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The Group has established detailed plans to actively manage its cost
base and supply chain to mitigate risks as far as possible

L X
S/
YA
( X
Uncertaintyis putting even greater pressures on global supply chains.
To remain successfulwe need to adapt and respond to these trends
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We work closely with our suppliers to build strong, mutually beneficial
relationships and to ensure the best results for our customers
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An effective sourcing strategy creates sustainable value by driving
efficiencies and margin improvement, while using our scale to deliver

great quality at every price point o0
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LET'S WARM UP WITHA QUESTION

Whatis the most important driver of the price of chicken?

1. Energy prices
2. US dollar
3. Feed prices

4. Price of pork and beef



LET'S TAKE A SAMPLE INVOICE %‘\

vA ¢ |
= Currency of <’> Supplier ABC
under|ying N Y /N Europe or south east Asia
goods Description Quantity Unit Price Price

= Currency of

= Underlying raw T Goods

material price /(: Delivery / Storage_>
\

TOTAL in
GBP
= Cost of
shipping
= Cost of logistics
= Cost of
electricity




AUDIENCE PARTICIPATION %

How would you define your relationship with Procurement?

1. Strong, we work very closely together and | am aware of all financial
risks embedded in the negotiations of Procurement

2. Good, we send them market updates and budget rates and they ask
us for guidance

3. Limited, we just provide them with budget rates

4. | don’t know anyone in my Procurement team



SOURCING vs RISK MANAGEMENT %

= Control the sourcing of raw materials / * Financial risk managementstrategy set
commodities independently of sourcing strategy

= Decisions made around flexibility of supply * Hedges can be executed without the need
and level of customer service for a physical supply contract

= Negotiate fixed and floating elements of = Hedging strategy broughtin line with wider
contracts and invoicing currency treasury risk management policy for other

financial risks e.g. FX

Procurement and Treasury can work closely together to:
= Understand the inherent risks within sourcing
= Agree floating components in the contracts so that their fluctuations can be managed
= Set and execute the corporate’s risk management strategy

This leads to sourcing and risk management activities being optimised



COMMODITY RISK IN YOUR SUPPLY CHAIN %\

Run own fleet

= Direct fuel cost
|
= Alignment with wider risk management strategy

(o)o) (o)) (o)

‘Outsourced’ Logistics Contract
31 Party
Logistics Co. ]E. Contracts
(o)o) (o)) (o)
Fuel
escalator

Explicit fuel
cost

Ad hoc

i

deliveries

Embedded
spot price

Implicit fuel
cost

Easier to manage +—— )

Amountto c.30% - 40% of total invoice




‘OUTSOURCED’ LOGISTICS CONTRACT - EXAMPLE #\\

Pallet Third Party
Logistics Co.
llll\ g &

Fuel Price Escalator Terms

Base pallet price £20 per Pallet This risk
Fuel cost (40%) £8 per Pallet Diesel can be
Initial fuel price £1.00 per litre Exposure m\?\,?t?]g;d
Per pallet fuel exposure 8 litres 8.000,000 diesel swap

Number of pallets 1,000,000 Pallets litres

10ppl change in fuel prices = £800,000 change in fuel surcharge




CASE STUDY 1: UK RETAILER ?ﬂ'\‘

Scenario: Retaller imports goods from South-East Asia

. Negotiates cost of freight once a Composite Container Freight Rate YoY change
. .. . June 2012 — June 2016
year with shipping company in
GBP

120% -~

[any
o
N
X

Price in GBP

- Company was aware that the Price in USD

price for Shlppmg gOOdS could go 60:4 i
up if freight markets tighten 40%

. 20% w\
- Company felt it was adopting a o
prudent risk management strategy s -sox -
-60% -

80% -

YoY change in freight cost (%)

Jun-12
Sep-12
Dec-12
Mar-13
Jun-13
Sep-13
Dec-13
Mar-14
Jun-14
Sep-14
Dec-14
Mar-15
Jun-15
Sep-15
Dec-15
Mar-16



CASE STUDY 1 (CONT'D) ?ﬂ\\

UK’s EU Referendum had an unexpected impact on their cost of freight

= Cost of freight spiked in the second Composite Container Freight Rate YoY change

half of 2016 (in USD terms) June 2012 —April 2018

= The company was exposed to a 120% - —
double whammy with GBP 100% Price in GBP
depreciation 80% Price in USD

60% -
40% -

= The company now

— Receives freight invoices
denominated in USD

—Incorporates this USD exposure 40% -
into their FX hedging policy 60% -

20% -
0% -
-20% -

YoY change in freight cost (%)

Jun-14

Jun-12
Oct-12
Feb-13
Jun-13
Oct-13
Feb-14
Oct-14
Feb-15
Jun-15
Oct-15
Feb-16
Jun-16
Oct-16
Feb-17
Jun-17
Oct-17
Feb-18



AUDIENCE PARTICIPATION %

Which of the below represent a majority amongst your suppliers’
contracts?

1. Dual currency invoicing - invoices in suppliers’ currency or in USD
so that | can manage the underlying exposure

2. Contractsin my local currency with FX clauses to allow for
renegotiation

3. Contractsin my local currency and have limited visibility on the
underlying exposure

4. Contractsin my local currency but supplier is hedging and passing
me a hedged rate



MANAGING FX RISKS IN YOUR SUPPLY CHAIN %‘\

On what basis are
FX rates set?

Does the supplier

hedge?
YES NO
Is the supplier’s Are FX clausesin
strategy aligned? the contract?
YES NO YES NO
CONSISTENCY WORK WITH REVIEW T&C’s MARGIN vs.
THE SUPPLIER VOLATILITY
ADDITIONAL CHANGE DIVERSIFY

SAVINGS? CURRENCY STRESS TEST SUPPLIER BASE



CASE STUDY 2: UK FOOD MANUFACTURER %

Scenario: Company imports food from Europe

= Variety of invoices from European suppliers: EUR and GBP
= Used to hedge EUR invoices out to 12 months in a layered profile

= Aware of hidden risks, but saw currency fluctuations as “some days
you win, some days you lose”

= Early 2017, they undertook a thorough review of their Treasury Policy
—Extended hedging tenor — out to 18 months
—Increased hedging ratio — 100% for the first 12 months



TAKE AWAYS

Support from senior management on aligning
Procurement and Treasury

Get closer to suppliers

Explore methods to convertindirect risks to direct
exposures

Understand the impact — stress test

Consider other risk management alternatives



Q&A

Thank you
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Ned McLean
Director, Commodity Sales

E: Ned.McLean@Iloydsbanking.com
L: +44 (0) 20 7158 1613
M: +44 (0) 7867 349653

A

Enric Girones
Associate Director, Financial Risk Advisory
E: Enric.Girones @lloydsbanking.com

L: +44 (0) 20 7158 3955
M: +44 (0) 7585 191018
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Disclaimer

This document, its contents and any related communication is issued by Lloyds Bank plc (“Lloyds Bank”) and is for information purposes only. This document w as prepared by
Lloyds Bank exclusively for you for the purpose of analysing certain potential transactions and has been prepared in order to indicate, on a preliminary basis, the feasibility of
certain financing solutions and products. This document is being made available on a strictly confidential basis to you and is intended only for the internal use of authorised
recipients (“Recipients”) and no part of it may be disclosed to any third party. This document and the information contained herein are the property of Lloyds Bank. Recipients are
hereby notified that photocopying, scanning, or any other formof reproduction, or distribution - in w hole or in part - to any other person atany time is strictly prohibited w ithout the
prior written consent of Lloyds Bank.

This document may only be sentto and used by Recipients w ho may law fully receive itin accordance with allapplicable law s, regulations and/or rules of any regulatory body
(together, “Law s”) and persons into w hose possession this document comes must seek their ow n advice in relation to and observe such Laws. This document (i) is distributed only
to and directed only at persons w ho are not classified as Retalil Clients (as defined in the Markets in Financial Instruments Directive 2004/39/EC (“MiFID")) or equivalent applicable
local regulatory classification and should not be distributed to any Retail Clients, (ii) is not being distributed to and must not be passed to the general public in the United Kingdom,
and may only be distributed in the United Kingdom to persons w ho are investment professionals within the meaning of Article 19 of the Financial Services and Markets Act 2000
(Financial Promotion) Order 2005 (the “Order”), persons falling w ithin Article 49(2)(a)to (d) of the Order, or persons to w homit may otherw ise law fully be communicated, (i) if
distributed to persons located in the EEA, may only be distributed to a Professional Client or an Higible Counterparty as those terms are defined in MiIFID, and (iv) must not be
distributed in the United States or to any U.S. Person as defined in SEC Rule 902 of Regulation S under the United States Securities Act of 1933, as amended (the “Securities
Act”). Allsuch persons to w homthis document may be distributed as described in this paragraph are “Relevant Persons” and this document must not be acted on or relied on by
persons w ho are not Relevant Persons.

Securities services offered in the United States are offered by Lloyds Securities Inc. (“LSI"), a broker-dealer registered w ith the U.S. Securities and Exchange Commission and a
member of the U.S. Financial Industry Regulatory Authority. LSI services are provided only in the United States.

Lloyds Bank may presenttoyou a variety of financing solutions and products and this document may contain information about complex financial products. These willbe
presented in summary formonly and not all products or financing solutions w ill fulfil your requirements. This document may not reflect the final structure or all the features of any
potential transaction described herein. Y ou should be aw are that any product, arrangement or transaction w hich you may in the future choose to enter into with us is, in the
absence of any written agreement to the contrary, on the basis that you are able to make your ow nindependent assessment and decision as to your requirements and w hether
that product, arrangement or transaction fulfils those requirements. By review ing this document each Recipient is deemed to representthat it possesses sufficient expertise to
understand both the risks and rew ards involved in the product types referred to herein. Recipients should conduct their ow n independent enquiries about the suitability of the
products referred to in this document to them and obtain their ow n professional legal, regulatory, financial, taxation and accounting advice as appropriate. Any transaction w hich a
Recipient of this document may subsequently enter into may only be on the basis of such enquiries and advice, that Recipient's ow n know ledge and experience, and on the basis
of the documentation setting out the definitive final terms and conditions of that transaction, including any risk inherent or set out therein.

This document does not constitute or imply any offer or commitment w hatsoeveron the part of Lloyds Bank to arrange, underw rite any portion of, participate in or provide any
financing or lending or to enter into any transaction w hatsoever. This document does not formpart of any invitation, offer, or solicitation to buy, sell, subscribe for, hold or purchase
any securities, derivatives or deposits products. This document is not intended to, and shall not, formthe basis of or be relied on in connection w ith any contract or commitment

w hatsoever or any investment decision. Any future offerthat may be made willonly be made subjectto all required due diligence being completed, creditand all other internal
approvals being obtained and satisfactory documentation being completed. This document is not and should not be treated as investment research, arecommendation, an opinion
or advice in relation to any matter (including w ithout limitation legal, financial, regulatory, accounting and taxation) and Recipients cannot rely on this document. Lloyds Bank is not
acting as a fiduciary nor in the capacity of afinancial advisor (or in any other advisory capacity including taxation, regulatory, legal, accounting or otherw ise) in relation to this
document or any subsequent product or transaction entered into. Lloyds Bank reserves the right to terminate discussions with any Recipient in its sole and absolute discretion at
any time and w ithout notice.

By accessing, viewing or reading this document, you represent, w arrant and undertake that: (a) you understand, acknow ledge and agree to comply w ith the contents of this
disclaimer; (b) you are a Relevant Person; (c) you w illnot use this document to the detriment of Lloyds Bank or for any matter other than any transaction contemplated in this
document; and (d) you consent to the delivery of this document by electronic transmission.



Disclaimer (cont’d)

Lloyds Bank, its group companies, and its or their directors, officers, employees, associates and agents (altogether, “Lloyds Bank Persons”) accept no responsibility for and to the
fullest extent permitted by law shall have no liability for any loss (including w ithout limitation direct, indirect, consequential and loss of profit) or damages to you, or for any liability
to a third party, how soever arising, in relation to this document or any subsequent product or transaction entered into. Whilst Lloyds Bank has exercised reasonable care and
acted in good faith in preparing this document, and any view s, data or other information expressed or presented are based on sources it believes to be accurate and reliable, no
representation or w arranty, express or implied, is made as to the accuracy, adequacy, reliability, completeness or correctness of the facts and data or as to the achievability or
reasonableness of any projections, targets, estimates or forecasts contained herein and the information contained in this document has not been independently verified.

Any pricing or rates quoted herein are based on our view of current market conditions and are for information purposes only. This document may refer to and/or be materially
affected by future events which may or may not be w ithin the control of Lloyds Bank Persons, and no representation or w arranty, express or implied, is made as to w hether or not
suchan eventwi lloccur. Past performance is not indicative of future results. This document may contain hypothetical illustrations, sample or pro forma information and scenario
analysis of return and performance which illustrate a range of potential outcomes based upon certain assumptions. Such potential outcomes are not a prediction, expectation or
any form of assurance by any Lloyds Bank Person of the performance of any transaction or product. Actual events cannot be predicted and there can be no assurance that any
illustrated performance or return will be realised or that actual returns or results w ill not be materially low er than those presented. This document may include statements w hich
may constitute forward-looking statements. Such statements are not a representation or assurance of any event or outcome occurring and are strictly non-binding. The information
and any view s in this document (including any forward-looking statements) reflect the prevailing conditions and judgements as at the date on w hich this documentw as prepared
and are subjectto amendment and change at any time and Lloyds Bank is under no obligation to update this information or to informany person of any such change.

Lloyds Bank may engage in transactions in a manner inconsistent w ith the view s, statements or opinions expressed in this document. Lloyds Bank may have potential or actual
conflicts of interest with other persons in connection w ith any of the potential financing solutions, products or transactions discussed in this document. Lloyds Bank trades or may
trade as principal or otherw ise in any of the financial products or related derivatives that may be referenced in this document and may have proprietary positions and/or may make
markets in such financial products or related derivatives. Lloyds Bank Persons may have an interestin any of the financial products referred to in this document.

Lloyds Banking Group plc and its subsidiaries may participate in benchmarks in any one or more of the follow ing capacities; as administrator, submitter or user. Benchmarks may
be referenced by Lloyds Banking Group plc for internal purposes or used to reference products, services or transactions which we provide or carry out w ith you. More information
about Lloyds Banking Group plc’s participation in benchmarks is setout in the Benchmark Transparency Statementw hich is available on our w ebsite.

Lloyds Bank is a trading name of Lloyds Bank plc and Bank of Scotland plc. Lloyds Bank plc. Registered Office: 25 Gresham Street, London EC2V 7HN. Registered in England
and Wales no. 2065. Bank of Scotland plc. Registered Office: The Mound, Edinburgh EH1 1YZ. Registered in Scotland no. SC327000. Authorised by the Prudential Regulation
Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority under registration numbers 119278 and 169628 respectively.
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