""ANALYST

Ocado: International Thoughts & Kroger Moves in the US
STRONG BUY @ £2.32

Ocado — View All Notes and Models

Recommendation: Strong Buy (No Change)

Price: £2.32 Market Cap: £1.5bn Ticker: OCDO LN

3m Average Daily Volume (USD): $7m 2 Year Price Target: £6.80 Forecast Return: 193%

Investment Thesis:

e Share price still gives optionality on further growth in the UK beyond CFC1 and CFC2 revenue, and international
deals.

e Core business (CFC1, CFC2 and the Morrisons JV) close to £100m free cash flow (2017e), headlines in P&L carry
significant costs for platform businesses with no revenue today. Market doesn’t understand the business.

o Low-cost supplier of groceries based on superior cost structure against offline-players. Best grocery shopping
experience for the consumer, can keep driving market share.

e  Stock back below fair value of current UK business.

We note some interesting developments at Kroger in the US. If Kroder/is_going intoxonline in a big way alone, or using
technology partners other than Ocado, it will support the bear thesis™If\Kreger is using Qcado it is very bullish for the stock.

Very few people active in the stock market now genuinely, believe Ocade, will win an international customer, although
management continues to reiterate previous guidance of Beingyin multiple discussions with international grocery retailers to
use Ocado Smart Platform.....we believe our commerciakpropositiondo shternational grocery retailers is compelling and
remain confident in our ability to sign multjple deals\in the mediwmtérm’ (Source: Ocado Half-Year results).

Ocado made £83m cash from operations last’year, and willinake £94m thisyear. If we add back £20m of P&L costs for Ocado
Smart Platform (OSP), on which there is no révenue, apd deduct £30mM ef'maintenance capex, Ocado is approaching £100m
of free cash on CFCT+CFC2+Morrisons=investors are,paying 14x that number today.

Who would use Ocado’s.Smart Platform?

Ocado has repeatedly stated that whefrit.does a deal, it would prefer it to be a large one. In addition, it has stated that the first
deals are likely to be iitheUS and/Western Europe — there are large grocery markets that are under-penetrated by online. We
have considered mostof the larger grocers either side of the Atlantic.

As Ocado would like to do a big deal, we rule out countries such as Portugal (Jeronimo, Sonae) and Finland (Axfood). Other
European markets that are technologically advanced such as Sweden and Norway have their own challenges — ICA is a
franchise model in Sweden, whilst the population of Norway is only five million. A city such as Atlanta, Georgia alone has five
million people in the urban area.

In the US, there are multiple regional and local players. If the capital commitment to use OSP is $100-200m (a logistics center,
van network, cash payments to Ocado and reconfiguring elements of the supply chain) then we should focus on companies
spending at least S1bn of capex per year. A customer also needs to have healthy profitability, a forward-thinking management
and board, and a large and loyal customer base (to take the risk” in online).

We completely understand the markets scepticism over this deal. However, at a share price close to £2, Ocado offers an

attractive investment opportunity if it can execute on the OSP/international strategy. We have reduced the deal partner target
set further and, in our opinion, the most likely candidates are as follows:
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e WalMart: We have initially ruled out Walmart, although they certainly have the scale and are obviously challenged by
Amazon. We believe WalMart would almost certainly want exclusivity, and/or would want to own Ocado. They have seen
firsthand in the UK through ASDA that Ocado has become a relevant and strong player with an excellent product, whilst
online results from the incumbents are mixed at best (although click & collect has worked, and online penetration is most
advanced in the UK, we believe Tesco and Sainsbury lose money online). Analyst estimates suggest WalMart has lost
$1.5bn in e-commerce (see conference call transcripts in the appendix to this note). WalMart recently announced last mile
delivery testing with Uber, Lyft and Deliv. WalMart seems to be quite advanced with its online plans, which are in excess
of $12bn globally.

e Kroger: We discuss the Kroger case below as they seem to be approaching something large in online.

e Publix, Florida: This was a rumoured deal earlier in 2016, but the rumours seemed to be unsubstantiated. Publix had already
tried online twice (Publixdirect in 2001, Publix Curbside in 2010) and use Shipt (similar to Instacart) in a number of cities.
The company also has a history of developing its own technology, and it has a new CEO:

e Aldi & Lidl: We don't think the hard discount model is immediately conducive toonline. Basket sizes may be too small,
quantities are often large, and the SKU range is narrow. These two companies maysnot ‘believe’ in online at the German
headquarters.

e Ahold/Delhaize (US, Netherlands, Belgium): These two companies récentlymerged and may be too busy with integration
challenges to adopt OSP. There has been speculation that this merger. was thereason for the delay or cancellation of the
deal that was promised in 2015. Ahold has its own Peapod division doing ehline.

e Supervalue, Trader Joe's, Costco, Whole Foods (all UStnationals) and US‘regionals: These are all retail models we would
like to explore in further detail in future notes.

e Carrefour (France): In its investor call in March 201.6;we believe Carrefour effectively put to bed any notion of using Ocado.
In addition, the click & collect model insFrance has héen extfemely pepular. Exhibit 1 below from the company’s call
addresses online & digital.

e Spain: Mercadona is the only operatorwith national'scale, @and reports around 20% of market share. We aren't clear that
urban densities away from Madridiare large enough to supportonline, whilst Spain is a large country with huge distances
between cities, small basket'sizes, and a‘highwuse of local fresh providers (e.g. the local grocer, butcher, and fishmonger).
Carrefour (addressed@hove)and DJA are'smaller and DIA is a value operator which is making small initial steps into online
but this is difficult.to centrol throughsa franchise model, as ICA is finding out in Sweden.

e Other Europe:We_ do not believe Eastern European markets are sufficiently advanced to support high-basket size online
grocery; many of the European countries are too small, and we rule out France, Netherlands, Belgium, Spain and the

Nordics.

e Germany is another large country we would like to do further work on to explore the possibility of a deal.
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Exhibit 1: Carrefour conference call transcript

<Q - John Kershaw>: Yeah. Good morning, guys. Hopefully, you can hear me and 1l speak slowly because | know my accent
/s difficult to understand. First of all, perhaps just talk to the broader profit trend if you can. Lots of change, but an uncertain
economic backdrop out there. So, has the business still got lots of energy to grow profit or is it getting harder into 20762

Secondlly, lots of comments again subjectively online but can you talk more specifically how you will address online grocery
particularly in France. Leclerc with over €2.3 billion of online sales, | have to guess €300 million for yourself. So, how would
you play catch-up there?

And finally, just on data more broadlly. When do you think you will have a single view of the consumer, so you can use the data
more powerfully?

<A - Jéréme Bédiier>: Well, | would say that the hearing conditions were not optimal. But I'll trytoanswer your questions, should
| answer that in English or in French? Does the gentlerman have access to the transiation?He does. Okay. Well, thank you very
much for your question.

And indeed, this is a question that focuses mostly on digital and on the levers for profitfor 2076. That's the first point, | believe.
And the second point was, what about sales for food or food sales in France? So, €3 billion were mentioned by one of our
competitors. That's the second topic, these are the two topics.

So, anyway on the food question, home deliveries, that s the only gestion really/Will @rive — yeah, maybe. | think I've answered
that question already by explaining the strategy of Carrefour, Jhe idea would be to have stores as close as possible to
catchment areas, to cut the distances between our stores andvwhere people live. That's all | need to say. If this is not
understood, | can't do more. That's the only thing | can doxThat's the first' thing.

Secondly, if fresh produce is a key cormponent ofideodzwhich is'my belier, then obviously, the fresh will be better served when
it is based in small warehouses, which | shall.tall conveniepté sterés, local.stores.

And when you think you can deliver food and non-foad abthe sametimelyou are wrong. This is quite clear-cut as a statement.

And there is no single site that can actually do/greatwhen doing home deliveries especially in the fresh sector. So this is my
answer to that question. This'fs.my.answenrxthé.fresh is fresh. The fresh is fresh, the fresh is local, the fresh is professional.
And this means that you'have, very limited \room for manoeuvre for stores that need to be as close as possible to the
customers.

Source: Bloormberg transcript

Financialimplications

Ocado has a market capitalisation of £1.5bn. This is a lot for an unprofitable challenger grocer that is threatened by Amazon.
However, we consider Ocado to be a winning technology and logistics provider. Firstly, Ocado supported only £1.2bn of gross
sales last year; it is yet to scale, which is why profitability is so low. Secondly, it has not monetised the technology outside of
its own Ocado.com operation and its platform partner in the UK, Morrisons.

If Ocado was to provide $5bn online revenue capacity to an OSP partner through the provision of CFCs coupled with an in-
store/click & collect solution at a 5% fee, it would make $250m from that customer annually. If we assume annual costs of
$50m to provide the service, and fully tax the recurring profit stream on a 20x multiple that represents £120m of income and
nearly £4/share. Clearly this is an undiscounted, un-risked number to be achieved in perhaps five years' time, but we are
discussing the direction of travel in this note.

We propose that a large international deal would be completely transformative to the Ocado investment case at the current
share price level of £2.32. Ocado is losing money investing in the OSP, which is currently a business with no revenue.
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A large deal with attractive economics makes Ocado a global technology provider (as verified by its own customers in the UK,
and Morrisons, the first retail partner). This de-risks the investment case significantly and opens the roadmap to a share price
a multiple of the current level.

Developments Stateside

Evidence is building that Kroger is about to make a play into e-commerce. We do not know if they will use technology partners,
or the timing of a broad launch on home delivery and click & collect, but we lay out our thought process here.

e Kroger has a $36bn market cap and generated $110bn of sales in 2015 (same-store sales were +5%). Last year it bought
back $703m of stock, and paid $385m in dividends. It invested $3.3bn of capex, and generated $5.2bn EBITDA, with $2bn
of net income. The company calculates an invested capital base of $46bn, and carries net debt of around 2x EBITDA or
$10.4bn.

e Insimple terms, Kroger can easily afford to use Ocado’s OSP offering. In our last diseussion with Ocado, it was suggested
by management that a partner could begin on OSP with less than £30m investment in the first year. Ocado could provide
a first piece of capacity (for example S1bn revenue) which would be scaled asa.modular facility, with the client paying a
small initial technology fee (510m?), a total capacity fee (1-2% or $10-20m?).and an active capacity fee based on the actual
capacity required each year (perhaps 5% or $5m per $100m increment).

e Onthe assumption that only 5% of Kroger's revenue goes onling (the currentlevel of UK penetration), the board should be
thinking hard about how to supply $5bn of sales to their customerbase inithemext five-to-ten years. One solution would
be using Ocado’s OSP, beginning with a first modular facility:in a key market, followed by multiple modular CFCs across
the country. For example, Ocado’'s CFC3 in Andover,will fulfill 65000 orders per week at 180+ units per hour (picking
speed), providing a maximum revenue capacity of £350m/S500M.

e Kroger operates 2,778 retail food stores (42%.in"eompany-owned facilities), uses 39 distribution centres, and employs
430,000 associates. A typical Kroger supermarket stocks 14,000 private label items, whilst it has 38 food production plants
which supply 40% of the brands sold in;the superniarkets.

e Inonling, they provide ‘ClickList"(erder onlinerstarecollection) although this is only operating in 221 stores (less than 10%
of the base). In fact, the company barely.mentions online anddigital in its annual report. Kroger is available on Instacart,
but this only appears to’betin 26 cities«in Atlanta, Georgia. Interestingly, Kroger could be testing the Atlanta online market
through Instacart, before launchingrits own direct offering in that region for the reasons discussed in this note. Instacart
represents a tool fortrialing online whilst it is not at scale. Grocers can see if there is customer demand, but if they scale
through Instacart they eventually ‘lose’ the customer and associated data to Instacart. In addition, we are sceptical that
Instacart ¢ould'be’scaled to provide a cost-effective $5bn online solution to large national grocery chains.
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Exhibit 2: Kroger on Instacart (26 cities listed, all in the state of Georgia)
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Exhibit 3: Kroger online
If you think about Harris Teeter, right? We talk a lot about Harris Teeter, up to about 160 or so Fxpress Lane click-and-collect

Jocation throughout that banner. And we always thought from the beginning that Harris Teeter really set the standard for
customer service and convenience, where customers define that as wanting to order online but pick up at store.

And just over a year ago, we built on that Express Lane learnings and launched a new way to shop in Cincinnati. As I've said
before, our intent was to build out personalization and efficiency capabilities on top of what we had seen at Harris Teeter for

both our customers and our associates. And that's really important.
Source: Bloomberg transcript of Kroger investor meeting
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e ClickList was acquired with Harris Teeter (which operates 237 stores and is based in North Carolina). The merger closed
in early 2014. Kroger seems happy with the Express Lane offer (click & collect) as per the comments above. We speculate
that Ocado may be required to integrate store-based picking and collection into their OSP offer. An expansion of the offer
in 2015 may have led to greater complexity for Ocado than they initially expected. Adding technology and support to
integrate a client's store network to the centralised picking of the CFC would be additional complex work. We know
Morrisons will begin to offer an element of store collection through M.com, as well as taking additional Ocado capacity in
CFC4 when it opens in 2017.

Exhibit 4: Tim Steiner on store picking

We're not seeing any specific difficulty — just to understand that these are very major Strategic decisions. So if you're a sizeable

player and if you're talking to us, for example, and we explain to you that today, Ocado's salessare;something | think just over
20% of the sales of Waitrose, if you're running a S20 billion or S50 billion or S100 billion retall, you are thinking about a business
that could scale to S2 billion, S4 billion or S20 billion in the next 5 years to 10 years.

And deciding how you're going to run that business is not a small decision. Andthere's a lot of things to think about in terms
of how it integrates to your existing systems, how it integrates to your existings—or how it appears to your customers, how
you might solve challenges in terms of picking in far-flung regions where.they-don't justifithe size of an automated solution,
how you might utilize those facilities to enable you to do other activities that.could benéfit from fast, efficient, single picking,
like, some single picking for store replenishment. It's just — it's a big strategic decision.

| think the only question that in some markets people have fs, there are still'same players — and | think sitting in the UK we
might feel that's a little bit remarkable — that aren't sureftheonline marketwill ever take 5% share in their market, whether
they ought to be investing any enerqy or money into it. Personally, sittinguhére with the scale of the UK market, the continued
growth, and in particular, the market share that we'we taken bysdoing a better job, we think that people will slowly come to
realize that this is a bigger market opportunity. But'everall Ldydst.say that the conversations are taking longer rather than
there is a specific hurdle to them.

The timelines, as | mentioned before, ate™not as fastds turning én akind of a manual solution where some crowdsourced
people come in and pick a few groeejies,for your.customers ahd somebody needs to charge more money because it's rather
expensive. The timelines look like =\usually, andit depends whereand who with and when exactly...

Source: Bloomberg transcript of Ocado Q4 2015 earnings call

e Kroger is based"in Cincinnati.Ohio ‘and in June last year began to add 650 jobs at a new building in Blue Ash, Ohio.
Alongside therecruiting, the company began to convert a dormant 375,000 square foot facility to take over work handled
by three 6thericenters in the area. We believe Ocado has commented in investor meetings that reasons for the delays to
an international deal could include changes to the corporate structure of the client during the negotiations, or the
requirement for a client to convert existing facilities already in their supply chain (rather than going greenfield with Ocado
immediately).

e Early this year, Kroger launched ‘Main and Vine’, a new concept grocery store in Gig Harbour, Washington. In addition to
the Kroger app, we also found the Main & Vine app available to download on the US Apple Store. The Main & Vine app is
not fully developed, and based on our testing does not yet fully work. There are some similarities to the Ocado app (for
example the ‘five options’ at the bottom of the screen) but nothing to suggest Ocado has anything to do with this Kroger
project at the moment.
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Exhibit 5: Main & Vine app (3 images on left hand side) and Ocado app (right hand image)
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e InJuly 2013, Kroger registered a ‘Main and Vine' trademark covering retail.grocery-store and on-line grocery store services
with in-store pickup or home delivery.

Exhibit 6: Main & Vine trademark

JUSTIA Trademarks

Statements

Goods and Services Retail grocery storesand on-line grocery store services
with in=store pickup or home delivery in the field of
packaged and fresh foods and beverages, natural and
organic foods and beverages, general merchandise,
healthsand beauty products, vitamins and supplements;
retail delicatessen store and on-line delicatessen store
services with in-store pickup; retail pharmacy and on-
line pharmacy services with in-store pickup and home
delivery

Goods and Services Food delivery

Goaods and Services Restaurant services, namely, delicatessen services with
in-store pick or food service for consumption on
premises or carry-out

Pseudo Mark MAIN AND VINE

Source: trademarks.justia.com

e The Fort Gillem logistics center in Atlanta, GA has a video update as at 29 June 2016. The Kroger logo flashes up at around
25 seconds on the video — Kroger is currently occupying the building behind and has 253 acres of the site before building
#200.

e Kroger does not appear to be committed to building #200, which is an 848,000 square foot concept that has had the shell
erected — this is much larger than CFC2 in Dorden (350,000 square feet) or CFC4 in Erith (563,000 square feet). The
location is 12 miles from Atlanta, as described on the center’'s website. Atlanta is a large urban sprawl, with a population
of 5.5 million in the greater urban area. This sort of population could easily support a $S1-2bn CFC. In addition, Atlanta is
within two-to-four hours of cities such as Augusta, Birmingham, and Colombia. Charleston is a push at five hours and
Jacksonville may be too distant at nearly six hours. In the UK, we believe Ocado sees a catchment of up to three hours
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(CFC to hub). Perhaps in the US, greater distances are possible by using the larger highways, client supply chain assets
and overnight driving.

e Fort Gillem has 10.9m height to the eaves, whilst Dorden is 16.5m and CFC4 Erith is 11m. As we have not yet visited the
Atlanta site, we are unclear if the facility is designed in a similar way to a CFC, with the configuration of the incoming
suppliers, the car park layout and the dock doors. Fort Gillem will have 141 dock doors, which compares to 28 van docks,
and 32 HGV loading bays at CFC4.

Exhibit 7: Gillem Logistics Center overview
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Project Overview

8 million square feet of
erce logistics center is fully
er within close proximity of the

Gillem Logistics Center (the former Fort Gillem Army Base) is an 1168-acre master planned park that can accommoda
industrial space and one-half million square feet of mixed-use buildings. The state-of-the-art regional distribution and
zoned and entitled, with new infrastructure including a four-lane divided spine road, multiple electric substatiens a
park.

Located within the city limits of Forest Park, Ga., Gillern Logistics Center is within 4.5 miles of Hartsfield nternational Airport, 12 miles from
downtown Atlanta and close proximity to I-285, I-75 and 1-85. It is within one-half mile of the Anvil nge of I-675.

master planning, marketing, and project managing, and the firm has rights to develop a si;

The Kroger Company (NYSE:KR) purchased 253 acres of land in June of 2014 and is d
square feet, With plans to invest $200 million into the new distribution facility ove:
with delivery in the fall of 2015. Y

Exhibit 8: Location of Gillem Logistics Center
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e If Kroger is not using Ocado for online, it supports the bear thesis that Ocado’s technology is not differentiated. If Kroger
go into online by themselves, or with other technology partners, this would be damaging for the internationalisation thesis
on Ocado.

e If Kroger is moving ahead with Ocado, then why hasn't Ocado announced it? Perhaps there is an initial testing phase for
Ocado to fulfill some proof points before confirmation of a deal. Perhaps the deal is planned to be large, there are some
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provisional works being undertaken, but final terms are not agreed? Perhaps Ocado has signed confidentiality agreements
with Kroger, who want to protect their online strategy, and secure a first mover advantage in the US? An NDA or broad
heads of terms may not trigger any disclosure obligations, or initial work may be undertaken without Kroger having made
a final decision as to whether to use Ocado, another technology operator, or to do it all in-house. If Ocado is involved in the
project without contractual certainty, this may put significant risk on Ocado, though they may be willing to take such risks
for such a large prize. Whilst there are a variety of reasons why disclosure may be legitimately withheld, we are working
on the assumption that no signed contract exists and that at best an informal or non-contractual understanding is in place.
Alternatively, of course, we recognise the possibility that Kroger may be working alone or with another technology partner,
and Ocado is therefore continuing to face delays in achieving its first OSP deal.

e InApril2016,a Times article suggested Ocado was about to enter the US after signing a deal with logistics company Mace.

This occurred alongside rumours (for example in The Telegraph) that Ocado was in talks with Publix Super Markets. Publix
is Florida-based, with more than 1,000 locations.

Conclusion

On 13 July we will visit Amazon’s logistics facility in Hemel Hempsted (tours are‘available here). We also plan another visit to
see what is happening at CFC3 in Andover. Reports from the company’s pest, interim results roadshow indicated that
management had delivered test orders from the facility already. If this issthe ease, then the company should be on track to
ramp-up the modular facility after the summer, well in time for peak orderingein the s up,to Christmas.

A successful ramp-up of CFC3 is important for Ocado. Firstly, itdifts capécity constraints and allows continued volume growth
at +15-20%. Secondly, it is a proof point of the capital-intensity ‘and mechanies, of the new technology. Thirdly, it is a proof
point for international licensors.

Ocado may be more advanced with an international partper thap’current market consensus believes.

Ocado remains a Strong Buy-rated stock with a £6:80 target share price!
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Appendix: Key comments on online by Kroger since start of 2015

23 June 2015 (Jefferies Global Consumer Conference)

<Q - Mark Gregory Wiltamuth>: Okay. And when we look over at e-commerce, you've got the click-and-collect model in the 165
Harris Teeters. You now have a test running in some of your Kroger bannered stores in Cincinnati. Maybe talk to us about that
offering for the consumer and what you think the future is there.

<A - J. Michael Schlotrnan>: Well, we're happy with what we see. The consumer acceptance of it is high. There are growing
pains with any new line of business like that. You have a group of associates who are now shopping for customers rather than
stock in the store for customers. So theyre used to putting stuff on the shelves, not taking it off the shelves as when they're
working. So you have to train the associates how to do that. You have to have them understand how that customer would
want to shop. So there's a bit of training. That's one of the reasons we've gone a little slow atfirsts That first Kroger store is
now open live to anybody. If you go online, you can — anybody can shop, but it's not a limited group.

In reality, it was — even before, we said it was not a limited group. A local news reporter figured out to how get in and kind of
told the world how to do it if they wanted to. So we actually had a lot of business'thatwe couldn't fulfil because we're limiting
the slots. Now, it's open to anyboady. It's going very well. The second store has\been opened in a limited test. But that word is
getting out as well. So we're — | feel pretty good about the pace we're going tQ be able {o déliver this for our customers.

And just based on how quickly the slots fill now, Cindy always reminds me'that we haveiit in one store in Cincinnati; so people
that want it may be going there and that's filling up slots. And as we'gét it to mere Stores, it will free up slots. But the slots fill
up pretty quickly. There are windows of time where you knowsyou re going\itorbe by the store that you can pick the slot, and
they do fill up pretty quickly, which is a good sign that theseypeople want it

25 March 2015 (Telsey Advisory Group Spring Consumer Conference)

<Q - Joseph I Feldman>: Just to maybe~/ knew we havé Tike a minuteor two left | always like to ask you guys or all
management teams, just what are people\asking, or what are people'not asking that they should be asking about? Like what
are people missing right now, if anything?

<A - J. Michael Schlotman>: 1.think one ofithe'things that people are starting to appreciate about us a little more is our
innovation. | always joke that aMotof people Kroger pops up on the screen and their image is a sleepy little Midwestern grocery
retailer, until they get into“eur storesmti/‘they see the stuff that Harris Teeter had brought us with click-and-collect, until
they've realized we haveover 300/pegple in Cincinnati working on a digital and e-commerce platform. Until they see some of
the things we're @oing\from a technology standpoint with our QVision, where we saw a piece of technology and enhanced it
and put it in gur storés and for a one-time capital investment, no more hours we took three and half minutes out of the wait
time at the frontzends of our stores.

And the tenacity we have we don't rest in our laurels. If you listened to where we're at the Analyst Meeting in October, Rodney
always likes to remind us, our to-do list is longer than our done list. And if you sat in some of our meetings, you would think
that we'd had 45 straight quarters of negative IDs, not positive. Because we frankly don't think we're doing as good a job as
45 straight quarters of IDs when we do our own report card. There is a lot of room for us to do better in our stores on day-to-
day basis. You'e in the stores a lot more than me.
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11 September 2015 (Q2 2015 Earnings Call)

<A - W. Rodney McMullen>. ...1d like to highlight three key areas of innovation and investment today. Technology, food and
people. And how the steps we are taking in each of these areas are broadening our competitive advantage for the future. We
are actively expanding our use of technology in ways we believe will make a difference for customers and associates. This
summer we expanded our online ordering pilot in Cincinnati to three additional divisions. We are now offering our order online,
pickup at the store solution in select Kroger stores in Louisville and Indianapolis and Fred Meyer stores in the Portland area.
This is, of course, in addition to the Harris Teeter's successtul Express Lane service.

When you think about digital opportunities, we do not limit our focus to e-commerce. Digital for Kroger includes a broad range
of efforts to interact with custorners in increasingly relevant and meaningful ways whether online or through a mobile app. A
key metric s our measure of digital and household engagement. And during the second quarter, we continued to gain
household engagement at record numbers. Our Kroger technology tearm continues to earn recognition for leading-edge
initiatives to establish the Internet of Things in our stores. Earlier this summer, Kroger's gfectronic temperature monitoring
project was named a winner of the CIO 100 award by CIO magazine. As we shared wjth you in June, the talented team at
84.57° is helping us grow and evolve even faster due to their closer daily involvement i our business. 84.57°s specialty,
helping us make data-driven decisions that truly put their customer first is a signiticant competitive advantage for Kroger.

Our multi-tiered Corporate Brands portfolio has always been a powerful ditferentiator forKroger. Simple Truth continues to
see explosive growth. Private Selection remains a vibrant billion dollar brand that is growiag inthe double digits and developing
unique offerings in many categories.

11 November 2015 (Acquisition of Roundy’s Inc)

<Q - Stacie Rabinowitz>: And | was just curious, with more Stores in the.Chicago market and Chicago being such a consolidated
geography, does that change how you're thinking abeut what youmight be testing in e-commerce and delivery versus pickup?

<A - J. Michael Schiotman>. We have probablya test of everything going-en in e-commerce, when you think about product
cost and online ordering, delivered to home Via that way, when you think'about Express Lane at Harris Teeter or ClickList at
Kroger or home delivery in the Denverumaiket. So it $isafe to assufme.that we have things going on, on all facets of this. And
as Rodney said at the investor conference a couple weeks aga) thiskisn't an or, it's not shop in the store or get home delivery,
we view it as and. And we do beliewe weé havedo solve for how a customer wants to interact with us on each shopping trip. So
If they want to come to the,Store.taday or ifitheywwant to drive by and have us put it in their cars, or if they want to deliver to
their home, we believe wé.need to figure outaway to be able to address all of those needs for the customers.

15 March 2016 (BAML Consumer & Retail Tech Conference)

<A - W. Rodney MeMullen>: | guess probably one of the biggest learnings that we learned from Harris Teeter, when we merged
with Harris Teeter, was that a customer really continues to engage with you by coming in the store. So, it's not an either or it's
an and. And that had always been our hypothesis but until we merged with Harris Teeter. We didn't really know that for sure.

And, so far, there isn't anything that's caused us to see that it isn't an and. And, for us, what werre trying to do is design a mode/
where the customer decides how they want to engage with us versus us telling them you have to. You can only buy over —
deliver to your house by UPS or whatever else. And like a customer decide how they want to engage with us.

And what we find — it's just one more part of the whole shop and it's just one more easy way for the customer to engage with
us. We do an awful lot of work trying to help the customer to be able to make out their shopping list as easy as they can if they
want to shop with us digitally. And we track how long does it take somebody to prepare a shopping list and for how many
jterms and everything else. So, to us, it's just one more evolution to engage with a customer the way they tell us they want to
engage versus tell them you have to shop this way with us.

We're happy where we are. If you look four years ago, the revenue from that part of the business was zero and it's starting to
show up towards a meaningful number. I'm really proud of the team and how they've taken something that really didn't exist.
And now it's something that customer comes to us for. And we have a high percentage of our customers engaging with us
digitally. And if you look at coupons, it wasn't quite 1 billion last year, | don't think.
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<A - J. Michael Schlotrman>: Not quite, but we're certainly hitting every 500 million download of the digital coupon multiples
faster than the previous 500 million.

<A - W. Rodney McMullen>: And we really work with 84.57° in terms of using the predictive analysis to try to make it easier for
the customers. So, Mike, when he logs on, his coupons will be sorted different than Kate's, different than mine based on our
own behavior.

16 March 2016 (Barclays Emerging Payments Forum)

<A - W. Rodney McMullen>. Yeah, we use 84.57 and that's our own IP to analyze the data, but what | thought it was — but |
don't — it's the software — the underlying software is a third party that we would use the platform for, and | just don't remember
who that is, sorry.

<Q>:Can we bring it over here to the middle?.

<Q@>:Thanks. Could | just ask a quick question, people really talked about e-commercelin grocery being underpenetrated, could
you give me your thoughts on that, and maybe some of the payment providers ar tech\eompanies that's kind of you feel has
enabled you to drive that e-commerce business?

<A - W. Rodney McMullen>. Yeah. Our experience so far with e-commergé’is it's, — the clistorner it's an and versus an or. Where
If you look at most retail businesses, it's an or, so somebody completelt.switches(the way they shop. | think part of it is that
people are social animals and they still like to go talk to people. So'l.think that'sione ofthe reasons why it's an and, and not an
or. For us, we want to make sure that we're positioned to deahwith the custorner changing at whatever speed they want to
change. So if they, suddenly if it goes from 0.07% of the businéssto 20% of the business in two-years, we want to make sure
that we're positioned to be able to successtully manage thatiransitionsrhepayment piece, to me — just making it seamjess,
Starbucks is the one | think probably who does the best job of ahysrétaller/restaurant that's making the experience totally
seamless. Okay, Merediith.

<Q>/ have two questions. The first is youtalked about the amount of-ehange that's coming. To what extent given the size of
Kroger does that make you hold off in teamsof Implerienting a newtechnalogy because you know there is going to be another
new technology and you don't wani'tosnake thatinvestnient inorder to go up, and then | have another question for you.

<A - W. Rodney McMullen>: Xeah. Probably the easiest example to use on that that isn't helpful for the payments but it would
give you insight in terms af hownwe think IS ityou look at digital coupons or digital shelf tags, we've been — we've tested digital
shelf tags, | don't know, probably six timés-er seven times over the last 15 years. As soon as we — if we could get a real return
on it, we would do-t.even though yeuknow what's coming out a year from now is better than what you have. The only way
you would not doithat Is if there wasssome massive leapfrog, but most leapfrog you don't know about that. So you really would
be driven by,(can you get a return for the investment right then and obviously the life would be shorter than what you're — it's
not like a physieal asset where it has a 15-year or 20-year life.

<Q@Q>:And then my second question is, maybe just a little more technical, but | read that you have cut the home delivery business
in Denver which you had for very long time. But that you are moving it to the Vitacost platform, | was trying to wonder what's
going to make that — what's going to be better about that functionality than what you were doing before, because you clearly
were serving customers to some extent?

<A - W. Rodney McMullen>. Just for everyone, Vitacost is a company that we merged with about a year ago that's 100% dot-
com and it's focused on natural and organics, vitamins, those types of items. They have about 47,000 SKUs. What we're
testing at King Soopers is really using the Vitacost platform branding under King Soopers name and basically creating endless
/sle. So if you think about a store having 4,000 SKUs or 5000 SKUs what we're trying to do is to open up to where there is
40,000 some SKUS.

<Q>: [indiscernible]
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<A - W. Rodney McMullen>. Yes. The platform is just a facilitator. The product is what really matters and that's one of the
reasons why we merged with Vitacost was because it is our ability to get the platform by three years or four years.

<A - W. Rodney McMullen>: Right. But, I really, if | look at what, how the payments are in Europe, | would — [ really believe that
pressure will be to move more in terms of what the European model is versus what we are doing in the U.S. today. How long
It takes to get there, the Federal Government will obviously have an influence as well.

<Q> Okay. | think we are about out of time. | guess maybe one last quick one and then...

<Q>/ think | can make it quick. Just e-cornmerce economics, just trying to understand how you think about that business if
you have to run it as an entirely separate unit, have to think very long-term to make that businessscale?

<A - W. Rodney McMullen>: Yeah. If you look at our e-commerce business, we've probably, our structure is different than
almost any other retailer out there, and it's actually a matrix organization. And it's kind oftascinating, because you can argue,
If you have standalone, but if jit's complete standalone then you don't do a very good jobYeveraging your core assets, and we've
really created a matrix so that we can leverage the assets we have, because we'think that's one of the advantages we have
as we have a lot of stores that are convenient.

22 March 2016 (Telsey Advisory Group Spring Consumer Conference)

<Q> Wanted to ask about the digital strategy, obviously, it's a bigitopic and.everybody is concerned that grocery is going the
way of digital and obviously everybody's trying to do it. You.guys.are takipg the click-and-collect approach as sort of your lead.
Can you talk about how that's going, where things stand, thetest stores.for the core Kroger, how Vitacost fits into all this — all
these things.

<A - J. Michael Schlotman>: Yeah. It's — the hope'is that, its an intégrated.strategy, but ultimately it's an integrated strategy.
So Il start with what — we call it Kroger Cliekkist, what Harris. T eeter calis'elick-and-collect or Express Lane, that depends who
you talk to, what they call it. | think, techaically it's Exptess Lane buta ot ofpeople call it click-and-collect. So let's just use that
as a generic term, which is why wesouldr 't pointat thiselick-and-eolléct because, we couldn't trademark that term.

<Q>: Right.

<A -J. Michael Schlotrman>:And so our view'is and what we learned through Harris Teeter is most of our customers live within
two or two-and-a-halfuiiles of a~ one\of our stores. And if you think about where they work or where their children go to
school or where they take their children in after-school activities, there's probably four to five to seven even Kroger stores that
they would péss in their daily travels. The opportunity to say, well, I've got a soccer game with my child at 6 o'clock and I'm on
the other sideefthe town. So tonight, I'm going to go in and put my order and at 8 oclock, I'm going to pick up my order on
the way home at a store that's not by my house is hugely efficient for that family versus saying, okay, well I'm going to put my
order in, but / got to — now, /'ve got to travel to the store | always go to or | want it delivered to my home, but | have to be home
between 6 oclock and 8 oclock. Well, that won't work, my child has a soccer game at 7 o'clock. Just the convenience of our
Jocations to where our customers live their aaily lives, we believe that and what Harris Teeter showed is, is that it's a
convenience with the customer, one is wanting to pay a little bit for.

Most people weren't willing to pay what it's really cost to deliver a product to your home. How do you handle groceries being
delivered to your home if it's a window of time that you have to be home because — my son lived in New York City for a couple
years and in his apartment building, they had a — there was a doorman and they had refrigerated units in the lobby level of the
building, so for us directly come in, put your groceries in when you finally get home from work;, theyre there waiting for you.

We don't have that in the suburb yet, where most of our stores are and the notion of putting groceries on your front porch is /
think going to be something that people aren't willing in any near-term to live with. There are people who are home a lot that
it can work for. And the other part is just the efficiency of delivery. My stores there are 24x7 in many cases and the custormer
decides when they wanted the delivery. The last mile is not the difficult mile for them in most of our locations. We can save
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them a lot of the time shopping. The last thing a mom wants to do is if it's a rainy soccer game, it's going to the store with a
mudadly child and shop.

<Q>: Right.

<A -J. Michael Schlotman> So it's been — it's [indiscernible] something that again our — we focus on what the customer wants
and the customer continues to tell us if something they like. And if you think about Vitacost, we recognize that the whole online
shopping experience, these things — there are things that the customers wants to buy that way. And when we thought about
getting into that world, the e-commerce world from an online capability, we were getting ready to go down that path of
investing a lot of dollars in an online capability. The opportunity with Vitacost came along, while part of it was — it's an extension
of what we already do in our stores which was phenomenal, a lot of it was the fact that their system is hugely scalable and it's
something we can go in and play with and understand what dynamics the customer likes.

And again, | think it was S770 million or S175 million we paid for that merger. And if you think-about what it would have cost
us to build that capability with test and learns and losses you generate along the way, we would — between losses and just
through capital, building the capability, we would have spent way more than S175 million. Alot of that would have gone through
my income statement that sits on my balance sheet as an investment.

And we're testing things with them today in different markets, where an extension'of Simple Truth can be shipped, top shelf-
Stable product. It's not all vitamins and supplements, there are a lot of feodhproaucts\n there, but it's shelf-stable product
primarily at this point. When you think about the whole world of subserptions and Kevin Dougherty who likes — who runs our
digital, likes to hold up, let's assume that it doesn't have the water.and becausé thatgets pretty heavy when you ship it, you
weigh it out before you cube out, but items this size that are relatively light, like a'bottle of vitamins, the more of those you can
get into your box, the more efficient it is. So, our whole goalis.te.get angtheritern or two in the box and it doesn't just have to
be a line of products they started with.

<Q>: Now, are you finding a certain type of person.is\the onelsShopping with ClickList or Express Lane? /s it — again, is it a
younger, more millennial, is it the soccer mom, ol kind of.describéd thata.couple of times?

<A - J. Michael Schiotman>: Let's put itithisway, [indiscermible] so Kate has a five-year old and — or a six-year-old and an eight-
year old. And it really is that famlly,who's time-stressed. Its\ditficult oftentimes to take them to the store and shop
[indiscernible] You can decide whatstore, particulanly as we contipue to roll it out, is most convenient for you to pick it up.
That said, it goes across demographics. Thatweuld be the leading demographic today. It's some kind of life event, having a
child, someone has been&ick inthe family:and it's easier just to run to the store and get a few things or have it picked for you.
But people — what we'veNearned from Harris Teeter is people may use it less, but they don't get away from it entirely.

<Q>: Okay.

<A - J. Michael-Schlotrman>. If you think about, shopping at grocery store, one of the issues we have from a real estate
stanapoint is the bascart is only so big. So, as you shop in the store you only have so much real estate to fill up, when you're
shopping in the store. And if you get bulky things, if you get paper towels, if you get bottled water and that kind of product,
you're shopping cart gets filled up pretty quickly. Well, when you're doing it on ClickList, that little cart just — the number goes
up, and it doesn't really ever get full, and as long as your trunk's big enough to accept the product, you really aren't limited on
an order side, by the size of the bascart. That actually can be a limiting sales factor inside the store. Well, our ClickList sales,
average sale, is significantly higher than our average in-store sales.

<Q@>: Got it. And the nature of what they're buying is a little different too?

<A - J. Michael Schlotman>: It runs the gamut of the store. It's amazing the number of people, one of our views was that that
they wouldn't want to shop the perimeter on ClickList and people are fairly okay doing that Some people separate trjps, some
people buy all of the — Rodney, talked about the boring part of the store, the shop going up or down the canned vegetable
aisles and the most exciting part of the store. They may have let's shop all of that and they get all that on one trip and then
they were trips for fresh product, they may stop a couple of times a week and buy that product closer to consumption.
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<Q>:Got it.

<A - J. Michael Schlotrman>: So, a lot of people shop. It's not — for us between Vitacost, ClickList and the brick-and-mortar, it's
not an or, it's an and. And what we want is — like you can shop this way and you can shop this way and you can shop this way.
We aren't going to tell the customer any one way they have to shop with you.

10 May 2016 (Goldman Sachs Global Staples Forum)

<@ - Stephen Grambling>: 'm going to tie one other related question and then go back to the audience questions. But | guess
thinking beyond just ClickList, it seemns like other retailers, and broader retail have often talked about omni-channel and it starts
with buy online, pickup in store, and then kind of evolves to direct to the consurmner. Yet, e-commerce penetration for grocery
inthe U.S. has basically been sub-2% range for years and years and years. | guess what do you think has kept the consumer
back in the U.S. relative to other markets like the UK or Korea and what are the things that you are.doing and how do you feel
about direct-to-consumer?

<A - J. Michael Schlotman>: Wel|, first off, | think there are just demographic and litéstyle.differences between us and those
countries you just mentioned. If you think about London where you have to pay some Very high amount just to drive your car
in the London, if you're outside the circle, who is going to drive the car to the grecery store when you have to pay, | don't forget
how many pounds of this, I've never driven there because I've enough troubles.te stand orithe right-hand side of the road, little
on the left-hand side. So, first off, you have to step back and understand the mobjlitwdifference between the markets we
operate in and the markets like that, that your referenced.

Our view of this is, it's much like ClickList as the customer is.geing to leadwus where they want to be. The one thing | can tell
you about is, there really isn't an option for home delivery aut.there thatwve aren't trying to learn and understand somewhere.
And if you name most of the options, whether it's our own tueks with.howe a@elivery, whether it's an Instacart or an Uber, there
/s some learning going on somewhere. So, we really.understand the€conomics and we understand what's going on. It's just
like store formats. And one of the reasons, we hqve,sownany things that are out there, even if we decide format X isn't going
to be one that winds up being something we want to deploy, what you fearn about the financials of that model and how to
compete with them, a competitor, you'vejustiaken your leamings to@nother level, so that you can remain relevant with your
customer. So not everything your try has<tabe succéssful for to beasuceess for the company.

271 June 2016 (Jefferies'Cansumer. Conference)

<Q - Mark Gregory Wiltamuth>"0Okay. Wihwden't we move over to e-commerce? So your ClickList offering, this is your Click-
and-Collect offering in_theynarketplace. J inderstand you have 40 to 45 stores now, 25 markets, what are your plans there on
expanding that? Amakare there anybarrers in terms of pacing to get that to a broader segment of your stores?

<A -J. Michael Schlotman>: And my guess is, is it's probably pushing 60 stores by now versus the 40 stores or 45 stores when
we last reported” They re opening quite quickly. The initial slot to get opened, there is a lot of entitlement work you have to do.
You're altering traffic flow in the shopping center. There is new signs. Youre, in some cases, blowing a hole in the wall of a
building to have a door for people to go in and out of to service the customer. All of that requires entitlerment work with the
appropriate municipalities and permitting and things like that.

So to get the critical mass of those done, a lot of that work's behind us and now it's just a matter of getting the equipment in
place, the associates hired and trained and turning on the system in those stores. We're very pleased with what we're seeing
and we continue to plow forward with opening them as quickly as we can.

<Q - Mark Gregory Wiltamuth>: And is this something where itll be an anchor store or one store in the community has it, or is
it something that will work at all the stores?

<A - J. Michael Schiotrman>: The direct answer to your question is it will be in a lot of stores. The whole thing that makes this
work for our customer s most of our customers live within a couple of miles of the store they shop in, and we wanted to
remain convenient for the customer. The biggest issue, and itll be what my son, who's in London would say, a First World
problem, is in some stores, we're already to the point where we have to figure out how to expand the pickup slots, because
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some of the ones that are most popular get filled up pretty quickly. So we're going to have to figure out a way to expand the
pickup slots for the customer to keep it very convenient. And it's a nice problem to have. It's better than having open pickup
slots.

<@ - Mark Gregory Wiltamuth>: And then, the other pricing points, you also do S0.99, S0.95 for a year membership more or
less. So is that popular versus the S4.95 per pickup?

<A - J. Michael Schlotman>: We've done that at Harris Teeter, and it is proving somewhat popular. We have not offered that
on the Kroger side, yet | don't believe right now as we rolled out, we're just doing the per trip offer until we get through the
rollout stage. And again, the repeat customers, the first couple of times they do it, it is free and then we start charging and we
have a lot of repeat customers

<@ - Mark Gregory Wiltamuth>: Okay. Now, Walmart is layering on top of delivery option on to théir click and collect. What are
Yyour thoughts on adding delivery to this? Do you think you need to go down the delivery routeer s click and collect going to
be the predominant model?

<A - J. Michael Schlotman>: Wel|, you should assume that anything that's out there, weie testing somewhere. We always do
it. We just don't chop from the rooftops everything we're doing. And our mergerwith Roundy's and the Mariano's stores in
Chicago, they've had a relationship with Instacart for a while that we're continuing.and were learning from. There is a store in
Washington DC under the Harris Teeter banner that if you click one more tine, you“eah go over and schedule delivery to
happen via Uber.

And as you know, we've had our own delivery trucks in Denver‘Calorado for.a véry long time. And you heard Rodney used the
words on the first quarter earnings call, of anything, anytime, anywhereandwe're trying to make this process an and for the
customer, not an or. So we don't want the customer to thigkyou can either,do this or do that, wanted to be an and process.
You don't get their overnight, you migrate there overtime, and thesé.aréall building blocks that you try to get stronger on each
aay.

<Q - Mark Gregory Wiltammuth>: And where‘are the’'peak dernand periods?ls it 3:00 PM to 5:00 PM before dinner hour? /s that
when you get loaded up? And is it to thepoiat wheredt disrupts thesstore at all or is it just seamless in the background and in-
store shoppers don't even notice this happening?

<A -J. Michael Schiotman>: Xeah. | wouldntgo'so far, as it's completely seamless and | know there are shoppers that see the
people picking. The way the progess workstoaday as it's not a same day process, you can sit down and do your order over the
course of a few days. Andithen when yeu submit it, you have up until midnight before the day you pick it up to make
modifications.

So the order{s actually sitting in the store for a little bit of time before the picking has to occur, so you can schedule that a
little bit differently. But in a really high volume store, the addition of ClickList to it, you have to be sensitive to not detracting
from the customer shopping experience. When we have our associates shopping for ClickList orders, it's a fine line you walk.

<Q - Mark Gregory Wiltamuth>: Okay. And you think delivery is economical or do you set the charge at right amount that you
coverit?

<A - J. Michael Schlotman>: The customers love it when it's free. They balk when you charge for it. There is a fee for the Uber
attached in D.C. My guess, the dynamics of that store with how urban it is, there are probably a lot of those customers taking
an Uber to the store and an Uber back from the store. [indiscernible] | ought to charge Uber for the advertising I'm giving them.

And now if they can go to the express lane and order the product and just have the Uber deliver it it's saving them time in an
urban environment. We're not afraid to test things. We test a lot of stuff. And we'll continue to figure out what the customer
wants. And you can't make money doing everything they want, so you have to make sure at the end of the day, we do have
shareholders we owe a return to, and we're very cognizant of that.

Source for all comments: Bloomberg transcripts.
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