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Transforming SUPERVALU by Exploiting Scale and Becoming Hyperlocal
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In late 2011, SUPERVALU, the third largest
grocery company in the U.S., was concerned be-
cause its stock had been underperforming its
sector since early 2008. In 2007, SUPERVA-
LU’s share price hit a high of about $49 a share,
but by calendar year 2011, the stock hovered
between $6 and $11 per share (see figure 1). In
addition, the company had one of the highest
debt levels among American companies—3$6.8
billion of junk-rated debt.

Shareholders essentially look at our
company and say we’re the next grocer
to go bankrupt. —Craig Herkert, CEO

Though the bulk of SUPERVALU’s sales came
from its retail business, the company also main-
tained a wholesale supply chain business that
served 2,700 independent stores and accounted
for 23% of revenue. But the traditional retail
channdl, in particular, was struggling. Same-store
sales had been faling since 2007, with retail
revenues down 17% from 2009 to 2011. By late
2008, SUPERVALU’s PE ratio was less than
half that of key competitors Kroger and Safeway,
and the board realized it needed to take action.

In 2009, SUPERVALU’s Board of Directors
hired Craig Herkert as CEO to turn the company
around. Herkert was an experienced retailer: he
had spent twenty-two years at Albertsons, fol-
lowed by nine years at Wal-Mart where he
became President and CEO of the Americas. He
was excited by the challenge at SUPERVALU,
because it was an opportunity to try something
new, in a company that was ready to make
major changes in how it did business.

His approach was to initiate a business trans-
formation that leveraged both scde and loca
autonomy.

Background

SUPERVALU can trace its history back to 1870,
as a wholesaler of dry goods serving Minnea-
polis-St. Paul and surrounding rural communities
in Minnesota. Over the years, the company grew
to be one of the largest wholesale distributors in
the U.S., mostly by serving a network of inde-
pendent family-owned grocery stores.

In the 1980s, SUPERVALU itself became a
small-scale retail grocer after it acquired
Minnesota-based Cub Foods, which at the time
operated five stores in the Twin Cities area.
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Retail acquisitions continued steadily through the
1990s, and by December 2003, SUPERVALU’s
retail operation consisted of 257 stores, primarily
on the East Coast and in the Midwest.

In 2006, SUPERVALU acquired West Coast
grocery chain Albertsons, which added 1,124
stores to the fold. This was SUPERVALU’s larg-
et acquisition, and it changed the company’s
revenue modd. Until 2006, SUPERVALU had
been primarily a wholesader, but the acquisition of
Albertsons meant that SUPERVALU would drive
most of its revenues and profits from retailing:

All of a sudden...we became the coun-
try’s third largest grocery store company
overnight, with really no cultural history
on running a grocery business, and cer-
tainly no built-in capacity to do so.
—Craig Herkert, CEO

Each retail chain, referred to as a banner* by
management, retained much autonomy following
acquisition. Each banner had its own president
and management team, and functioned much like
an independent entity. The company chose to
keep the banner names, rather than rename al
stores, to ensure continuity for local customers:

A customer who has been shopping—I/et s
say at Albertson’s—for twenty years be-
cause her mom shopped there for twenty
vears before that...what they know is the
name on the front of the building...I am
passionate about this idea of banners be-
cause we have this brand equity, which is
well over a hundred years old in some of
these companies. —Pete Van Helden,

EVP, Retail Operations

To take advantage of its distribution capabilities
and newfound size, SUPERVALU’s decisons
were made at headquarters. Corporate determined
all pricing and merchandising. Store directors had

! In early 2012, Supervalu owned and operated 1,108 full
serviceretail stores under the following banners: ACME
(116 stores), Albertsons (445), Cub Foods (46), Farm
Fresh (43), Hornbacher’s (6), Jewel-Osco (181), Lucky
Stores (4), Shaw’s and Star Market (169), SHOP ‘n
SAVE (42), and Shoppers (56). Source: SUPERVALU
website, accessed January 11, 2012.

to execute the plans, and were audited regularly to
make sure they did it right.

We were paying [dtore directors] fairly
significant dollars to execute our plan and
not think about it. Up until March [2011],
we were teling every single store what
mer chandise had to be on every end cap.?
—Craig Herkert

SUPERVALU struggled to address the com-
petitive pressures of the growing presence of
low-cost retailers such as Wal-Mart and Target
in the grocery industry. On several occasions,
management reacted to lower-cost competitors
by lowering prices in all SUPERVALU stores.
But lower prices did not quickly generate new
sales, so price cuts simply decreased revenues,
leading the company to return to higher prices.
In the process, the company lost market share in
many key markets (see figure 2 for an example).

Turnaround Strategy

Faced with increasing competition and deterio-
rating financial performance, in October 2010
Herkert set a turnaround strategy that sought to
lower costs by leveraging SUPERVALU’S scale.
This “One Company” strategy consisted of a
series of transformation initiatives that would
achieve economies of scale through standard-
ization, especidly in its back office processes.
The idea was that since al the banners were part
of the same company, pooling their resources
could improve the company as awhole.

At the same time, SUPERVALU drew in-
spiration from its thousands of independent
wholesale customers who were succeeding, not
through price, but through localized service.

These 2,000 independent [ mom-and-pop]
grocers we serve today, how the heck did
they survive in a world with Wal-Mart?
Shouldn’t they all be out of business? But
not only are they not out of business,
theyre thriving. In fact, they re doing bet-
ter than the stores we own. Why isthat?
—Craig Herkert

2 End caps are the display areas at either end of an aisle
that feature key saleitems.
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SUPERVALU coined the term “hyperlocal” to
describe the reason for independents’ success.
“They’re really of the neighborhood,” Herkert
realized:

We said, well, gee, if that works, why
don’t we just run the stores we own the
same way?...S0 then we said, let’s be
America’s neighborhood grocer.

—Craig Herkert, CEO

While lower costs resulting from the One Com-
pany strategy would certainly help, to survivein
the increasingly competitive grocery industry,
SUPERVALU knew it would have to lower
prices. But unlike past price cuts, these would
have to be sustained.

I’'ve been through more price reduction

initiatives than you can possibly count in

my career, and they all failed. Why? Be-
cause we never funded them.

—Pete Van Helden,

EVP, Retail Operations

SUPERVALU aimed to achieve sustainable
pricing by pre-funding it via the savings it
would achieve through the One Company trans-
formation initiatives. This way, “We know we
have the money before we spend it,” Van
Helden explained.

But pre-funded price-cutting alone was not
enough. To become America’s Neighborhood
Grocer, SUPERVALU knew it had to delegate
some decision making to the store directors.

The person that leads each of our stores

has a disproportionately large impact on

our results...part of being hyperlocal is

delegating out certain amounts of deci-
sion-making accountability.

—Dave Pylipow,

EVP, Human Resources

Therein lay a conflict.

There is a tension between winning by
scale and winning by being relevant to
the neighborhood. —Wayne Shurts, CIO

The One Company strategy would require moving
from banner-based to centradized business pro-
cesses, while becoming America’s Neighborhood

Grocer would require moving from centralized to
store-centric decison making. Combined, these
two strategies would require both increased colla
boration across banners and increased delegation
of control to store managers. But with no cultura
precedent to enable these changes, how would
SUPERVALU right the ship and succeed?

Driving Change

By growing its retail business through acquisition,
SUPERVALU obtained a set of autonomous
regiona chains, each with its own culture and way
of working:

What we acquired was wildly disparate
cultures, wildly disparate go-to-market
strategies, and wildly disparate systems—
quite old by the way. —Craig Herkert

As a result, there was little cohesion among the
banners:

Each banner had great pride in what
they developed and “not invented here”
was all over the place. —Wayne Shurts

SUPERVALU realized that to successfully exe-
cute its turnaround, it needed to move from a
culture of autonomy and hierarchy to one of
shared success, transparency, and open commu-
nication.

SUPERVALU set out to execute its business
transformation by doing three things. (a) cen-
tralizing back-office processes and creating shared
infrastructure through collaboration by banner
presidents, (b) creating a culture of sharing by
store directors across banners, and (c) em-
powering store directors with greater autonomy.

Centralizing Processes and
Developing Shared Tools

As pats of a company assembled through
acquisition, each banner operated on its own
antiquated legacy system. This was amgjor source
of inefficiency for SUPERVALU, and kept the
company from enjoying its scale. As part of its
One Company strategy, SUPERVALU began
centralizing some systems and back-office pro-
ceses. For example, each banner had operated its
own independent point-of-sde (POS) system,
which limited the company’s ability to run cross-
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banner promotions and product initiatives. To
provide a single source of data, enabling a richer
cross-banner rewards program for customers, by
May 2012 the company planned to replace each
store’s POS system with a centralized system.

The company was aso implementing a single,
centralized process to manage hiring of store
employees:

We're putting in place a uniform hiring
process. Decisons are made locally, but
using one set of tools, we re not paying for
multiple setsof tools. —Dave Pylipow,

EVP, Human Resources

To encourage creation and adoption of common
tools that met the needs of al the banners, the
leadership team introduced a way for banner
presidents to collaborate on business transforma-
tion initiatives. Specificaly, each of the ten
banner presidents was made responsible for
building and piloting a business transformation
tool within his or her banner, and then rolling out
the tool across the other banners. Ultimately,
each banner would build one tool and get ninein
return from the other banners.

One such tool involved using POS data to mea-
sure movement of produce items, and determine
how much to hold in stock and how much space
to alocate. Holding the optimal amount of red
peppers, for example, would reduce spoilage and
lower costs, and thus provide a source for price
reductions.

According to Shurts, the decision to have each
president responsible for implementing a tool
across all ten banners completely shattered the
model of “not invented here”:

The banner presdents work with one
another in a much healthier way by
developing these tools and rolling them
out together. You also get rid of thiswhole
thing about, OK, here comes another tool
fromcorporate. —Wayne Shurts, CIO

Creating a Culture of Sharing

In March 2011, the company brought together
all 1,100 store directors for the first time in its
history. In that meeting, the leadership team

introduced the company’s turnaround strategy
and the role that store directors would play init.

The meseting was well-received by store directors.

It was a great program to get everybody
focused on the same thing: one team
winning. Everybody’s talking about hypex-
local, everybody'’s talking business trans-
formation, everybody’s focusing on the
same thing. We're not getting conflicting
messages down the chain. —Mark Beale,

Sore Director, Albertsons

Herkert referred to it as a semina moment.
Senior management and many store directors
felt that meeting was the first moment sym-
bolizing unity across banners.

As part of the effort to encourage a culture of
sharing, the leadership team introduced Y ammer
asatool for sharing ideas:

We believe [ store employees| know what
ails us and they probably have some
good ideas around how to fix what ails
us...and social media is just the tool that
can come in and unleash that and make
good ideas [and] new dialogue spring
up, flatten this organization and have a
whole other layer of our colleagues
involved in doing what’s right for the
company—generating new ideas.
—Wayne Shurts

Yammer was initialy implemented at SUPER-
VALU to create cohesion among the executive
team members. The team had been physically
split between offices, and the hope was that
Yammer could help the team better communi-
cate and collaborate. But that idea never got
traction. The executive team simply did not
want to use it, especialy once they had all
moved into the same building.

One executive suggested opening it up more
broadly to other employees, and according to
Herkert, “all of a sudden this thing takes off.”
Store directors started using Yammer to com-
municate, share ideas, and get advice from other
store directors. A store in Chicago, for example,
became the number one seller of pizza in its
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digtrict as a result of a marketing idea the store
manager obtained from a colleague via'Y ammer.

In addition to receiving the genera company feed,
employees were dso able to join private groups
relevant to them within Yammer. Two prominent
groups were “College Stores” and “Beach Stores,”
which were dedicated to stores located near those
types of locations. These private groups were
formed organically, and not mandated by cor-
porate. Successful marketing campaigns, such as
one involving $6 pizza on Fridays geared toward
college students, were initiated on Yammer.

Besides sharing merchandising and marketing
ideas, employees have used Yammer to bypass
levels of communication and speed up business
processes.

We've seen examples where somebody
says [on Yammer], “Boy, | understand
we have xyz product in our system some-
place. I can’t get it in my store; anybody
know how | can get it?” And lo and be-
hold, somebody says, “I know,” and in a
much shorter period of time than would
have ever happened historically, we have
it in their store... That used to go through
layers of communication and it might
have been months before we’d find a way
togetitinthere. —Dave Pylipow,

EVP, Human Resources

Many credited Yammer with helping to shift the
culture from one of differences and competition
to one of sharing and openness.

[ Yammer] isa huge vehicle for usto share
best practices, whereas before if some-
body had a great idea, it was held close to
the chest... “I don 't want to let anyone else
know what’s making me great because
then they might take my job.”
—Mark Beale,
Sore Director, Albertsons

Beale credited CEO Craig Herkert with driving
this culture change merely by being a very ac-
tive participant on Yammer.

He is the one who started this and | can
honestly tell you that every time | have
posted something on Yammer, I’'ve gotten

a response from him. And to me that just
shows his dedication to the program.../'m
sure he’s a busy man, but for him to be
able to comment on each store’s post, to
me that’s just phenomenal. —Mark Beale

Herkert blogged every Saturday on Yammer and
took pride in employees’ newfound access to him.

In the pagt, if a store director wanted to
get some information to me, he or she
would have to tell their [District Mana-
ger], who would tell their area VP, who
would tell the senior VP of Ops, who
would maybe tell the presdent of that
organization, who would then tell Pete
Van Helden—the EVP of Ops—who would
then tell me. And now it’s on Yammer and
| seeit. —Craig Herkert, CEO

Yammer was not fully adopted by al store
directors—about 20% of store directors were on it
by September 2011, according to Herkert. (See
more Yammer-related data in figure 4.) But the
leadership team had no intention of forcing
adoption. In fact, Pete Van Helden, EVP of Retail
Operations, believed that one of the reasons for
Yammer’s success within SUPERVALU was that
it was not mandated by corporate.

You will get on and you will find it to be
valuable for you. And you will choose to
stay on there, not because I'm making
you do it. You're going to do it because
you find good reason to be on there. And
if you don’t, don’t worry about it.
—Craig Herkert

Empowering Store Directors

Traditionally, store directors had little influence
in how their store was run. Almost all aspects of
the business, particularly marketing and mer-
chandising, were determined at headquarters
and pushed to the store director for execution.
But Herkert realized that store directors could
do much more.

We ran our business for the 10% [at the
bottom of the bell curve] because we
made sure that no knucklehead could run
a bad store, instead of running it for the
90% who care. —Craig Herkert
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In its effort to become America’s Neighborhood
Grocer, the company began delegating authority
to store directors. Merchandising half of all end
caps in each store was one of the major deci-
sions handed off to store directors. End caps are
valuable spaces to prominently display products,
and traditionally those spaces were fully con-
trolled by corporate. Now store directors could
decide which merchandise to feature based on
their understanding of customer needs.

Store directors were also given more leeway in
merchandising their stores based on the needs of
their community. For example, a store near a
college decided to sell Scantron forms because
the only other place nearby that sold these forms
closed at 5:00 p.m. Likewise, stores in Hispanic
neighborhoods, for example, could choose to
carry items more relevant to Hispanic cuisine.

Much of store directors’ influence on inventory
and merchandising, however, was limited to
items along the perimeter of the store (typicaly
produce and other perishables). They also had no
control over pricing. Pricing, as well as merchan-
dising of most items within the aisles, continued
to be centrally managed by corporate, to capture
economies of scale. Nonetheless, store directors’
newfound influence was in stark contrast to the
prior status quo.

It’s different for every store, but this is a
beach store and hyperlocal to us has
meant many different scenarios, whether
it’s getting involved with the retirement
homes or little league or beach clean-
ups, or just basically bringing in new
items that the customers are looking for
that maybe they 've seen somewhere else.
—Mark Beale,

Sore Director, Albertsons

Given the increased responsibilities of the store
director, the company redigned its training, dev-
elopment, and incentive programs. In partnership
with a consulting firm, SUPERVALU devel oped
a comprehensive annua performance review to
assess store directors on ten competencies and five
“success habits.” Figure 5 includes a portion of the
performance review.

Store directors who rate highly on al fifteen cri-
teria in the review are considered “Great Store
Directors.” With that title come many perks, in-
cluding full control of their work schedule, greater
flexibility on merchandising, higher compensation
and bonuses, and a special company retreat with
spouses invited.

If they achieve the status of Great, they

have no handcuffs...\We basically say, you

don’t need to be supervised...because of

the assessment you went through, we trust
that you make good decisions.

—Pete Van Helden,

EVP, Retail Operations

Also as part of the realignment, Great Store Direc-
tors were assigned an executive mentor. This
relationship was two-way: the executive provided
guidance, but store directors also advised exe-
cutives, on initiatives and businessidesas.

SUPERVALU also committed to developing
store directors who were not “Great.” District
managers were trained to coach those store
directors. In fact, in the first year of the pro-
gram, only 54 store directors were considered
Great, but by year two, over 200 store directors
were classified as such. According to Van
Helden, “Everybody could be great.” Those
with poor performance (failing four of the ten
competencies) had six months to improve, or
they would be let go.

The Great Store Director program also served as
atalent acquisition and retention tool.

The ability it gives me when | go after a
competitor’s store director, to say “if
you come to work for SUPERVALU, and
you can achieve Great status, here is
what you get.” And it’s a great tool for
retention, because | think no other com-
pany offers these kinds of perks for great
store directors. —Pete Van Helden

Next Steps

By 2011, the Business Transformation strategies
had begun to generate results and provide a source
of pre-funded price cuts. In the fiscal 2011 Annual
Report to Shareholders, Herkert listed “significant
cost savings” as a major accomplishment:
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SUPERVALU removed $175 million from This company has been going in a wrong

its cost structure through the consoli- place for a long time. We have several
dation of administrative functions, pro- years of work in front of us to get this
curement efficiencies, and facilities man- thing right. —Craig Herkert
agement. —Craig Herkert, CEO But the industry was growing more competitive
And in October 2011, Herkert noted that iden- as consumers’ options for grocery shopping con-
tica store saes were down less than 2% (they tinued to increase. And with so many changes
had been falling at over 5% per year since 2009): happening a once, keeping an active and

engaged employee base was aso an ongoing

Am I h ith wh ’ ng? Yes.
m 1 happy with where we re going?: Yes challenge for the company.

We are far from winning. But we have

reversed our trends across the enterprise. Despite these challenges, Herkert and his exec-
Very publicly, we have reversed our trends utive team were optimistic about the future of
across the enterprise. We continue to see the company.

the right trajectory. But | want to be
clear, we are nowhere near where we
need to be to say, OK, we’re done, we re
winning. Thisis a multi-year effort for us.

When the book is written about this
company, it will be about winning.
—Craig Herkert
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Figurel
SUPERVALU Stock Price Chart

Albertson’s Herkert Named Strategy and Transformation Initiative:
Acquisition CEO of SUPERVALU announced during investor meeting
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Source: Public data from Yahoo! Inc. and other sources, plus interviews

Figure?2
Regional Market Shares

Market Position # of Stores 2011 Share % 2010 Share % Change

Bakersfield, CA 1 (Albertsons) 12 19.4 20.3 -0.9
Baltimore, MD 3 (Shoppers) 19 7.6 8.2 -0.6
Boise, ID 1 (Albertsons) 20 31.6 32.9 -1.3
Chicago, IL 1 (Jewel) 170 33.9 35.1 -1.2
Fargo, ND 1 (Hornbacher's) 10 35 354 -0.4
Minneapolis, MN 1 (Cub Foods) 38 20.7 22.1 -1.4
Philadelphia, PA 1 (ACME) 82 16.8 17.6 -0.8
Providence, RI 2 (Shaw's) 19 16.1 18.4 2.3
St. Louis, MO 3 (SHOP 'n SAVE) 13 17 17.5 -0.5
Virginia Beach, VA 2 (Farm Fresh) 44 20.3 21.4 -1.1

Source: Summarized from an analysis by SupermarketNews.com,
http://supermarketnews.com/retail financial/not so super 0425/index4.html
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Wholesale ‘

Figure3
Financial Summary

Retail Total Revenue
Note: Although not part of the
Feb 2008 $9.78 $34.38 $44.0 B ‘ghnot part ofthe
transformation discussed in this case
Feb 2009 $9.9B $34.7 B $44.6 B study, results from the company’s 381
Feb 2010 $9.0 B $31.6 B $40.6 B hard-dlscgunt nge-A—.Lot stores are
included in the financial statements.
Feb 2011 $8.6 B $28.9B $37.5 B
Feb 2011 Feb 2010 ‘ Feb 2009 Feb 2008 ‘ Feb 2007 ‘
Long Term Debt ($M) $6,348 $7,022 $7,968 $8,502 $9,192
Debt to Equity Ratio 473.7% 243.2% 308.7% 142.8% 173.2%
Gross Profit Margin 22.4% 22.6% 22.7% 22.9% 21.8%
Source: Hoover’s Inc. and SUPERVALU annual reports
Figure4

Yammer Usage Statisticsat SUPERVALU

Total Members By Month

lan'09

Jul'09

lan'10

Jul'10 lan"11

Jul'11

lan"09

Jul '09

lan"10
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Total Posters By Month

lan"11

Jul'11

Source: SUPERVALU
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Figure5
Portion of Store Director Assessment

Foundational Skills

WE WILL REACH OUR GOALS THROUGH STORE DIRECTORS WHO:

1. Trust and Empower. They create a culture where associates are trusted and empowered to make
decisions. They create a learning environment where missteps are viewed as powerful opportunities to
grow competency and effectiveness

2. Create Cohesion. They create an environment of teamwork and collaboration.

3. Develop People. They constantly coach and develop the people in their store. They spend the majority of
their time on the floor coaching and developing associates, and understand that their store cannot be
successful without informed, diverse, supported, and equipped talent.

4. Build Relationships. They are “people” people. They genuinely enjoy getting to know others and build
meaningful working relationships with associates and customers. Associates feel appreciated, cared for,
and known.

5. Communicate and Align. They clearly and efficiently communicate necessary information to the
associates who need to receive it. All associates are working toward the same overarching store
objectives, and know how their role contributes to the overall success of the store. Associates have the
information they need to do their jobs and to support others to do their jobs.

6. Demonstrate Character. They practice what they preach and are the ultimate role model for hard work,
investment in people, a positive attitude, commitment, passion, and determination to meet and exceed
goals. While they convey a leadership presence, they are also approachable, down-to-earth, and
genuine.

7. Focus on Customers. They care about customer needs. They greet, help, and thank customers on a regular
basis. They engage their store in the community and understand who their customers are.

8. Are Resourceful and Knowledgeable. They understand the industry and their market/customer base.
They use their knowledge and judgment effectively to creatively use the resources they have or to get
additional resources to ensure that goals are met.

9. Influence Others. They rely little on their position or status within the organization to effectively lead
their associates. They understand that they are always being watched by their associates and work to
exemplify the behavior that they expect of others. They get the buy-in of associates through sharing
reasoning, fostering ownership, leading by example, and showing investment in them.

10. Organize and Plan. They have plans and systems that they communicate, and work as a team. They are
attentive to detail and help associates prioritize their work, given the plan. They anticipate future
resource needs.
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Success Habits

WE WILL ACHIEVE EXCELLENCE THROUGH STORE DIRECTORS WHO:

1. Drive for Results:

e They create a competitive atmosphere where there is a desire to beat or exceed expectations. They
are determined to meet objectives no matter the stretch or obstacles they encounter. They model
and instill a passion to win and ownership of results.

e They challenge associates to continually improve, push associates beyond their comfort zone, and
create a hunger in associates for more responsibility through successes and new opportunities. They
reward drive and initiative, promote and expect a ‘can-do attitude,” and create enthusiasm for new
initiatives.

e They measure results, provide regular updates on progress (sales, earnings, margins, shrink, labor,
safety, and expenses), diligently follow up on accountabilities, and learn from hits and misses.

2. Strategically Develop Talent. They think long-term and broadly about talent. They conduct yearly
succession planning; develop associates toward specific roles and goals, and work to fill the talent
pipeline for the organization.

3. Show Exceptional Customer Focus. They engage customers beyond a greeting; they build relationships
with customers, hire associates that represent the community, and consistently meet and exceed
customer satisfaction goals.

4. Show Business Acumen and Vision. They not only know the grocery business, but they understand how
business works overall. They bring a broader business perspective to their store to maximize sales. They
understand and use a scorecard to measure results (P&L, sales, purchase, labor, and cost reporting). They
understand how decisions in one area impact other areas.

5. Efficiently Manage Work. They digest and share information quite efficiently so they can spend the
vast majority of their time with associates and customers where sales happen.

Source: SUPERVALU
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