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Differentiation in Duty Free

HEINEMANN

2 L'Oréal Men Expert Wash Bag
Gift Set

L'Oréal Men Expert Shaving Buddy Set

€ 21.00 £6.00 or 600 points

Including VAT ‘S)aver £14OO
1 Was £20.00
1 items

Quantity EXPERT e E \ FS)(:(\)/jUti?Sfo 70 percent on 1000s of sale

Item is currently out of stock online
Add to wishlist

Bundle packs are hardly a new news in packageutls.
But this iISTR exclusiveand no one in TR would be able to afford to drop the price this much.
Sq clearly when we look at these two prices we are puzzled. Someone here is making too much money rig




Margin Structure and Differentiation

Travel Retall Domestic
PRICE: 100e 100e

. - Travel Retail Price: ¥0

20e Content: 10xchup&hups
High Street Value:2

4o€ 35¢€ T,
10¢

15¢

25¢ 35¢

* Figures are exemplificative.
Airports charge high concession fees for the retaidardget a % of the sales ap t015%

Tradeterms are usually verlyigh,asthe space comeat premium and brands are willing to pay for

Broadly speaking in this channel the P&L is different and the final consumer price is 4 to 5 times that of the good pux
the 3x of what you would find in domestic shops

Whichagain is why differentiation is important, and one category that got this righbrsfectionary.



Travel Retaliler vs Dept. Stores
Higher Gross Margin, but also Higher Operating cos

Dufry (TR

Currency CHMBNn

Sale 4.1

COG 1.5

Gross margi 64%

SG/ 1.9

SGA% Sal 47%
Operating Prof| 0.3

Profit margir T%

This allows the duty free retailers to sustain the high costs, as we can see from this comparisoﬁi?di.the
If we look at the P&L structure 8fufis 2y S 2F GKS o60A3IISEAG ¢w 2LISNI 2 NE

that the much higher gross margin is offset by higher running costs, especially higher rents and fees.
Source: Annual Reports 2014
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Travel Retail has often been described as theéntinent of Retail, and this is especially true in the luxury sed@#o, almost
half of all the spending ipersonalluxury happens in travel retail!
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3Bn passengers, mostly with high disposable income, transit through the airports of the world.




TR Split bv cateaorv

Confectionery
& Fine Food

8.0%

DOLCE GABBANA

Electronics

Cif Fragrances

R Cncr BTl ™
& Cosmetics

30.0%

s & Other

8.1%

Watches,

10.4%
15 Eo - ~ragrances & Cosmetics growing
' 16.4% High value/unit
High emotional involvement
14.6% Disproportionate use in Middle East & A
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cosmeticsretailers change assortmebl the hour, having beauty consultants that speak the language gfdbsengers.
LVMH one of the leading companies in personal luxury, got its own Travel Retail shops, under the brand DFS, to more



Shannon Airport
In the 50s
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Fromthe very beginning, the channel offered luxury produshion items, jewels and the traditional high duties categories
Today especially in Europe and within tishengerarea, Duty Free has very little reason to egibut the channel managed to
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Today travel retail is about the experience, the service and the ¢
guality.Butthe pressure to keep the prices low is tremendous.
Peoplespend 10min in Travel Retail on averagmaking it
extremely important to close the deal quickly.

And in a higkpressure situation like this, the reputation is
everything because people would not buy at all if TR would get
famous for being expensive.

The majority of transactions still comes from consumers that
are price sensitive people looking for a bargain, a small gift or
an inspirational product, which means the channel has to be
competitive.

Theyare the ones who would check the price of the product
online while buying. Or if they buy on the plane and find out
they could have spent 10$ less if they would have bought it
domestically, they would write a letter to the airline
complaining, expressing their disappointment on the social
networks and finally making a lot of troubles.

Theyare the ones who helped to shape the industry.

And then there is a category pse¢ Asian shoppers.



Aslan Tourists & Duty Free

LOTTE DUTY FREE ?hw& : ..”."R‘u ""1 l

T +120M Chinese travelling abroad
90% travel budget on shopping
1500%/av. Purchase

: Source: China Tourism Academy
Today, in Frankfurt the blggest alrport in Europe, every year 60MM passengers leave on a domestic or international f
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Theyhave high disposable income, they are looking for presents and they have nothing to do but shop or eat while w
for boarding.

In Asia the custom of bringing back a gift is extremely important, and the price of the gift is directly proportional to the
importance you put upon that relationship!

Thetravel retail industry lives for them. Even if the conversion rate is very low, the traffic is just too big to ignore and fc
premiumbrands there is the added benefit of visibility

Airport autoritiesrealized this all too well, which is the reason wigyaday the benefit of duty free, the fact that you do ne
have to pay duties nor indirect taxes when buying in travel retaiGompletely offset in the P&L of the retailers and often
the price to the consumer by the high running costs.



What choices do Travel Retallers have?

ABe priced above High Street
AAbsorb extra costs

ANegotiate better terms

As such, the retailers are faced witiree alternatives

Have high prices is not an optiahthe retailer is not able to compete on price it will eventually go outudiness

They cannot really absorb costs as their P&L is quite stretched already

Theonly way out of this is for the retailer to be able to negotiate better terms with the supplier. Leveraging on the fact tt
travel retail has low to O advertising cost, as it benefits from the advertising spent domestically, companies tend to agre
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As most of the business in travel retail is done on tobacco, perfumes, alcohol and cosmetics, all highly consolidated

iIndustries, it was unavoidable that the buying side would also go through a phase of consolidation, to gain negotiation
and scale. Which is what happened lately.



