retailer in the eleven markets in which he
is present. The reason why he intends mainly to develop
its Tesco Extra hypermarkets is conprmed as follows
oln Hungary, Thailand and Korea, investment yields at
stores opened at least one year are approximately 15%.6

Tesco to expand further and become a more
global retailer.

Tesco, progressively and prudently, opened its prst
stores outside U.K from 1994. Then it expanded to the
Czech and Slovak republics. Today it is operating from
Ireland to Eastern Asia through Central Europe and
international business accounts henceforth for 50% of its
total yoor space, 20% of its sales and 15% of operating
propts in 11 foreign countries.

According to the Financial Times, Tesco has already
invested G 1.5 billion in four Central and Eastern
European countries (Hungary, Poland, the Czech and
Slovak republics) and continues investing more than O
250 million per year. With 38,000 employees Tesco would
be the largest private employer in the region. It would be

recently interested in Romania, Bulgaria and Russia.

In Asia, Tesco is the leading foreign retailer in
Thailand and South Korea and has many operations
in Malaysia, Taiwan and Japan. In Malaysia, where it
operates 5 stores, it intends expanding further while
opening 10 more.

For the time being, Terry Leahy is not interested in
China as when he went there he saw othe best locations
and the largest investments by western prms but all cus-
tomers went to Chinese stores! 0 A

Source : Fortune

prms Food market share Food market share
in 1997 in 2003
Tesco 22% 271%
Sainsburyi 20 16
Asda 13 17
Safeway 10 9
others 35 31

Source : Fortune

Leahyis aim in Great Britain consists in developing
non-food but size is a concern. For Tesco operates more
than 400 Tesco Superstores of 5,000 sg.m of yoor space,
large enough to offer a complete range of grocery but too
small to provide everything else. Consequently, he would
like to build more Tesco Extras, hypermarkets of 10,000
sg.m, to include a wider assortment of general merchan-
dise such as apparel, health and beauty products. He
also would like to build more Tesco Express convenience
stores. But, according to him, it is very difpcult to pnd
suitable sites in United Kingdom and this is the reason
why he is relying on his international development.

Terry Leahy is increasing Tescois capital to A 810
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SPECIAL STUDIES

Starbucks, an American institution
that went global.

he brand has met an international success : in its

7,567 stores including 4,100 in North America
(more than 1,400 in California, 168 in Manhattan
alone), 1,000 in Asia, -some opened 24 hours a day,-
its 25 million weekly customers can drink various
coffee beverages (Colombian nut coffee, Guatemalan
chocolate coffee€) and buy related products.

Today Starbucks is expanding so rapidly and sales
continue to jump more than 20% a year. Same-store
sales grew by 11% between November and December
2003, the highest rate since ten years. The share value
increased by 56% in 2003 and by 3,028% since its
1992 IPO. In eleven years, Starbucks grew faster than
McDonaldis during the prst eleven years of its listing
and its stock price was multiplied by twelve.

Starbucks origin.

Starbucks was founded in 1971 by a couple of local
coffee apcionados in Seattle (State of Washington).
For Howard Schultz, currently CEO of Starbucks,
the adventure began ten years later, in 1982, when
he joined the company as marketing director. At that
time four stores were in operation providing only
beans and not drinks. He thus began selling coffee to
restaurants and upscale coffeehouses in Seattle. Then
he wanted to develop the business but owners

naldis, even other fast food or restaurant prms,
because wages and social benepts are higher and
because Schultz has refused so far to use the fran-
chise formula. Cash is in excess of US$ 300 million
and the long-term debt is almost next to zero in spite
of all its new openings. Return on equity is between
12% and 13% only and there is no dividend.

Key figures of Starbucks.

2001 2002 2003 | 2004 € (2)
sales (1) 2,900 3,300 4,100 5,000
Operating propt (1) 281 316 424 470
Operating margin 9.6% 9.5% 10.6% 9.4%
Net propt (1) 180 212 268 340
Net margin 6.2% 6.4% 6.7% 6.8%
Net cash balance 49% 94 95 122
Return on equity 9% 12% 13% 14%
PER 40.6 36.6 49 40.6

(1) in million US$(2) estimation by JCF Group

In 1991 Starbucks has become the prst American
private company to offer all its employees, dpartners
of the successful companyd, who work more than
twenty hours a week, the possibility to receive stock
options and health-care benepts. 1992 was the year
StarbucksiIPO.

Comparison Starbucks/McDonald’s.

were not yet ready. Starbucks McDonaldis
IPOis date 06/26/1992 4/21/1965

One year later, in 1983, as he was traveling to | Store C‘f)t“”tl élo . 12%132003 41781in 1216232 ¥egrs after IPO

. . . - - years arter (0} y oaay
Milan, Italy, he got the idea while he was drinking e, USS$ 4.1 billion USS$ 1.1 billion in 1976
coffee in an espresso- bar. He immediately in 2003 USS$ 16.5 billion to 9/30/2003
understood he could bring the concept back t0 [siock price +3,028% +134% in 1976
the American continent. But Starbucks owners |increase to 12/31/2003 +4,334% to 12/31/03

were still not ready for the concept. So he left
Starbucks in 1985 to launch a small espresso
bar chain oll Giornaleé in Seattle and Vancouver.
In 1987 Starbucks owners pnally accepted to sell
the company to Howard Schulz who bought it for
US$ 3.8 million with the help of local investors and
renamed it Starbucks Corporation. In 1996 Starbucks
became international and opened its prst coffee bars
in Japan and Singapore.

Starbucks figures.

Starbucks sales amount to above US$ 4 billion
including 85% in the U.S and 15% abroad. 84.6%
are generated in retail stores. Since 1997, sales grew
by 32%; in 2003 they still increased by 24%. Propts
followed the same way and jumped 26% last year to
US$ 268 million. Its propt margins are below McDo-

- REPRODUCTION INTERDITE -

Source : Fortune

Starbucks is expanding all ways but stumbles
sometimes.

Starbucks entered Japan in 1980 and successively
Austria, Switzerland, Taiwan, Great Britain, Qatar,
Spain, South Korea, etc& totally 7,567 outlets in 32
foreign countries. The team is in a hurry to make new
propts as the domestic market, North America where
more than 4,000 outlets are in operation, is rapidly
going mature.

However, Howard Schultz, the charismatic CEO of
Starbucks, estimates that there is still room to expand
in the U.S. even in communities where the chain ope-
rates already dozens of stores. He thinks that cluste-
ring them increases total revenues and market share
even when individual outlets cannibalize each other.
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This strategy works, he says, because of Starbucksf
size. It is important enough to absorb operating losses
as new stores open and rapidly after total sales grow
beyond estimations. In addition, it is less expensive
to supply and manage stores located close together as
clustering permits rapid local market domination.

In 2004, Howard Schultz expects to open 1,300 new
outlets worldwide. This huge expansion is pnanced
by his own cash yow and not by the debt or share
sales. In fact, the company could grow to 25,000 units
without any problem and expand even more faster
but expansion is tightly controlled to be sure of the
quality maintenance, which could explain why Star-
bucks estimates it is not necessary to use advertising.

But Starbucks expanded sometimes through
acquisitions : in 2003, Schultz bought Seattle Coffee
Co, a moderate-priced coffeehouse company, which
he plans to develop to US$ 1 billion in sales. To enter
India, Starbucks is pondering over several means,
either through the acquisition of a small local cof-
feehouse chain or through franchise, which Schultz
has always refused. India is a country with 300 coffee
shops and twenty new outlets open per month. The
potential market is around 5,000.

Starbucks does not meet success everywhere : in
Japan, it lost US$ 3.9 million in 2002 as competitors
sell similar products. It operates at loss in Great
Britain because imitators appear here and there and
gain in market share. In Switzerland and Austria the
business is disappointing.

Starbucks in France.

Starbucks Coffee International, a subsidiary of
the American Group Starbucks Coffee Company and
Grupo Vips have created a joint-venture company in
September 2003 to open Starbucks outlets in France.

Vips is a Spanish group, which operates leading
chains of restaurants and shops under the VIPS, Ginos
and Laena shops as well as other international brands
such as T.G.l Fridayfs, Brice in Madrid and Starbucks
since 2002. The prst French outlet opened on January
16 in the Opera district. downtown Paris. It was
followed by a second one in La Defense suburbs
and a third one is planed in Montparnasse by end of
February. Totally 8 to 10 units should be opened in
France in 2004. Starbucks is also considering to open
units in the French provinces. In addition, Starbucks
signed an agreement with the Restos du Coeur, a
national non propt-association operating restaurants
for homeless and with Max Havelaar France to offer
one Fair Trade Certiped coffee product in its stores.
Max Havelaar is an independent international
organization that grants its label to brands that adhere
to international Fair Trade standards, the certipcation
guaranteeing customers that the products have been
purchased at a fair price from producers.
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The success is so great that Starbucks attracted
the attention from Wal-Mart.

Wal-Mart is interesting in the formula and met
Howard Schultz but no agreement was signed. Then,
the discount giant has launched its own concept under
the Kicks Coffee Caf® sign in a single Wal-Mart store
in Texas in which it provides various coffee drinks
25% less expensive than the nearby Starbucks.

Starbucks is expanding so quickly that it just
ended the construction of its third and fourth roasting
factories in Nevada and Amsterdam. And even if its
growth was to slowdown by half to around 12%, the
chain could still generate US$ 7 billion in sales within
pve years. To do that, Schultz hired a new team of
managers coming from Wal-Mart, Dell and PepsiCo.

Various ventures.

Starbucks was interested in pnancial services and
recently teemed up with Bank One in order to offer
its customers the 0Starbucks Duetto Visaé card, both a
store card and a traditional credit card which rewards
customers with points for using it.

In 1998, the chain opened pve 0Starbucks Caf@s
only as it realized it was too difpcult to manage food
in its stores. It also embarked on an Internet venture in
1999 to sell kitchen wares but the stock fell 28% by the
end of the next day it was announced!! The same year
Starbucks and Time Inc have launched a coffee-shop
magazine but three issues only have been released.
Another venture : Mazagran, a carbonated coffee
beverage launched with Pepsi Co failed also.

Howard Schultz is a rich man with capitalist
and social ideas.

Howard Schultz controls more than 18 million
shares of Starbucks worth US$ 600 million and its
net worth would exceed one billion US dollars. In
addition, he was an early investor in eBay.

As soon as 1997 he signed agreements with
eight companies in order to offer A 320,000 (O
470 million) to children through the All Books for
Children campaign. Then he created the Starbucks
Foundation in order to promote local programs of
teaching communities, where he is present, to read
and write. In 2003, he granted more than US$ 6.5
billion for schools in communities of North America.
In 1999, a partnership was signed with Conservation
International in order to promote methods to produce
coffee without damaging the environment and, since
2000, he signed one agreement with Max Havelaar as
above indicated.

Its goal : to be always transparent on the quality
and origin of his products permanently looking for
the best beans. A
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