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Opening of the conference

FrANcCOIS BAROIN
Mayor of Troyes

There is a long history of the reduced cost distribution of locally made products. That Troyes is how a European
crossroads in large-scale modern distribution, this is thanks to the brand villages and factory outlets selling
products at reduced cost for reasons of imperfections or destocking. This is the basis from which an analysis has
emerged, more global and more modern, enabling promoters and investors to take the risk of taking on the role of
company head and developing this new concept. Today, Troyes is where factory outlets and brand villages have
reached full definition, thanks to a net sales area of more than 80,000 m2. This concept is emerging in a
competitive context and requires fine-tuning, improving and further analysis, with the aim of ensuring the future for
the company and the creation of an investment logic that can attract more customers. We must not over-use this
reduced price retail concept, and we must develop the energy around this development. This is one of the aims of
this European Colloquium.

DoMmINIQUE LEMELLE
President of the Troyes and Aube Chamber of Commerce and Industry / President of Magdus

The first two colloquiums that were held here in 2003 and 2005, on the subject of brand villages, were great
successes, and established a real eagerness among the European players in the sector to continue with these
meetings which have proven their professional value. Magdus, the European Factory Outlet Centres Observatory,
launched in 2004 by the Troyes and Aube CCI, and which is now a reference point as an information tool for this
sector, has therefore organised this third encounter, with the same spirit for exchanges of information and a sharing
of experiences. This 3rd in the series has a specific focus on the issues facing the distribution of brands in Europe.
Its evolution represents strategic issues for the brands and the players in distribution, including the brand villages.
We are proud to be able to welcome, as in 2005, the international delegates, with more than one third coming from
a dozen different European countries. There will be considerable focus this year on the situation and the
developments among our European neighbours, with namely 7 “Country” workshops. But there will also be 2
roundtables, 2 conferences, and 8 other theme-based workshops, all covering a multitude of cross-border issues,
including that of Sunday trading, which, as we have seen very recently, has been in very much in the news, and not
just in France. This 3rd Magdus European colloquium | believe confirms the European leadership of the Troyes
area, and the special role it has in any analysis, and, | hope, in the creation, of a balanced and quality based
development of the brand village concept. It responds to a strong desire for information and dialogue among all the
private and public players in the sector, in France as well as throughout Europe.

This Colloquium is thus above all a place for exchanges, for comparing experiences and points of view, in a forum
for constructive and orderly dialogue. It is thus with the aim of providing for the participants the best possible tools
in terms of current or future debate, that we have brought together an extremely creative and varied platform of
speakers, whose experiences and analyses will offer something for all of us.

Page 2/ 73



Magdus 2007 — 3 European Outlet Conference - Troyes — 19th & 20th september 2007

Introduction

The distribution of brands in Europe: situation and prospects

OLIviER DAUVERS
Editor in Chief at “La Tribune Grande Conso”

2007 will be a significant year. There are currently two million m2 of dedicated sales area in brand villages and
factory outlets in Europe. In 2003, the sales area was 50% lower. The rate of growth is high, but can it be
maintained? Projects for over one million m2 have been announced. But are these in fact real projects, intentions or
secured projects? Brand villages are attracting operators and investors, but will they attract the brands and the
customers?

A “typical” European consumer

PascaL ROUSSARIE
Director of “L'Observateur Cetelem”

“L'Observateur Cetelem” has been studying consumer behaviour in France and more generally in Europe since
1989. We have, as of 2000, demonstrated that there is a “European consumer”. How do we explain the existence
of a “European consumer”? Many European countries share a common currency, as well as economic indicators,
distribution concepts, and product supply. The appetite for consumption in Central and Eastern European countries
is remarkable, with a shared desire to consume as they do in Western Europe. These various factors have as such
formed a so-called “European” consumer. As a result, thanks to this concept of a European consumer, there is a
harmonisation in the life styles in the various European countries.

The European consumer is a serious buyer. In all countries, the intention to consume is greater than the intention
to save. This becomes more intense every year. It is however possible to detect a feeling of frustration among
consumers, because purchasing power, whilst increasing, is not keeping up with the significantly increasing desire
to buy.

What is the link between the European consumer and brands?

The growth of “hard-discount” in Europe might well have been thought of as presaging a decline in the brand
concept. However, according to consumers, if there are no brands they feel lost and a sense of loss. Consumers
need brands, because they represent confidence over time and a reference for consumption. The brand can also
be an inspirational support. Consumers appropriate the codes and the values carried by the brand. When one
drinks Coca Cola, one appropriates the American way of life.

Olivier DAUVERS
Henrik C. Maris is a brand villages consultant and has been involved in the sector for many years. What is the link
between the consumers and the brand? Do you think this link is as strong as that described by Pascal Roussarie?
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HENRIK C. MARIS
Factory outlet consultancy / Denmark

| think this link is even stronger. We see the brands all around the world. The consumers’ environment is full of
brands. When you go shopping, you want first a branded product. You want to be branded for the right price too.
Factory outlets’ clients are exclusively brand consumers. In textile in general, it is going more and more
identifications to Mc Donald’s, Burger King, Coca-Cola, and Pepsi-Cola. People want to show what kind of person
they are through their clothes as if they were choosing between Coca Cola or Pepsi.

Olivier DAUVERS

Does this apply to brands in general or just to a few specific brands? Are we not over-generalising the brand
concept, forgetting that we have to stratify it? It is obvious that not all brands are valuable. Some are not worth
anything.

Henrik C. MARIS

You are right. But to be a brand you have to be branded right. And big playing businesses gain brands. You can
find textile brands which produce sunglasses, perfumes, a whole pallet of products. About 200 strong brands
produce things which are not profitable at all, but it allows them to strengthen their profile. Consumers are aware if
a brand is a brand or if it's just something with a name. Don't forget that consumers are clever. It is not only a
question of commercial identity.

Olivier DAUVERS

How do the brands see retail? How do they assess the changes in retail sales in general, and in brand villages in
particular? Are brand villages just one channel among others or a highly specific channel for them?

Alessandro Bedeschi, as the General Secretary of the European association of fashion retailers, how do the chains
that you represent see the development of brand villages, from the birth of the concept some fifteen years ago to
the brand villages being constructed today?

ALESSANDRO BEDESCHI
General Secretary, European Association of Fashion Retailers / Belgium

The situation of the factory outlets in Europe differs significantly from country to country. In some member states,
design factory centers are proceeding as a threat to the traditional retailing system. While others just consider them
as an alternative to traditional distribution. There are social reasons, historical reasons, or legal reasons behind
these differences. Each standpoint of our association depends on specific situations in each country.

Changes in the brand villages in question

Olivier DAUVERS
Do you see the development of brand villages as something positive? Or is it an area of concern for your
members?

Alessandro BEDESCHI

Again it really depends on the country. For instance there are many differences between northern and southern
European countries. You have to determine level plain field in matter of agreements. In some countries, there is a
lack of legal clarity on factory outlet centres and designer outlet centres. Factory outlet centres sell over-stocks and
merchandise pre-season products.
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Factory outlet centres allow selling directly to consumers and generally they are far away from city centres. In many
cases, things are different. The original concept of factory outlet centres has evolved in shopping villages, design
outlet centres or outlet villages.

Olivier DAUVERS
Is the development you describe positive or negative?

Alessandro BEDESCHI

It is not the question to know if it's good or bad. It's a matter of legal level plain field. In some southern countries, it
can be a problem, because what we call factory outlet centres, are more shopping centres. They should be
compared to equivalent services on prices, promotion, opening hours, and administration process rules.

A specific assessment of brands for each country

EMMANUEL DE LABARRE
Managing Director, Eurelia

A “brand-sign” is different to a “sign-brand”. Although there may be a European consumer, every country has its
own appreciation of brands, or even signs, that can sometimes be completely different even for the same type of
product. The signs have a specific “net square meter” approach (Are square meters necessary in selling off
products? Can we make a profit?). Not all brands take the same position with regard to the concept of the sales
square meter. Some in fact even refuse to sell their products in certain types of super-production. It also depends
on the image the sign gives of itself (and therefore the need to distinguish between a brand centre and a
commercial centre), as its role is also to analyse the commercial operation.

The way brands see things has changed, in the same way as has the nature of the brand village or factory outlet
projects themselves. Sometimes too many net square meters are made available in these centres. This is however
an opportunity for certain brands or signs wishing to achieve a European reconnaissance. In addition, rents in
some countries are lower than in ours, and the concept of commercial property is sometimes understood
differently.

Online brand villages?

SVEN LUNG
CEO, “Brand Alley”

“Brand Alley” is an online factory outlet center setup in 2005 and which has 1.5 million hits and ships 60,000
products every month. Annual growth in this market in France is 60%. The sales model applied by the Brand Alley
services company is different to the so-called “flash sale” (“vente flash”) model. The company offers the brands by
means of a technological platform, similar to department stores, in order to manage an “externalised” stock. This
market is a new way of consumption for Internet users. In France it has a 4% share of the total clothing market and
a total turnover of 900 million euros in 2007. The best selling products are women'’s, children’s and textiles. Brand
Alley includes in its sales products from destocking as well as so-called full price products. An “extranet” is
available for brands to control over their own corners. They also have access to sales statistics, and can carry out
“product elasticity test”, exclusively on the Internet. It is a real externalised shop on the Internet. Brand Alley works
with over a hundred major brands and the market exists in many countries in Europe.
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Olivier DAUVERS
How do you convince a brand to join this market?

Sven LUNG

It is difficult for a brand to take the first step and launch itself on this market. When one is not familiar with the
Internet, it is difficult to exhibit one’s products. However, once it becomes a matter of figures, the brands very
quickly make their decisions. The quality all has to be maintained because the site is visible 24/24 to millions of
people. The customers of “Brand Alley” are 80% provincial. On the Internet, one buyer in two (in the textile,
computing or even clothing fields) lives in a village with fewer than 2,000 inhabitants. These are people who do not
have access to brands or departments stores, and who therefore have to buy on the Internet.

The Internet, a launch pad for brands’ “full price” business?

“Brand Alley” offers brands the possibility to test the destocking business on the Internet, so that they can
familiarise themselves with the ideas of e-commerce. On the Internet, the brand is assisted by “Brand Alley” which
will eventually enable it to create its own so-called full price business. French consumers are however not yet ready
to accept this sort of market. The concept is nevertheless already visible on US sites, which sell only full price and
luxury products.

“Unsold” and “Unsellable”, what is the difference?

Olivier DAUVERS

We need to distinguish between “unsold” and “unsellable”. A skirt, for instance, that is left in the shop at the end of
the season is unsellable, whilst real “unsold” products can have a second life. Unsold products account for between
2 and 3% of products at, a maximum, or approximately 50%. The margin is therefore large.

Sunday shop opening

Emmanuel de LABARRE

The issue with Sunday trading is not economic, it is above all social. Until we can be certain about what society
expects of the links that connect it with the commercial world, there is no point in carrying out surveys or studies to
prove whether opening stores on Sundays would have a positive or negative effect from an economic point of view.

How do the brands see the Internet?

Olivier DAUVERS

The Internet combines a number of benefits. It is a means for communicating quickly, and it is possible to send
alerts by the million in the form of emails. But we do however need to be aware of the ransom extracted in return
for these benefits. One is that the visibility may be too great in terms of the fire sale of brands. As a result, brands
are often reticent, because the Internet makes their destocking operations too visible.
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Workshop no. 1

Consumer developments in Europe — how to adapt and anticipate

Workshop facilitator - Laurent Locurcio (Agence Info)

Speakers
- Pascal Roussarie, Director of the Cetelem Observatory
- Valérie Voisembert, European Leasing Executive, Freeport

Pascal ROUSSARIE

The hallmark of the European consumer is a strong desire to consume. If he or she considers that his/her purchase
presents no added value, then he or she will easily resort to hard discount. If the purchase has an added value, he
or she will spend more time selecting the product and thus the method of distribution. Distribution methods and
consumer expectations are identical in all European capitals. There are greater differences in distribution methods
between Paris and the Périgord than between Paris and Prague. It is of particular note that on-line purchasing is
undergoing sharp growth, especially when a product brand is identified.

Valérie VOISEMBERT

New European members have still not understood the concept of the factory outlet. The discount race is not a
general phenomenon in Europe (a Czech prefers to buy a product from the West than a cheap product), but it is
particularly pronounced in France. From this point of view, the factory outlet corresponds to consumer
expectations. In 2006, promotions and sales accounted for 30% of overall sales in France.

Laurent LOCURCIO
Will new consumers emerge in Europe?

Pascal ROUSSARIE
In all European countries, except for Russia, the over-sixties' market share is increasing. Distributors will have to
create spaces to attract a clientele that is older, more exacting and more aware.

Valérie VOISEMBERT

In Lisbon, we have developed a Freeport centre, where people spend more time because of the leisure facilities
offered there. We are also expanding our services (Internet, bilingual sales staff in centres on national borders,
etc.) and we are careful about the quality of architecture in our brand shopping centres. Offering low prices
reassures the consumer. Some of the companies who rent space from us help to ensure customer loyalty by
issuing customer loyalty cards.

Laurent LOCURCIO
What do you think about the new consumers in Central Europe?
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Pascal ROUSSARIE

In two years, consumers in Eastern Europe will have the same purchasing power as those in Western Europe. By
2010, Hungarians will even earn more than the Portuguese. In these countries, the notion of consumerism clearly
predominates over the idea of saving. So this presents a growth opportunity for brand names. Paradoxically,
consumers are more demanding in Central Europe, where the most attractive shopping centres and the latest
distribution concepts are to be found.

Valérie VOISEMBERT
In Eastern Europe, consumers are more attached to brands, which play a social function, than to quality.
International brands are especially appreciated.

Pascal ROUSSARIE

With all the discounts that exist, consumers are no longer prepared to pay the street price for a product. Let us not
forget to make the consumer aware of a fair price and not merely the lowest price, particularly in certain areas such
as the furniture or the automotive sectors.

Discussion with the floor

Patrick DEJEAN
How do you define a product's "added value"?

Pascal ROUSSARIE

The consumer wants to arbitrate with respect to his purchasing. For example, food-shopping is considered to be
"chore”, that can be carried out in a hard-discount store. However, the consumer is prepared to spend time and
money on an organic product or a good wine. Castorama allows the consumer to choose between its discount
Brico stores, on the one hand, where there are no sales staff and the prices are very low, and its Castorama stores
which are full of high-quality products.

A sales advisor must provide added-value in terms of the information provided face-to-face, as opposed to
information that can be obtained on the Internet — advice, reassurance, loyalty (a satisfied customer is the best
ambassador for the product and the distribution concept). In order to compete with the Internet, sales staff must
establish a relation with the customer and exploit the ‘dream factor' that stimulates people to buy clothing and,
particularly, branded clothing.

Jean-Pierre LEHMANN (President of the National Town -centre Federation)
The Freeport brand centres commit to selling at prices that are 30 % lower, but lower in relation to what price?

Valérie VOISEMBERT

The reference price is the previous year's consumer price in the case of products from the previous year, or the
previous season in the case of the previous season's products. Factory shops offer "excess-stock" articles, that is,
unsold articles from the current or previous seasons. In fact, some brands knowingly produce more for these
specific distribution channels. In our centres, we have a dual labelling system, to inform the customer of the two
prices.
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Frédéric WILLEMS (National Clothing Federation Lega | Expert)

There is unfair competition between factory outlet centres and traditional shops. French legislation requires that, for
shops, the reference price indicated in dual labelling systems is the lowest price proposed by the shop during the
previous thirty days, whereas factory outlets have a reference price that is based on the previous year.

Bernard GONTIER (First Vice-President of the Saumur ~ Chamber of Commerce and industry - CCl)

At the outset, the only added value provided by luxury brand outlets was the 30% discount, but now a 30%
discount is no longer enough, as Freeport is developing leisure facilities to retain customers. What will become of
brand outlets that do not have the space to develop attractions?

Valérie VOISEMBERT
The success of brand centres is due to the range of brands, the quality of the goods and the amount of discount.
Attractions are a complement.

Jean-Paul LEROY (Fashion Daily News Editor-in-Chief )
How do you ensure customer loyalty in brand outlets?

Valérie VOISEMBERT

We try to step up patronage (events, Internet). Brand centres sometimes have other uses, like in Sweden, where
the centre plays the role of a local shopping centre. The average number of times a person visits our centres is six
per year.

From the floor
Is the brand centre offering similar to that in hypermarkets?

Laurent LOCURCIO
No, because brand centres offer all the luxury brands in a single location. However, this "luxury offering" will not
necessarily be enough to enable them to endure.

From the floor
French legislation prohibits dual labelling outside the sales period. How will Freeport display its prices when it
opens sites in France?

Valérie VOISEMBERT
We will comply with the law, even though some brand centres in France do practice dual labelling.

Pascal ROUSSARIE

There is room for all distribution methods. Dynamic sectors are those that have a dynamic method of distribution.
For example, the household sports budget is constantly increasing, thanks to brands such as Nike and Adidas and
distribution methods used by Décathlon and Citadium in Paris.
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Workshop no. 2

Unsold textiles — can they be controlled? How cant  hey be made more saleable?

Facilitator - Bruno Rogowski (Magdus)

Speakers

- Dr. Sami Sboui, Researcher (Paris Xll), Research Director, EuroMedTextile

- Jean-Loup Besquent, Director of Outlet Europe subsidiary, Vecopri

- Alessandro Bedeschi, General Secretary, European Association of Fashion Retailers

Doctor Sami SBOUI

A distinction is made between excess stock — during the selling season — and unsold stock that remains at the end
of the season. According to our studies, unsold stock varies between 33 and 50 %, and the average figure is
generally high for top-of-the-range products. The retail brands have difficulty in managing this unsold stock and
they endeavour to optimise the de-stocking process. It is less a problem of quantity than of uniformity of stock,
because during the sales period, a varied range of products has to be offered.

Jean-Loup BESQUENT

We do not own the brands, and so we pay royalties on unsold goods. In a certain way, these unsold goods are a
"necessary evil", a result of production quotas - it costs the brand just as much to produce 1500 tee-shirts in Asia
as 2000. This is why the amount of unsold stock is tending to increase.

Alessandro BEDESCHI

Unsold goods is a major problem for the fashion retail sector and varies from country to country. Distinction should
be made on how specialised retail chains and independent retailers deal with the issue of sold goods. Key factors
for success chains are their perfect integration in their supply chain and their good logistics system. They also can
move their stocks through distribution systems and know their consumer profile. For independent multi brand
retailers, the only solution to limit stocks is to cooperate with their suppliers by enhancing the communication and
sharing information on the sell out of the collections; from ordering to the final sell out. In some countries
(Scandinavian countries, the Netherlands), there are good practices of cooperation between retailers and suppliers
whilst in some other countries there is still a long way to go.

It is a matter of mentality, product, individual companies, and size of the companies.

Consumers tend to buy more during the sales promotions which is one of the reasons retailers have stocks.

Jean-Loup BESQUENT

It is important for brands to ensure upstream control of their goods sales channels in order to maintain their image.
95 % of our goods are sold in factory outlets, which is an ideal channel to provide control and profitability. The rest
is sold on Internet and via discount stores. We do not take back unsold stock from retailers after the sales, apart
from in exceptional cases.

Doctor Sami SBOUI
Of all our de-stock possibilities (factory outlets, excess stock outlets, export and de-selection), export is the
preferred method, because it obviates the need for cut-price selling.

Bruno ROGOWSKI

That being said, there are two limits for export — if the brand does not have a strong image in the country in
question, it will never be able to sell the products; and if, however, the brand has a strong image, it must defend
this it in that country.

Doctor Sami SBOUI
Lesser known brands end up in the used clothing stores in Africa. Well-known brands, such as Zara are also very
well known abroad.

Alessandro BEDESCHI

I don't know Zara well enough to speak about the company. Each brand has its specific market strategy, which
needs to penetrate the market whilst keeping a strong brand image. How they penetrate markets depends on
several factors: on the distribution strategy, on the expansion plans, on consumer behaviour, and on how strong or
well known the brand is. Stock is sold during sales promotions, unsold stock is sent to wholesalers or is destroyed.
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Bruno ROGOWSKI
How do other sectors of industry manage unsold stock?

Doctor Sami SBOUI

Unsold stock is a fact of life in all economic sectors (Bordeaux wine, newspapers, etc.). Walt Disney, for example,
destroys lots of CD-ROMs. Airbus, on the other hand, has no problem of unsold stock, but has to cope with
electronic component obsolescence. It is important to bet on the "right unsold stock".

Bruno ROGOWSKI
How is the price of unsold stock set?

Jean-Loup BESQUENT
Consumers are in the know and understand the factory outlet mechanism and the prices of unsold stock.

Doctor Sami SBOUI
We want to set up a dynamic price system for transport.

Alessandro BEDESCHI

Consumers are more and more complicated and have an incredible choice so they can look at quality price ratio.
From a brand perspective, price is a marketing tool. Concerning the recycling of textiles and greater awareness of
the environment, there is more attention given to greener products and, hopefully, in the near future, consumers
will be more keen on paying for these products. A good price, from a company perspective, is when the consumer

pays.

Discussions with the floor

Pierre DESRUES (CCI — Chamber of Commerce, Essonne)
Retailers' difficulty in selling their excess stock is increasing with the development of specific excess stock
distribution channels; it even raises the issue of their survival.

Alessandro BEDESCHI

For small independent retailers, overstock is a matter of survival; therefore the cooperation between small retailers
and suppliers is important. Small retailers’ main partners are the European industries, if the suppliers could agree
to take back the unsold goods, retailers could lower their margins. Thus retailers would survive, be more
competitive and suppliers would still have clients.

Alain SALZMAN (President of Marques Avenue)
Manufacturers should allow retailers to take advantage of the brand centres to sell their excess stock. This would
enable retailers to take more risk, which would, in the long run, be to the advantage of the manufacturer.

Pierre DESRUES (CCI- Chamber of Commerce - Essonne)
This is incompatible with the manufacturers' approach — they have over-stocking problems and their attitude is that
attack is the best form of defence.

Jean-Loup BESQUENT
It is not profitable to allow retailers to get rid of their stock in a factory outlet, because costs are too high for small
stocks.

Doctor Sami SBOUI
Retailers have an interest in working with discounters, because, with the massive increase in collections, they have
to release space and disburse money. De-stock management is just as important as procurement management.

Alessandro BEDESCHI

To be clear about the relation between factory outlets and retailers, it is understandable if a producer takes back
the unsold goods of a retailer and sells those in a real factory outlet centre. The question is what is a real factory
outlet centre and what have they become. Many producers create ad hoc productions for factory outlet centres,
which is a distinct situation.

Yves MARY (Owner of a factory outlet centre at Chol  et)
Do factory outlets satisfy the customer?
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Doctor Sami SBOUI
A new consumer is emerging today, the "special offer-aholic”, that is someone who is looking for a good deal. 70%

of women only buy during the sales periods. Distributors should take into account this behaviour in their strategy.
The discount race must not be developed to such an extent as to engender "cannibalism".

Michel de SOUZA (President of a towns associationn  ear to Geneva)

We must find a modus vivendi that enables retailers as well as the major brands and distributors to be successful,
without putting them into opposition.
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Workshop no. 3

Factory outlet centre marketing — what is the winni ng mix?

Facilitator - Fabrice Schlosser (Canal 32)

Speakers

- Alain Salzman, President, Concepts & Distribution (Marques Avenue)
- Richard Broadhead, Group Head of Sales and Operations, Freeport
- Franck Verschelle, Managing Director Asset Management, Pantheon

Alain SALZMAN

The "Concepts & Distribution" group, formed in 1993, includes the Marques Avenue and Quai des Marques chains,
or 100000 square metres of commercial premises in France, it has a 300 million euro turnover and 10 million
consumers per year. We are considered to be the leaders in France, notably in terms of our commercial surface
area.

Richard BROADHEAD

After spending many years in retail, | have been with Freeport for 18 months. We have 3 sites operating in Europe,
one in Sweden, one on the Austrian-Czech border and one in Portugal. Freeport’s objective is to accelerate our
developments.

Fabrice SCHLOSSER
What strategy would you adopt to attract customers to a brand centre? Are some designer brands absolutely
necessary? Does the ideal brand portfolio exist?

Richard BROADHEAD
Brands are essential to the business of outlet centres. Even if less known local brands can be brought, customers
will only visit outlets which offer good brands.

Franck VERSCHELLE

You must not confuse sales marketing, which consists in brand-listing, and marketing to target the customer.
Marketing depends on where the brand centre is located. For example, Troyes has a very small trading area,
240000 inhabitants less than one hour away. Marketing for a brand centre situated at Troyes therefore is linked
with road travel.

Alain SALZMAN

You have to put yourself in the shoes of the consumer and give him what he wants. Similarly, you have to attract
the brands that are looking for a strategic location and who want to have a presence close to other, quite specific
brands. Brands and prices are the two keys to success. Some brands, such as Adidas, Nike and Puma are
mainstays in the sports brand sphere. But they change — ten years ago, Puma was unknown.

Franck VERSCHELLE
It is important to be the first to market a brand and to make a distinction between the brands selected as a function
of the location.

Richard BROADHEAD

Adding on, in terms of the consumer, some outlet centre locations are easier to operate than others. A slightly more
complicated example is the outlet centre on the Austrian-Czech border. With different countries, languages,
currencies, and economies, it is important to know the consumer’s profile but it is easy in general.

Fabrice SCHLOSSER
Is it positive for a brand centre to bring in other sectors of business?

Alain SALZMAN

Yes, because consumers like new things, in fact that is what draws them in. But we have to remain faithful to the
brand centre concept, that is marketing unsold branded stock. Not many sectors are affected by the issue of unsold
stock. We refuse to sell computer equipment, because high-tech products become obsolete very quickly.
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Franck VERSCHELLE
Textiles are the most profitable sector (90 % of our sales) but we have diversified (Seb, Black & Decker, etc.) to
complement our market offering.

Richard BROADHEAD

The brands are the core of the business (fashion and sports). Most outlets have diversified their offer and there is
room for home wear. With more people owning their own homes, it will become a new trend. Internet is important
but it is a much more difficult environment to successfully operate order business because of the consistency of
stock and sizing.

Franck VERSCHELLE
An application to open a centre is more easily accepted by the Commission départementale d’équipement
commercial (CDEC) if it includes 80% textiles and 20% complementary products.

Alain SALZMAN
I'm not so sure! Other sectors than ready-to-wear and home ware are promising.
New concepts to attract customers.

Fabrice SCHLOSSER
Today, the concept of a shopping-cum-tourism package is very in vogue in the brand centres.

Franck VERSCHELLE

We try to build our centres according to this rationale, because it corresponds to customer expectations. Moreover,
as a result of this change, the impact on traditional shopkeepers in neighbouring towns, measured for the CDEC
file, is becoming positive. For example, at Troyes, there are five million visitors per year. However, 3.8 million of
these do not come from the trading area. Of this last category, 26% spend money (excluding hotels and
restaurants) in the Troyes area.

Fabrice SCHLOSSER
How do you stimulate people to travel to the centres?

Alain SALZMAN

Brand centres must develop in synergy with their environment, and in particular with the high-street shops, in order
to encourage development of commercial tourism. If we remain faithful to our concept, that is to say marketing
excess branded stock from previous seasons, it is perfectly possible to co-habit with the high-street shops.

Fabrice SCHLOSSER
How do you encourage commercial tourism?

Richard BROADHEAD

The commercial tourism is the best opportunity to develop partnerships with local people and city centres. The
operator needs to plan ahead, and to hire the right people to run the centre. There are ways to promote commercial
tourism. Just to name a few, operators need to build relationships with local tourism offices and make sure the
outlet is present in the literature.

Franck VERSCHELLE
We have to work with tourism specialists to animate the shopping-cum-tourism package (tour operators, low-cost
airlines, etc.).

Fabrice SCHLOSSER
Do you now want to build brand centres only in tourist spots?

Alain SALZMAN
No. Our location choices take into account the trading areas, major roads and motorway traffic capacity.

Fabrice SCHLOSSER

There is a lot said about brand centre architecture and the intention to make theme centres, to make them
localised. Can this idea be extended to most brand centres?
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Franck VERSCHELLE
Yes, it is a method of attracting customers to new brand centres.

Alain SALZMAN

At the same time, this strategy can be a trap. In Italy, an architect was inspired by imperial Rome for his brand
centre design. This concept goes too far; the role of brand centres is not to reinvent the town!

Discussions with the floor

Eric DECOUVELAERE (McArturGlen)

| agree with you. An ugly centre that offers advantageous prices and good brands works! So we must continue to
build less aesthetic brand centres! Rome attracts five million tourists a year. In the McArthurGlen brand centre in
Rome you referred to, we try to offer a little more than a mere commercial offering. Let us not get the importance of
this experiment out of proportion.

Fabrice SCHLOSSER
Franck Vescherelle, your activity is similar to a theme park.

Franck VERSCHELLE
Our activity is close to that of a theme park, because when you come to us, it is a real experience! Many people
travel great distances to come.

Patrick de JAMBLINNE (EIC Group)
Could Manchester United be a marketing argument?

Richard BROADHEAD

While operating a city centre in the South of the United Kingdom, we were in relation with the retailer from
Southampton. People want to enjoy destinations, therefore architecture and design can add to the value of an
outlet.

Eric DONNET (Ixis Aew Europe)
Can you cope with Internet competition?

Alain SALZMAN

Twenty years ago, brand centres emerged, because the brands wanted to protect their image. In fact, the discount
sellers were not offering sufficient profitability or guarantee in terms of image. The risk for the brand image is huge
on Internet. In addition, the profit-earning potential for the brands is greater in brand centres than on Internet, and
retail outlets share this risk. That is why, either they do not use this marketing channel at all, or they use it rarely
(two or three times a year). So we are not worried. All forms of trading must be able to exist together.

Franck VERSCHELLE

The customer buys everywhere, via various distribution channels. Traditional trading (of labelled designer items)
has been going on for a long time, Internet has not caused shopping centres or shops selling the same products to
close.

Richard BROADHEAD
A good outlet in a good location run by a good team is a destination. The outlet centre has a strong and long future.
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Workshop no. 4
Sunday opening — a European issue?
Facilitator - Olivier Dauvers (Tribune Grande Conso)

Speakers
- Emmanuel de LABARRE, Managing Director, Eurelia
- Marion Kahn-Guerra, lawyer, BMS

Marion KAHN-GUERRA

French legislation with respect to working on Sundays is more moderate than in other European countries, which
legislate on the number of Sunday openings authorised for non-food trading purposes. In France, the low
authorises five Sunday openings per year. The mayor decides the Sundays on which the shops can open, and can
even prohibit opening, as is the case in Rennes or Nantes. So there are major disparities from one town to another.

Today in Europe, the dividing line between the countries with liberal legislation (Portugal) and those whose
legislation is restrictive (United Kingdom, Netherlands) is not based on religion. Thus, shops are allowed to open
every Sunday in Portugal.

The most liberal country in this connection is Sweden, and the most restrictive is Germany. In these (restrictive)
countries, only service stations and shops located close to airports are allowed to open on a Sunday. The Lander
may also authorise a limited number of working Sundays per year, but most of the federal states are conservative
in this respect.

The possibility of achieving Europe-wide harmonisation is low. Each State is, in effect, bound to observe the
principle of one day of rest, but is free to set the day in question. If the European Commission were to adopt more
liberal legislation, a Member State could use the principle of respect for private life (section 8 of the European
Convention on Human Rights) as an argument to get around such legislation.

Emmanuel de LABARRE

EBIT analysis is not conclusive concerning Sunday opening. 95% of traders think that opening on a Sunday does
not provide any benefit; additional sales are cancelled out by the extra expense. The trades unions' stance is more
political than economic. 17 % of the 200 chains that we interviewed consider that they gain little by Sunday
opening. Many chains open in order to copy their competitors. However, one can see specific regional differences,
for example in the greater Paris region, the traffic problems in the week justify Sunday opening. Similarly, there are
many regional features that co-exist in Europe. The Basque country prohibits Sunday opening. Moreover, the law,
which allows for 181 derogations needs to be simplified.

Marion KAHN-GUERRA

The economic and social Council has suggested that the traders themselves set the five Sundays a year when they
are allowed to open in France. But this measure could be counteractive to the dynamic created by several shops
opening simultaneously on a Sunday. In a single location, traders could however get together to agree to open at
the same time.

Emmanuel de LABARRE
If we take gross domestic product (GDP) and EBIT into account, no-one is able to maintain that Sunday opening is
profitable. So it is a political issue!

Olivier DAUVERS
Why does the creation of extra working time not have a macro-economic effect?

Emmanuel de LABARRE

It takes two years for a macro-economic effect to be created. If Sunday opening becomes standard, the increase in
consumption will be zero. However, by doing away with the extra charge to shops opening on Sundays, the deal is
different! If everyone can open on a Sunday, only the major shops will endure.

Page 16/ 73



Magdus 2007 — 3 European Outlet Conference - Troyes — 19th & 20th september 2007

Discussions with the floor

Jean-Pierre LEHMANN (President of the National Town -centres Federation)

Sunday opening forces traders to double their labour budget, and therefore to increase their margin. In Europe,
cross-border customers are likely to cease their patronage because of the price increases that this situation
generates. For example, prices in Belgium will become even more attractive. Is Sunday working paid three times
more than weekday working in other countries?

Marion KAHN-GUERRA
Compensatory pay (for Sunday working) is an established practice.

Jean-Pierre LEHMANN
For high-street shops, Sunday opening is to make turnover from tourists. But no trader really wants to work on
Sundays.

Jean PAPILLON (President of the French Shoe Confede ration)

A France-Inter survey on 3rd March shows that out of 6000 consumers, 75.02% are opposed to Sunday opening.
Sunday opening is of advantage only to those traders that have a lot of staff. The small shop is likely to disappear if
seven-day-a-week opening were to become reality.

Emmanuel de LABARRE
75% of the French population does not want to work on Sundays.

Jean PAPILLON

Chloé RICHARD (Troyes urban community)
Does legislation specialising in tourist areas have a chance of succeeding?

Emmanuel de LABARRE
This issue depends more on human behaviour than on economic issues. People behave differently when they are
on holiday. Commerce must adapt to customer requirements.

Olivier DAUVERS
But how can we be sure that society is ready for this change?

Neil CHAPMAN (Chameleon)

Does the French government allow Internet retailing on Sundays in France? Doesn't it have an effect on the small
businesses who can’t compete effectively against larger companies that run Internet websites?

Secondly, | developed a shopping centre in England in a very run-down city where no one thought it would work.
We developed it as a destination, we put restaurants and leisure. It was one of the most successful shopping
centres in England, especially at the week ends, because families could spend quality time together and enjoy
themselves. When people relax, they are more inclined to spend more money.

Marion KAHN-GUERRA
Internet trading does not meet the same needs. Apart from downloads, goods bought on the Internet are not
received straight away.

Emmanuel de LABARRE
Internet is not a problem. The consumer changes and the trader must be able to adapt to this change. It is not an
issue of trading, it's an issue of society.

Jacques MARY
Do you have comparative data concerning turnover made on Sundays as compared to in the week?

Emmanuel DE LABARRE

When the national retail groups (with the exception of hypermarkets and supermarkets) that normally open six days
a week open on a Sunday, this day alone represents 20 to 30 % of the weekly turnover. On the other hand, in the
case of shops that are normally open seven days a week, Sunday "only" accounts for between 18 and 20% of
turnover. The bonus of opening on a Sunday (for a shop that normally opens six days a week) is around 10 to 15%
extra income. This increase is between 15 and 20% for shops that open seven days a week.
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When you calculate the gross margin — including charges — it is clear that when turnover is increased to 24% and
above, Sunday opening becomes profitable.

Marion KAHN-GUERRA
The proposed bills on Sunday working are not radical as they are based on employees own free will, even if this
concept is ambiguous.

Bernard GONTIER (1st Vice-Chairman of the Saumur CC | — Chamber of Commerce)

One should not confuse the possibility of Sunday opening with the obligation of Sunday opening. Interpretation of
figures and surveys are random. Traders should have the freedom to open on Sundays, because society naturally
adapts.

Brigitte MAULEON (Trader and member of the Tours CC 1)
It is already difficult to find someone to work on a Saturday! In a small, specialised business, it is a long haul to
have students working for you.

Olivier DAUVERS

Wine fairs within supermarkets are a counter-example — bottles costing 300 euros are sold without any qualified
sales advisors. Our topic of discussion is Sunday opening compared with weekday opening. Supply creates
demand. This being said, from a societal point of view, | am against Sunday opening.

From the floor
Brand centres want to welcome in tourists and offer leisure activities. You cannot compare high-street shopping
with brand centres or the Champs Elysées, which have a specific role to play.

From the floor
I am in favour of Sunday opening if it is decided by the mayor, because mayors very often consult the traders.
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Workshop no. 5
Brand distribution strategy — what is the role of | nternet?
Workshop facilitator - Olivier Costil (LSA)

Speaker
- Olivier Le Floc’h, President, AchatVIP.com

Olivier COSTIL
Turnover from Internet selling sites has multiplied this year. This mostly concerns the fashion sector.

Olivier LE FLOCH

The low prices explain the enthusiasm for Internet buying. However, we try not to go below 50 % of the
conventional market price, so as not to harm this sector too much. All VIP.com sales are validated by the brands,
which is not the case of all Internet sales. For the last six months we have been selling preview items at market
price. Internet enables us to reach more customers and a more widespread geographical area than the
conventional private shop. Lingerie, ready-to-wear clothing, household accessories and equipment are the most
popular products on our site. Brand-awareness plays an important role. So we want to attract as many known
brands as possible to our site.

The main competitor to VIP.com (14 million € sales) is "ventesprivées.com" (250 million € sales), but our company
is profitable. In order to distinguish ourselves from our competitors, we have created topic-based journals. We have
also provided broad-band to 49 % of our customers. This brings us new customers, as if they do not have broad
band, it is not possible for internauts to buy on the Internet.

The Internet is a complement to factory outlets and traditional shops which publicise brand names. We work on
impulse purchasing by sending emails every two days to people who have signed up. Many people buy things that
they never use, but they think they are getting a bargain.

Olivier COSTIL
Do your customers consider these emails to be an intrusion into their private life?

Olivier LE FLOCH
No, there are very few unsubscriptions. We respect the wishes of those who do not want to receive emails.

Olivier COSTIL
Is not the development of sites on Internet a risk for your activity?

Olivier LE FLOCH

No, because poor quality sites and those which do not respect the brand image are not likely to endure. We have
contracts with the brands. In this way they control, free of charge, animations, prices and the product description.
Moreover, in France there is room for three players such as ventesprivées.com, because the brands are producing
more and more.

Olivier COSTIL
How is your remuneration calculated?

Olivier LE FLOCH
If a product is sold on the traditional market for 100 euros, we sell it on our site for 50 euros. Which means we have
bought it from the brand at between 20 and 25 euros.

Olivier COSTIL
This morning, a manufacturer said that private sales were less profitable than running a factory outlet.

Olivier COSTIL
That depends on the supplier.
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Discussions with the floor

Vincent LEPERCQ ( Journal du textile )
Why do the companies that run factory outlets not have an Internet sales site?

Olivier LE FLOCH
Some mark-down sites do not respect the brands. Physical mark-down outlets and web professionals are two
separate areas of activity.

Franck LARZILLIERE (Seb)
What is your customers' profile? Has it changed? Is you customer base different from your competitors'.?

Olivier LE FLOCH

Our customer base comes from the whole of France, whereas the ventesprivées.com customers are located
essentially in the Paris area. Our customers are between 27 and 37 years of age and 37% of them come from mid-
range socio-professional categories.

Jean PAPILLON (President of the French Shoe Confede ration)
What is the percentage of goods returned? Do you not have competition from the factory outlets which work along
the same principle as you, that is to say, discount selling? Is not systematic discounting detrimental to the brands?

Olivier LE FLOCH
We have 1% returns. We are a complement to factory outlets if the brands are only present on a few Internet sites
on certain days. In the United States, factory outlets co-exist with the websites.

Shirley BANDEL (former Levi Strauss employee)

Levi Strauss has never worked with websites, as it targets 1 600 000 consumers at the same time. This mass
market strategy does not correspond to the brand strategy, where it is preferable to sell excess goods in factory
outlets or else destroy the products. Levi Strauss does not sell to these mark-down sellers because of the harm
they have done to the brand. Levi Strauss only sells on-line end-of-season firsts (undamaged goods) at discounts
of 20 to 30%. This company is seeking to extend its sales network to factory outlets as they are very profitable for
the brand.

From the floor
Although the patent policy of the brands is to get rid of their excess stock or previous season's collections, the
volumes are limited and do no harm to the normal distribution channels.

Vanessa ZOUZOWSKY (ING REIM)
How do you manage your volumes?

Olivier LE FLOCH

We never buy less than fifty-off of a product, because it is not profitable to buy less than this amount. So we never
advertise an item that will be immediately sold out. We are controlled every two months on this point. We speak of
a "good sale" when between 15 000 and 20 000 items are sold. A small sale of no more than 1000 items would
cause us to lose money. | don't know why on the ventesprivées.com site, at 09.03 an item is not available, when
the sale started at 09.00!

Jérdme MARIE (Ville de Troyes)
How do you manage unsold stock?

Olivier LE FLOCH
Certain firm purchases may generate unsold stock. Flash sales are organised on the basis of conditional quantities.

Frédéric WILLEMS (Legal representative of the Natio  nal Clothing Federation)
What does the Fraud Office recommend in terms of price labelling?

Olivier LE FLOCH
Although we do not display a discounted price, we nevertheless are entitled to display the recommended consumer
price, crossed out and in parallel our own price.
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From the floor
Why are your sales always organised at the same time?

Olivier LE FLOCH
It's a choice. We also want to set up a VIP club for customers who have bought several products from us, so that
they would be able to buy before other people.

Vincent LEPERCQ
What does not sell on Internet?

Olivier LE FLOCH
Seasonality is a major factor. Sometimes, the brand presented is not yet well known enough. In addition, our
customers do not buy very specialised brands.

From the floor
Why do some brands stop selling their items on certain sites?

Olivier LE FLOCH
Certain brands have been disappointed by ventesprivées.com which is so well-known that it is no longer represents
a private sale.

From the floor
What is the future — up to five years time- of on-line selling?

Olivier LE FLOCH
We intend to develop our export sales.
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Workshop no. 6
The factory outlet centre customer — brand or a pri  ce consumer?

Workshop facilitator - Jean-Paul Leroy (Fashion Daily News)

Speakers

- Marina Martorana, Journalist, Corriere della Sera

- Christine Baudchon, Director of the Zapa chain

- Geoffrey Nidd, General Manager Troyes &t Roubaix, McArthurGlen

Marina MARTORANA

The "typical European consumer" does not exist. In Italy, cultural and sociological differences can even be seen
from one region to another. In Milan, for example, brands are much less sought after than in the rest of Italy. Today
consumers are looking for quality. But brands do no longer always guarantee quality! The success of factory outlets
in Italy can be explained by the leisure factor (people come as a family at the weekend as a leisure activity) and by
the low prices and brands that are on sale.

Jean-Paul LEROY
Would factory outlets enjoy greater success in France if they could open on a Sunday?

Geoffrey NIDD
Yes. Factory outlets can also be used as a tourism argument — come and visit Troyes, for example.

Jean-Paul LEROY
Are brand and price now no longer sufficient to enable a factory outlet to survive?

Geoffrey NIDD
The relation between the brand and price is fundamental. They are both of equal importance. The customer
expects an average discount of 42%.

Jean-Paul LEROY
Is there a typical brand outlet customer profile?

Geoffrey NIDD
For Mc Arthur Glen, the typical customer is a 35-year-old woman who has spent around two hours to get to the
centre. She stays for three hours and visits eleven shops and buys in four of them.

Jean-Paul LEROY
Do consumers take into account the fuel they have used to come to the centres?

Geoffrey NIDD
Today, customers are not just looking for a brand and a good price, but also atmosphere, ease-of-access,
information, etc. The market is more sophisticated than five years ago.

Jean-Paul LEROY
Are high-street shop customers and factory outlet customers different?

Christine BAUDCHON

Zapa has five brand centres and a chain of thirty shops. In our brand centres, consumers used to be looking for a
brand. Now they are also seeking a price and an identity. We have developed the same customer service and the
same merchandising in our high-street shops as in our Zapa brand centres. This marks us out from our
competitors. We have thus increased our prices by 17 % in a year without losing any customers, because of the
added value we have in terms of customer service.
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Jean-Paul LEROY
Do customers differentiate between the high-street shops and the brand centres?

Christine BAUDCHON
Yes. The same customers frequent the factory outlets and the high-street shops. The closeness of the brand
centres is not detrimental to the brand sold in our high-street shops.

Jean-Paul LEROY
Is a factory outlet more profitable than a high-street shop?

Christine BAUDCHON
Profitability depends on the location of the high-street shops... We are satisfied by our brand centre outlet sales.

Jean-Paul LEROY
What brands can be sold in a factory outlet?

Geoffrey NIDD

We select the brands depending on how well they are known in the market and the results of our studies of their
popularity. How the brand presents the product is also very important. We conclude ten-year leases with the
brands.

Marina MARTORANA
In Italy, two cultures co-exist — those people who are seeking quality and those who are looking for a brand.
Certain brand centres use events to draw in customers (such as the jazz festival in a Mc Arthur Glen centre in

Italy).

Facilitator
What do you think about brand centres which sign very short-term leases with the brands?

Geoffrey NIDD

In France, leases are generally for ten years. The short-term leases in La Vallée Shopping Village are an
exception. In England, 10 % of the brands change each year. In 1995, only ten-year leases existed. When you start
with this type of lease, it is impossible to change.

Jean-Paul LEROY
How do you check the brand prices in these centres?

Geoffrey NIDD
We conduct two price controls per year. If the brand does not observe the discount, this can result in cancellation of
the lease.

Jean-Paul LEROY
At the outset, factory outlets were not entitled to use the brands for advertising purposes. Has this changed?

Geoffrey NIDD
Yes.

Jean-Paul LEROY
What can be done to ensure that the centres operate better?

Geoffrey NIDD
Developing leisure activities depends on the trading area. At Troyes, it is difficult to develop leisure activities in the
evening as customers come from far a field. In Wales, cinemas located next to the centres are very successful.

Christine BAUDCHON
I do not think that Sunday opening should become generalised. Plan de Campagne, which opens on a Sunday, has
enormous sales on that day, but this is offset by more modest results at the start of the week.
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Jean-Paul LEROY
What are the brands and sectors that do well?

Geoffrey NIDD
International and luxury brands.

Discussions with the floor

Jean-Pierre LEHMANN (President of the National Town  -centre Federation)
What is the reference price?

Geoffrey NIDD
The reference price is the previous year's street price.

Jean-Paul LEROY
How regularly do customers frequent your centres?

Christine BAUDCHON
On average, a customer comes twice a season. High street shop frequentation is greater, come customer come
twice a month. Fifteen percent of customers visit both the factory outlets and the high-street shops.

Jean-Pierre LEHMANN (President of the National town  -centre Federation)
Is not the increase in factory outlets likely to cause stock depletion? Is more manufactured in order to supply these
sales outlets?

Christine BAUDCHON
When we order, we consider the factory outlets as shops in their own right.

Jean-Paul LEROY

You consider factory outlets as a new distribution channel...

Christine BAUDCHON

We do not buy for the factory outlets, but we take them into account in our stock management.

Geoffrey NIDD
| don't agree. Major brand production is limited. A major brand can choose to market its unsold stock elsewhere
than at Troyes!

Jacques MARY (shopping mall manager at Cholet)
Sixty percent of one Cholet brand's production is for factory outlets and 40% for conventional outlets.

Brigitte MAULEON (decoration shop owner)

| have noticed that factory outlets dell the same products as | do at the same price, but they indicate a 30%
discount. | am shocked to hear that the Zapa factory outlets offer the same services as in a small shop. Moreover,
someone who lives two hours away from a centre will not come back of there is a problem with what they have
bought.

From the floor
Certain high-street shops do not observe competition rules. Does Zapa work with other brands in its brand centres?

Christine BAUDCHON
We like to work with our competitors, which attracts customers.
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Workshop no. 7

Commercial property in Europe - are branded textile s still a winning sector?
Facilitator - Gaél Thomas (Business Immo)

Speakers
- Richard Broadhead, Group Head of Sales and Operations, Freeport
- Chris Pope, Investment director, Kenmore Property Group

Gaél THOMAS

In 2007, office, logistics and trading property covered 260,000 square meters in France, or half the surface area
accounted for in 1993. In view of the projects that are either underway, under study or already authorised, this
surface area will soon rise to 343,000 m2. With a trading surface area of 86,000 square metres and with the major
actors of this sector present in the area, Troyes is the European brand centre capital.

France is in fourth position in the European rankings, it will soon be 3rd, and there are a total of 150 brand centres
in Europe.

Richard BRODHEAD

Freeport is a European factory outlet developer that exists since 1994. It developed a portfolio of outlet centres
during the 90s and early 2000s, including six centres in the UK. In 2003-04 it sold its UK interests. Now run by
Carlyle Realm, its business focuses on Europe, nhamely one in Sweden, Portugal and in the Czech/Austrian border.
Freeport specialises in outlets, we find the land, get the consensus, negotiate the contract, build the development,
lease it, we launch it and operate it.

I have been with Freeport for 18 months but most of my work experience stems from the retail business specifically
Marks and Spencer, which has well equipped me to work on the property side in order to be able to experience
both sides of the business.

A shopping centre, either it is outlet or high street, will only be judged on how well its operator and developer work
in partnership with the retailers.

Chris POPE

Kenmore Property Group is a Scottish co-investing, a trading and development property group, that has been in the
business for the past 20 years. Kenmore has offices in mainland Europe since 2002-03 and one in Dubai. It
operates across the main sectors in the property industry. In 2005 Kenmore purchased one centre in Germany. In
2004, Kenmore opened the office in Paris which | have run since then. In a shopping centre, either it is a traditional
or factory outlet, the manager is the key.

Gaél THOMAS
What are the advantages of brand centres in relation to more traditional shopping centres or other office property
from the point of view of a property investor?

Chris POPE

Kenmore is interested in the diversification of its portfolio where opportunities still exist outside the UK, in mainland
Europe for instance, which allows for higher returns and sustained cash flows together with opportunities to
enhance value through management initiatives and to protect the value, created by the barriers, through entry,
such as getting the planning permit. The advantages of building up a portfolio, which brings benefits from
economies of scale through which numerous relationships are built, are abundant and are more rewarding than a
traditional shopping centre.

Gaél THOMAS
What interested Carlyle, a non-specialist company, in the acquisition of Freeport, an specialist investor?

Richard BRODHEAD

Carlyle, a private equity firm, was amongst many suitors who wanted to purchase Freeport PLC. Freeport PLC
shareholders accepted the offer from Carlyle Group for 4 pounds 10 pence of the issued share capital. Freeport
shares will be cancelled from listing, trading from the Official List and will be registered as a private company.
Carlyle saw the potential in Freeport’'s operational expertise combined with Carlyle’s financial know-how to conquer
the European market as a private company.

Page 25/ 73



Magdus 2007 — 3 European Outlet Conference - Troyes — 19th & 20th september 2007

Gaél THOMAS
Can the acquisitions model of companies and promoters specialised in brand centres also be part of a Kenmore
strategy to build up a true international network?

Chris POPE

Kenmore is interested in buying assets and at the moment since very few companies specialise in factory outlet
markets, we are looking for opportunities to further acquire portfolio of assets. We cannot invest into well managed
centres at the value of current market prices, we prefer opportunities at the beginning for which there is still income
growth and potential to generate.

In terms of amounts, Kenmore is driven by the market. For a successful factory outlet centre, the size of the centre
is crucial. A small centre of 10,000 square meters or less, with no potential to be extended, has no interest.
However a centre of 15,000 sq. m. or more can offer great potential.

Gaél THOMAS
What differences can be seen today in yields from existing centres and from centres being developed in emerging
regions?

Chris POPE

When looking at pre-summer market values, prime year in the UK for an up-and-running cent™, prices were at 5 ¥
cent, whereas in Continental Europe for the same they were at 5 %. At the early stages of the development
process, when looking at development costs, a year long cost will be much higher.

Richard BRODHEAD

When speaking about opportunities, it clearly depends which market we are speaking of. The UK market is
saturated, also part of Portugal's market except maybe Algarve, however many of the Eastern European markets
yield a greater return and have more opportunities to offer which can become successful outlets, such as, Bulgaria,
Croatia, Romania, Poland, Ukraine. There are still unlocked potentials in Germany and Central and Southern
France. The key is to create well connected local partnerships which will enhance the chance to develop real
businesses. Freeport is not looking to sell but to develop, operate and build a European portfolio.

Gaél THOMAS
Are there still any development prospects in France? Does not the existence of too many brand centres present a
risk in terms of the centres' catchment area and product attractiveness?

Chris POPE
This is a very good point. When comparing the situation with the UK, France is far from being overcrowded by
outlet centres. There are still opportunities in South of France where there are no significant centres.

Richard BRODHEAD

There are many market opportunities in France. Freeport has long talked about setting up an outlet in France, there
are opportunities in the South, near Lyon, St-Tropez, and in Provence just to name a few.

If the outlet is well thought out with a strong partnership with the town or city authorities, it will be beneficial.

Chris POPE
Yes, combined with the fact that France is a popular tourist destination, factory outlet centre are linked with tourism
which emphasizes the attraction to France for this kind of activity.

Gaél THOMAS
Can this concept be exported to Eastern European countries?

Chris POPE

Eastern European countries are more liberal, there are more sites available but the risks are also higher. The
markets are also less developed, therefore setting up outlets that sell brands at a discount, where there was no
previous demand, at higher value prices, in city centres, can be risky.

Richard BRODHEAD

There are many opportunities to gain from the emerging markets. Brands do exist in places like Zagreb or in Polish
cities. Also MAPIC invited numerous representatives from emerging markets who were there to sell their new
development projects. The risks are higher, the lack of restrictions can be erroneous therefore a right reputable
counterpart, which includes the local rules and which delivers exciting schemes, is crucial.
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Freeport has experience in risk taking and failure. Taking this into account, we need to have a look at the consumer
profile, the brands that are present on the market, consult the brand providers, determine the infrastructure and
transport possibilities (air, train, road), and naturally competition. All in all, a sound catchment is important. Finally,
a major experience Freeport learnt is to hire well-staffed local people who speak the language and who can run the
business, such as in the Czech Republic and in Lisbon.

With the right partner, an open minded perspective, and a good plan, the risks will be diminished and the yield can
be outstanding. For emerging markets there are many new growth opportunities.

Chris POPE

Adding on, as opposed to the risk perspective, it is essential to see how to improve a centre, its marketing budget
and flexibility on the lease terms, to communicate with tenants on their performance and to reallocate these around
to suit everyone.

Richard BRODHEAD

Concerning marketing, it is essential to plan it well. The experience with the Czech/Austrian border outlet centre is
a good example of how Freeport did not evaluate the difficulty. Two different countries operating with different —
currencies, - priorities, -customer profile and different culture increased the complexity and challenge of running a
centre.

Gaél THOMAS
Do specific regional features act as a brake on the construction of world-wide and international networks?

Richard BRODHEAD
To be successful in an emerging market, partnership needs to be strong with locals who can help with the whole
process in getting the approval, building the site and developing the centre.

Gaél THOMAS
With respect to product design, are the modules and formats always the same or does the centre have to be
specifically adapted each time?

Richard BRODHEAD

From country to country, there is consistency in the layout of the centres and choice of brands. Brands are often in
the same sized unit. International brands will always be relevant in every country. In specific countries, there needs
to be a good representation of the brands that are already known by the local consumers. It is about understanding
the international platform and including the other layers, such as operators and retailers who are local and regional,
that are relevant to that local market.

Chris POPE

The architectural input, both for the local and regional features, is becoming more and more important in the design
of a shopping centre. As you are treating more with leisure experiences, one has to put more efforts into the
conception of the outlet centre.

Gaél THOMAS
Are there new sector prospects in order to continue to attract the consumer?

Richard BRODHEAD

The core business of outlet factories is clothing apparel and sporting brands of which respectively represent 80 %
and 20 % of the turnover. Therefore putting international and well-known sports and clothing apparel brands will
encourage the success of the outlet operator.

When looking at the trend in which people aspire to own and take care of their home, | think that home wear will
become more important in the next few years. These can be purchases that you can bring with you in the car unlike
beds and furniture.

There are other sectors that one could try, books, electronics and confections but ancillary to the core big brands.
Developers should pay more attention to the local and regional operators who care to sell their crafts, allocating 30
to 50 square metres which would provide local traders (the opportunity) to be involved in the centre. Consumers
will appreciate this and it will also build genuine partnership with the town and the city. Freeport will be more
focused on the future, on catering to local traders and consumers, which adds a new dimension to the outlet
centre.

Gaél THOMAS
Would you buy from a brand centre that had small traders in it?
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Chris POPE

If the centre contained only local traders one would have to study the situation but it does raise an interesting issue.
When looking at standard office or industrial investments, the quality of the covenants the tenant has signed for the
lease is key but, with a factory outlet, the quality of the brand matters. It does not have a big financial weight and
trading with the right brands adds considerable value to the centre. Letting local people have a representation in
the centre is important.

Discussions with the floor

From the floor
Is there a real advantage in possessing a share of the market compared to these "major shareholders" and these
brands?

Chris POPE

Speaking from Kenmore, we only have one outlet centre at the moment. Clearly, we see the attraction of having a
critical mass. If you have a network of centres you will have a lot more of the same tenants in each centre through
which you can develop good relationships. Tenants will want to expand or reduce in one centre, which brings a lot
of cross-fertilisation. How many centres? Three to four centres at least would be a good start.

Richard BRODHEAD

Yes, Freeport sees an importance in networking. There are big advantages on building up a network. Developers
generally have a good relationship with retailers and that is one of the reasons why one can witness a consistency
of centres operated by the same developer, such as the great Mac Arthur Glen schemes.

There are some economies to be gained from it, in reality not as strong as they could be. However if you have an
operation with three or four centres in the same country you have an opportunity to aggregate certain parts of your
business, such as awarding contracts covering the four sites, carrying out operational functions in one location
rather than paying the facility in all four locations.

This conference talks little about the operational functions of a centre which is a crucial part, building and opening,
which we covered, are only part of the whole scheme. Indeed the success of a centre is about the ‘brand’ but in
terms of network it is about partnership and trust with retailers.

From the floor
The network umbrella brand covers the store brands; what is the target marketing cost that this involves? What
marketing costs does a network have to incur for it to make sense for the consumer?

Richard BRODHEAD

In terms of networks with retailers, generally if the operator can build a strong relationship with the retailer and
understands their needs, there is good chance of becoming a successful outlet operator and developer. For
instance there are a number of retailers here today, such as the MD of Mango, who represent the key people we
should be liaising with.

In terms of turning brands away, it needs to be done. If a centre is strong on sports and a new sports operator
approaches you, you need to judge whether it will be beneficial to do business together.

In the past, the sex shop company ‘Bertuso’ was refused in Freeport outlet centres which looking back was an
ignorant decision. Today we are dealing with them again. Bertuso is a very well known brand, sex is part of peoples
lives, and the retailer is found in many markets in Austria. Freeport is sometimes approached by certain ideas that
do not benefit the brand, such as a company that wanted to set up a tattoo shop in the outlet centre, which does
not fit the designer outlet concept. It is all about finding the right balance and good judgment call.

From the floor
Do you have a value and a goodwill for the brand-name for Freeport or otherwise why would consumers go to the
shopping centre?

Richard BRODHEAD

We believe that Freeport has a value according to research done by consumers and non-consumers. It is a solid
brand, even though bad choices were made that could have damaged the name, and the fact that Carlyle is willing
to spend nearly 2 million pounds demonstrates the value that they put in the brand.

From the floor
What is the marketing cost attached for the brand?
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Richard BRODHEAD
We spend a significant amount on marketing, more than the retailer's marketing contribution. More than 2 million
euros are spent from the sites, which is an investment to be spent wisely and is essential.

Gaél THOMAS
Are marketing costs carried over into the rent paid by the outlets or are they, on the contrary, necessary to attract
the brand outlets?

Richard BRODHEAD

All of the sites are different. We have introduced flexible rental arrangements, which depend on the value of the
brand. Leases are relatively short term, averaging five years, which varies from site to site and retail to retail. Some
have a base rent and turnover percentage situation, some have a simple turnover arrangement. Crucial is to make
money from the investments and the retailers in order to make a profit. We also charge our occupiers a set fee for
the service charge, for cleaning and security, and a set fee for marketing. These are occupancy costs for the
retailer to remain in the outlet centre. Freeport tops up what the retailers provide for marketing because we value
marketing.

Gaél THOMAS
Could not being known by the brands constitute an obstacle for a non-specialised institutional investor, like
Kenmore?

Chris POPE
I do not think so. | am not sure that the branding is an issue. The consumer would want to visit an outlet centre that
is well run, has value retail and is a good experience to go to.

Richard BRODHEAD
The brand has value. It is not our intention to change the name of Freeport to Carlyle. Stronger recognised brands
do benefit from that.

From the floor

Mr Broadhead, do you ever have to approach the brands in order to fill the outlet space on certain projects or is it
always the brands who are fighting to obtain their premises? Mr Pope, brand centres are becoming smaller and
smaller — could you invest in small surface areas with a relatively unknown start-up?

Chris POPE

In terms of size, speaking as a non specialist of this sector, critical mass, as earlier mentioned, is important. The
centres that approach 20, 000 or plus square metres trade the best. If business fundamentals are good we would
invest with a start up developer.

Richard BRODHEAD
We chase and we are chased by brands. The mix you have and the question of how you better serve the
consumer, by providing new and international brands, needs to be incorporated in your plan.

Frédéric Willems (Legal representative of the Natio  nal Clothing Federation)
How do we ensure that brand centres do not become just ordinary shopping centres?

Richard BRODHEAD

Although the identity of the outlet centre still needs to be further developed, brands will need an exit for their stock
and the function an outlet serves is very important. International and big brands at discount are the core business
of outlets, and it is the developers, the town and city interests’ to develop extra attractions in addition to the
fundamentals of the business.

From the floor
As far as your European experiences, could you tell us about the general trends of yields in Europe ?

Richard BRODHEAD

The general trends is that yields are going down and stagnating. Sub-prime lending, financial markets, it will be an
interesting two years. For the UK it is an interesting turning point where people are queuing at banks to retrieve
their money.
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Workshop no. 8
Factory outlet centres — a development opportunity for brand names?

Facilitator - Olivier Dauvers (Tribune Grande Conso)

Speakers

- Juan-Marcos Gabas, Real Estate Management Corporate Deputy Director, Neinver (Spain)
- Alain Salzman, President, Concepts & Distribution (Marques Avenue)

- Ulrich Nordhorn, President, Retail Development Group (Germany)

Olivier DAUVERS

What can we do with the 5 to 7% excess production? Burn it to avoid dissemination and to protect the brand? Sell it
off via a discount chain to dispose of it all? Neither of these solutions is profitable. Brand centres allow the
manufacturer to sell his stock directly and at the same time be in control of his brand image.

Ulrich NORDHORN

We are developers, with two outlet centres in Germany. We also develop brands in outlet centres (Puma, Airfield).
The retail world trend has changed. Wholesalers have to become retailers otherwise they are losing customers.
They have been more productive than in the past therefore they are now investing into outlets to get rid of their
stocks. On the other hand, retailers look for a competitive environment in the centres when choosing to sell their
brands. Retailers now need more multiple factory outlet centres to sell their merchandise. Some retailers, such as
H&M and Zara have a system within their stores where they sell their stocks at discounts. For others, upper
medium and medium up, the distribution channel is different.

Juan-Marcos GABAS

Distribution chains are changing their collections increasingly frequently. They use outlets to occupy an additional
profitable space in the sales chain, to access a new distribution channel and a population that has not been a
priority target. Outlets enable the brand image to be kept under control and they give a direct knowledge of the
market. They enable chains to spin off the brand and to carry out a market test at a lower cost. If the concept
fundamentals are strictly applied, profitability of brand centres is less in comparison with traditional retailers.

Alain SALZMAN

Even if brand outlets are more sophisticated (architecture, etc.) than factory outlets, both are built on the same
fundamental principles — brand names, a price for the consumer and selling off the previous year's excess stock in
advantageous conditions for the manufacturer. Sales per square metre are comparable for traditional shopping
centres and brand outlets, the average for the Marques Avenue centres is 3500 € / m2.

Olivier DAUVERS
Is the increase in the number of projects in comparison with the available brands a threat to the fundamental
principles of the concept?

Alain SALZMAN

There are a lot projects announced but the number of centres that are actually built are less numerous. In France,
due to the "loi Royer" (Royer bill), which became the "loi Raffarin" (Raffarin bill), the centres have developed
gradually. Today the risk is less, thanks to the fact that the field has become more professional and the
fundamental principles have been observed (brand and price).

Juan-Marcos GABAS

There are abundant projects in Spain, too, but they are often slowed down by two players — the promoters, who are
exacting with respect to the location of the site and the brands, who are careful to protect their network and to be
consistent in their sales strategies

Ulrich NORDHORN
There is a differentiation between the approach of each outlet centre and what the customer needs to be attracted.
We have a further demand for factory outlets because of the change in the retailer industry.

Olivier DAUVERS
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What is the average level of branded excess stock? What levels of excess stock determine if the brand is well
managed or badly managed?

Ulrich NORDHORN

It depends on the brands and the philosophy of the company. Some brands encounter major problems and have a
lot of overstock and others less. If a retailer and/or brand produces more than 2-3 % of overstock, he is not
performing well.

Olivier DAUVERS
What is the result of benchmarking between the brand centres and other stock outlet channels (in particular
Internet)?

Ulrich NORDHORN
If a brand would start an outlet online business sale, the internet would drive the same sales as a big store.

Olivier DAUVERS
Apart from the volumes of goods sold, what are the differences in marketing and in brand image?

Ulrich NORDHORN

As a retailer, you need to find a clean dynamic way to get rid of the overstock. That is why a factory outlet is an
excellent solution for brands. But some like Gucci or Prada burn their unsold merchandise to keep the exclusivity of
the brand.

Juan-Marcos GABAS

In Spain, the on-line sales market is relatively narrow and is used mainly for services (travel, music etc.). Internet,
like the discount outlet system, raises the problem of the uncertainty as to where the product ends up, whereas de-
stocking provides increase brand awareness and visibility. .

Olivier DAUVERS
In France, cumulated turnover of "ventesprivées.com" and the sixty-eight sites operating on the same market
amounts to almost 400 million Euros ...to the detriment of the brand centres?

Alain SALZMAN

Sales in the centres have not dropped. Internet has, in fact, raised consumer awareness to different methods of
buying, as a complement to brand centres.

But Internet is no good to those people who do not have it, who do not want to pay on-line, or who want to try out
the products. In fact, brand centres grew up because of the brands' dissatisfaction with the discount chains.
Internet operates just like a discount chain, selling off high volumes, but without any control of brand image.
Committing to large scale on-line sales could become an irreversible move for a brand, who would then not be able
to sell at normal prices. .

Olivier DAUVERS
So Internet would provide too much visibility?

Alain SALZMAN

The argument of the brand centres' responsibility in managing overstocks and brand image is not valid for on-line
sales. When Marques Avenue wanted to court the favour of customers in Neuilly, the 16th and 17th
arrondissements of Paris, we did not set up in Neuilly, but in the lle Saint-Denis, to minimise the risk of the target
consumers coming across this offer.
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Workshop no. 10
Brand Centres in Europe — facts and figures
Facilitator - Bruno Rogowski (Magdus)

Speaker
- Caroline Lamy, specialist, Magdus

Caroline LAMY

Factory shops adjoining production sites have existed since the 1930s, but the modern concept of brand centres
did not emerge until 1974, in the United States and 1984, in France. The sector did not begin to become truly
professional until ten years later, with McArthurGlen, Concepts & Distribution, etc. By the end of the 1990s, brand
centres had literally exploded.

The first, minimal, generation started in 1984 with the "Usine" at Roubaix. Factory outlets were set up in industrial
towns and the goods they offered were disparate. The brands were inconspicuous and customers, mostly families,
came because of the prices. The architecture was minimalist (warehouses), there were no services and advertising
was by word of mouth.

In 1993, the second generation arrived, underpinned by professionals (Marques Avenue at Troyes). They
emphasised the brands and guaranteed price mark-downs. The centres were laid out like traditional shops and
there was media advertising; but the target population was still families from industrial towns and urban areas.

The third generation appeared in the United Kingdom at the end of the 1990s, marking a new breakthrough —
increased brand selection and enhancement, improved shopper comfort, customer loyalty schemes in a market
that was becoming extremely competitive. New centres were set up in major tourist areas and capitals, in order to
attract tourists.

The fourth generation, which also started in the United Kingdom around 2000, concentrates on top-of-the-range
products. Operators have created centres dedicated to certain types of products or themes, and combine leisure
and tourist activities, referred to as "funshopping”. These centres meet High Quality Environmental standards.

Bruno ROGOWSKI
You often find the same operators present in all the different generations of the concept. How did the concept
develop in Europe?

Caroline LAMY

Ten years after the creation of the "Usine" in Roubaix, factory outlets emerged across Europe, from the west to the
east. In 1993, there were 8 centres in Europe, and today there are 150, or a total trading surface area of two million
square metres.

The United Kingdom, Italy, Spain and France are the market leaders. Brand centres exist mainly in a large areas in
the centre/west of Europe, where there is high through traffic and high population density. The number of projects
is exploding — over 2.3 million square metres are currently at the project stage.

Bruno ROGOWSKI
Do any of the second generation projects still exist?

Caroline LAMY

Operators tend to adopt the fourth generation concept, in order to distinguish themselves from their competitors.
However, there are certain cultural differences, which may be an obstacle; in France, for example, "funshopping”
has not been spontaneously accepted

Bruno ROGOWSKI
Who are the operators today?

Caroline LAMY
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Today there are over sixty operators, the leader being McArthur Glen. The six European leaders share 36 % of the
activity, but all operators are increasing the number of their centres. We can quote some key dates — in 1993, the
Marques Avenue centre at Troyes opened, and Clarks Village in the United Kingdom. In 1995 McArthurGlen
entered the market. From 2000 onwards, investors became increasingly present in the market and in 2007, Unibalil
and Rodamco Europe merged.

Bruno ROGOWSKI
What are the major current development trends in this brand centre sector?

Caroline LAMY

It could be said that there are six major trends:-
player diversification — new players are emerging, those who are extending their activities (Ikea, Unibail), to
which you can add local operators and investors (banks, insurance companies, pension funds, etc.)
marketing policy — the market offering is becoming more diversified and is going up-range. Operators are
insisting on high architectural quality in the new theme centres (tourism and leisure) and are seeking to play a
role in sustainable development.
location — centres are being set up along major routes and in tourist areas and major European cities.
a new method of distribution — apart from relieving excess stock, the centres are true business areas.
brands and the regions — previously the Brands tended to neglect brand shops. Now the centres generate
throughput, which is stimulating interest from the brands and from the regions.
competition is growing between the operators, but also perhaps with other distribution channels, such as
internet.

Discussions with the floor

Neil CHAPMAN, Chameleon Retail
As generations move on, what type of buildings are developers constructing, strip malls or village type outlets?

Caroline LAMY
The "village" concept appears to predominate over strip malls, but each operator has his own strategy; Concepts &
Distribution, unlike Mac Arthur Glen, does not build villages.

Alexandre SEJOURNE (Real-Estate Director, Marques A  venue)

We should beware of "seeking out every square metre". This would lead to centres being isolated in small
collectivities. Centres that are too big do not enhance the brands. We must not deceive the consumer with the
attractive villages.

Barbara HORATZ (BVS Ouitlet villages)
There is not one single architectural solution. In Germany, for example, consumers appreciate steel and glass
structures just as much as the village concept.

Bruno ROGOWSKI
Is a village more likely to reflect local features and to be integrated into the environment?

Barbara HORATZ (BVS)
There is room for several concepts.

Bruno ROGOWSKI
With the surface area increasing, is not the problem a shortfall of brands for the centres?

Alexandre SEJOURNE (Real Estate Director, Marques A  venue)

We have to observe marketing levels after the centres have opened. At Nantes, Usine Center on the Atlantis area,
where there is high quality architecture, closed after six months. The centres need the brands.
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Neil CHAPMAN, Chameleon Retail
In terms of architecture, are village centres and covered malls mostly built?

Robert VAN DEN HEUVEL (BVS Ouitlet villages)
Outlet centre architecture depends on the country so as all the shopping centres. Thus there is no definite trend.

Bruno ROGOWSKI
How does Nike view this multiplication of projects?

Robert VAN DEN HEUVEL (BVS Outlet villages)
Nike can be found in every centre and generally do well in all the markets.

Bruno ROGOWSKI
Will 20% of unsold stock be enough to meet the potential demand associated with the announced development of
these centres? No doubt they will need more goods and more unsold stock!

From the floor
Brands that only use the Outlet channel are a danger for brand centres, and the centres should make sure that
they do not host such brands.

Bruno ROGOWSKI
Is there a minimum size for a centre?

Alexandre SEJOURNE
That depends on the country. In Italy, the large centres are profitable because the share of consumption for
clothing is 8 %. In France, it is only 4 %, so centres in France prefer to grow gradually.

Robert VAN DEN HEUVEL (BVS Ouitlet villages)
Nowadays, a minimum of 15000 to 25000 square metres is necessary for an outlet centre, otherwise customers will
not want to drive a certain distance to visit it.

Cédric MOULIN (VF Europe)

For VF, it is not the size or the village concept that counts, but the location in relation to through traffic and the
trading area. What is more, if the market offering is "diluted" because there are too many tenants, customers are
not really sure why they are coming to the centres.

Bruno ROGOWSKI
How does a brand make its choice?

Cédric MOULIN (VF Europe)
A brand selects the most dynamic centres, not necessarily the largest ones. Some centres are too focused on the
French consumer, and their advertising is in French — the brands are looking for more exposure.

Christian Garcia (Managing Director of Mango worldw  ide)
Are developers interested in setting up concepts in the Middle East?

Robert VAN DEN HEUVEL (BVS Outlet villages)
It depends on the capacity but also on future opportunities like in China. Currently, we are too much of a small
player to invest in the Middle East.

Neil CHAPMAN, Chameleon Retail
From a retailer’s perspective, one needs to find the owner lasting in the long term and investing in the right scheme
(marketing, size, brands).

Robert VAN DEN HEUVEL (BVS Outlet villages)
The local knowledge and expertise are crucial.

Christian Garcia (Managing Director of Mango worldw  ide)

We opened an outlet centre in Dubai and one in the Philippines but the local knowledge is missing even though
they have the capital and well designed outlets.
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Cédric MOULIN (VF Europe)
We have to open up to Eastern Europe. It is true, too, that some very nice concepts are being developed in India
and in Dubai.

From the floor (McArthurGlen representative)
India is a booming market. The big brands are in the big shopping malls. The question is who are the tenants ready
to settle in an outlet in India?

Christian Garcia (Managing Director of Mango worldw  ide)
India is indeed a good market but in Dubai there are also many opportunities.
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Workshop no. 11
Germany
Facilitator — Jorg Nowicki (TextilWirtschaft)

Speakers
- Jorg Nowicki (Senior Editor, TextilWirtschaft)
- Ulrich Nordhorn, President, Retail Development Group

Jorg NOWICKI
| am the Senior Editor for Textilwirtschaft, Europe’s leading weekly trade magazine for the retail and fashion
industry.

Ulrich NORDHORN

Previously Director of Gap, | also worked for Mc Donald’s, did some work for Habitat and founded my own
business for the German market: Retail Development Group. His objective is to help wholesalers to become
retailers. Our focus is to provide consultancy and to develop factory outlets in Germany.

Jorg NOWICKI

Germany is often quoted as the land of ‘too much retail space’. Since the reunification of Germany, space rose
from 70 to 150 million square metres. Part of the retail spending went down from 35 % in 1995 to 29 % in 2006. For
over 10 years, Germany did not have a good turnover except in 2002. This year, in 2007, the German Retalil
Assaociation calls for another year of stagnation or slight decline due to the high value of added taxes (now 19%).
Germany hosts 400 shopping centres with 24 new shopping centres next year.

Ulrich NORDHORN

With 82 million inhabitants and 7 major centres, Germany’s development of factory outlets is slow in comparison to
other countries such as the UK, where there are already 27 centres for 60 million inhabitants. Yet, performance in
the German outlet centres is deemed fairly good (for instance Metzingen).

Jorg NOWICKI
Will there be any changes for new developments?

Ulrich NORDHORN

In Germany, there is a strong lobbying from department store companies against further development of factory
outlet centres. In the Northern part of Germany, Bremen, the 9 years old outlet centre, has experienced
phenomenal sales with all the big brands (Nike, Adidas, recently Esprit...) and a stock room of over 1000 sq.
metres. This project is almost completed. In Otwurp, a 5000 square metre of selling area hopes to expand but the
permit has not been granted by the state yet. The strong lobby from department stores is a massive obstacle. In
Otwurp, there is a new legislation which forbids factory outlet centres to establish in a city comprising less than
1000 inhabitants and requires both local and regional consent.

From the floor
What about other states?

Ulrich NORDHORN
The overall permit process is a difficult and complicated process. Other states face the same difficulty as in Otwurp
(Hessen). In lower Saxony, the State Minister has yet to grant one permit to the winning bidder.

From the floor
Is it through legal consent or through local communities that the permit is granted?

Ulrich NORDHORN

It used to be a local community issue but it is now the state law that decides on granting the permit. All state
governments are proceeding to prevent out of town developments.
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From the floor

As a marketing specialist, and from a consumer point of view, we want the factory outlet to open even if it will be
more difficult to establish them in Germany than in other countries. Germany’s centres will be best taking into
account its past experience in factory outlet.

Ulrich NORDHORN
German customers do appreciate outlets but it will take some years to develop. It is all about the legal situation and
its consents. Italy has 17 outlet centres, Spain has 12, France has 15...

Jorg NOWICKI
Germany has 7 outlet centres. Why is Germany in the middle?

Ulrich NORDHORN
It is very difficult to get the legal consent like in France. When you waste 700,000 € in legal costs, you understand
that financial means and power are crucial to get to the final stages of getting a permit.

Jorg NOWICKI
Is it also different because of the structure, of the retail industry? Is it different in the UK than in Germany?

Ulrich NORDHORN
Retail industry is changing in favour of the outlet industry since concession shops are less and less surviving to
recession.

From the floor
The German mentality has also changed, it is today less shameful to go to an outlet.

Ulrich NORDHORN
It is still a bit shameful.

Robert VAN DEN HEUVEL (BVS Outlet villages)
Times have changed, the market is less hypersensitive about outlet factories. There are still political forces against
factory outlets but this will change in time.

Henrik C.MARIS, Factory outlet consultancy

Factories are going to breakthrough and brands will need to hide under a name (such as Mac Arthur Glenn).
Question is, how will the rules be bent? Will there be more of multi brand shops in one outlet centre or will there be
more stand alone shops?

Ulrich NORDHORN
It is a temporary problem due to a lot of new laws. 5000 square metres is still possible but you need a significant
size. The mono label is the market of the future.

From the floor
And what about the development of outlet centres on city borders?

Ulrich NORDHORN
There are possibilities in Germany like one city centre in Ettlingen next to Karlsruhe. Catchment is there with a
beautiful historic city centre but there is no space (less than 2000 square metres).

From the floor
But then, retailers won’t want out-of-town outlets?

Ulrich NORDHORN
That is what politicians aim at. They want a factory outlet in an underdeveloped city but it also means a centre
without any attractiveness.

From the floor

It goes against the concept of factory outlet, against the idea of leisure activity. What do you think of East
Germany?
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Ulrich NORDHORN

We have studied the markets and we do not believe in investing in areas like Dresden because spending power is
very low and inner-city development is going up. There is too much retail space in the East and there is a different
kind of consumption, consumers are not driven by brands like in the West.

Jorg NOWICKI
As a result of restrictions, Germany is neighbouring more outlet centres in France and Belgium. Is this trend going
to get more serious in the next years?

Ulrich NORDHORN
Belgium outlets centres attract many German customers: they are opened seven days a week, they are located
only 30 minutes away from Dusseldorf. Soon in Salzburg, there will be a new outlet centre.

From the floor
The example of Salzburg is a huge undertaking that will turn a shopping centre into an outlet mall.

Ulrich NORDHORN
If this Austrian outlet is established, it will attract the German customers away from German outlets.

Jorg NOWICKI
Is Germany competitive enough in terms of its opening hours?

Ulrich NORDHORN
Germany is competitive in comparison to The Netherlands where outlets close at 18pm but will need Sunday
openings to be more competitive.

Jorg NOWICKI
The Internet is open 24 hours, 7 days a week. Does that represent a threat for outlet factory centre business?

Ulrich NORDHORN
Internet is a real competitor for the retail market and within 6 months you can judge the efficiency of an internet
platform by the sales of a top store.

Jorg NOWICKI
What kind of brands does a factory outlet centre in Germany need?

Ulrich NORDHORN

A premium factory outlet centre focuses more on international luxurious brands (Gucci, Prada), and on mainstream
brands to keep the frequency in the centre and its young customers. It also focuses on sports brands (Polo) and
middle market brands (Tommy Hilfiger, Ralph Lauren) for which people will drive 1 hour to 1h30.

Jorg NOWICKI
There are no real designer brands in these outlet centres, so why is it called a ‘designer’ outlet centre?

From the floor
The aim is to define an outlet that is not a factory, but also offers good value retail brands. You need the mass and
the class: the name ‘designer outlet’ attracts all of those.

Jorg NOWICKI
Do customers only come for the number of stores?

Ulrich NORDHORN

Diversification of brands and proximity to transportation are crucial. The main focus is to make money on the main
high street not in the outlet industry (Puma, Esprit) although it is a good business for retailers.

Jorg NOWICKI
Architecture is a sensitive issue, what kind of architecture represents the future for an outlet centre?
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Ulrich NORDHORN
Outlet centres need a combination of big box outlets (Bremen), a cosy city atmosphere and big surfaces but you do
not need a Disneylike atmosphere.

From the floor
There is not one design. The Bremen concept works for certain retailers. Each outlet centre has to consider the
league of the brands and then define its design.

Jorg NOWICKI
There are 7 factory outlet centres in Germany. How many new centres will be added?

Ulrich NORDHORN

Over the next 3 years, there may be 3 to 4 new permits for new outlet centres in Germany, in lower Saxony, in
Otwurp, in Berlin, maybe in Neumunster.
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Workshop no. 12
England - Ireland
Facilitator - Graham Parker (Shopping Centre)

Speakers
- Graham Parker, Editor in Chief, Shopping Centre (England)
- Francois Moss, Managing Director Development, Pantheon Retail (England)

Graham PARKER

The United States has over 250 outlet centres. Each outlet counts 1.2 million visitors. The Irish market is becoming
as mature with 6 million people and 5 outlet centres (Sweden and Switzerland as well).

Since over 60 % of the retail brands are situated on high streets and that there are no legal restrictions on the
period of sales, the value offered by outlets is undermined.

Trade has been more difficult with the revival of Marks and Spencer.

NEXT’s turnover is down to 3 % this year. As a result, They have, tightened the supply chain and have 25 % less
stock available. Marks and Spencer spends 150 million € on marketing in the UK per year and NEXT spends about
10 million €. Ireland has different characteristics, what are your experiences?

Francois MOSS
Ireland has a very tricky market. The only British outlet you can reproduce would be on the East Coast, since the
West Coast is densely populated and organized with small towns.

Graham PARKER
Two of the three operators are in Northern Ireland. That may have to do with the planning system and the British
legal code. Indeed the planning system in the South is not as development oriented.

Francois MOSS
The North offers more opportunities to developers. Ireland is a very successful place for design and small
businesses. At the moment, fashion textile is imported from the UK.

Graham PARKER
The Irish system focuses on saving rather than spending all their money on outlets, they have special savings
accounts.

From the floor ( Journal du textile )
How healthy are the 50 factory shops in the United Kingdom?

Graham PARKER

I do not know what the consumer levels are, it depends from the centre. With regards to premature performance,
most of the big outlets are in institutional hands now. It shows that the financial community still has confidence in
outlets.

Francois MOSS

From my estimate, occupancy runs from 80 to 85 %. There are 2 types of outlets, the small ones which generally
do well, and the big ones, the ambitious, that occupy the market. The UK is a very liquid market; a lot of money
can, be made in both types of outlets. The UK market is way ahead in continental Europe and its outlets are open 7
days a week.

Graham PARKER
Sundays is the second best trading day after Saturday. If it were a full day, it would probably become as good as a
Saturday.

Francois MOSS
Sundays are often better trading days than Saturdays.

From the floor (Samsonite)
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Which outlets will survive in periods of a declining market?

Graham PARKER
The “survivors” will be the ones adopting a strategy, investing in marketing and creating a feeling of space with a
design attracting the “good” consumers.

Francois MOSS
There are 2 aspects in success. One is the catchment and the dynamics. The other is strong management.

Graham PARKER
Scotland has 2 dead outlet malls, one is very close to Livingston. Livingston is attached to a full time shopping
centre which presents challenges for a retailer.

From the floor
In France, a maximum of 15 centres will be able to be built. How do you explain the fact that the United Kingdom
can host 49 centres for an equivalent population?

Graham PARKER
A centralised planning system is crucial. Certain towns have allowed outlets to develop in a way that they are
stealing business from other locations. The UK universities could support more outlets.

Francois MOSS
You need to look at the population distribution, UK’s is dense for example (South East of England: 25 million
people). You do not have that density in France.

From the floor
Can you tell us more about TK Max?

Graham PARKER
TK Max has expanded very aggressively. It does not market itself as well as factory outlets, which are more
focused on a leisure experience.

Francois MOSS

The consumer type is very different. In Factory outlets such as PBL, the consumers generally don’t have time to
lose, they know what they want: their purchases are very scheduled. TK Max is on the other hand label-driven.
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Workshop 13
Eastern countries
Facilitator - Fabrice Schlosser (Canal 32)

Speakers
- Jana Kurkova, Editor in chief, Retail Biz (Czech Republic)
- Tomasz Leskiewicz, Chairman, Brand Sp.z 0.0. (Poland)

Jana KURKOVA
Retail Biz is a magazine for retailers and developers but also for people working in the franchising business and for
small suppliers. The magazine is a Czech/English publication.

Tomasz LESKIEWICZ
We have been active in outlet shopping centres since 2004 with 6 outlet centres in Poland, which sells both Polish
and foreign brands. Beton, which is our brand, is the leading and oldest in Poland.

Fabrice SCHLOSSER
The ten outlet centres in Eastern Europe are located in three countries, Poland, the Czech Republic and Hungary.
With its 6 or 7 brand centres, Poland is the leader in this field, whereas the concept is new in the Czech Republic.

Jana KURKOVA

Outlet centres are a new concept in comparison to the numerous shopping centres in the Czech Republic. There
are 3 outlet centres in the process of being built, one of which is run by Freeport and borders the Czech Republic
and Austria. “Exit Sixty Six”, which is a new project, will take on the appearances of a village.

Tomasz LESKIEWICZ

Poland is a growing market, and Polish people like to shop at discount. Poland has 2 operators and 6 outlets
centres. In Poland, 70 % of the shops in outlet centres host Polish brands but there are more and more foreign
brands. Outlet centres in Poland are more diversified and look different than traditional shopping centres. Mavor
offers a very modern and characteristic shopping centre.

Jana KURKOVA
In the Czech Republic, customers will find more international brands (Nike, Adidas) but there is also a national
market for certain items which are produced locally (crystal, glass).

Tomasz LESKIEWICZ

In Poland, there is strong competition but mostly among the shops in the outlet centres. For outlet operators there
is still space available. However shop owners do choose the outlet centres they want to do business with in relation
to the information provided to them.

Fabrice SCHLOSSER
In the Eastern countries, what are the obstacles to brand centre development — a lack of major designer brands?
Consumer behaviours?

Jana KURKOVA

It is a question of the right dynamics. International brands already have shops in the centres. It is true that a
designer outlet centre may have more difficulty to attract designer brands that are not established in the Czech
Republic yet. Considering the economy of the Czech Republic, they are not keen on buying Gucci or Prada. It is
about maximising the right tenants in existing outlet centres.

Tomasz LESKIEWICZ

Polish markets are developing. | do not think that the presence or lack of international brands has an impact on
outlet centres since regular shops and outlet centres have different customers and clients.
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Fabrice SCHLOSSER
Are consumers used to frequenting brand centres in Eastern Europe? Who are they?

Jana KURKOVA

Where the outlet centres are located people are accustomed to going to factory outlets. Czech people are used to
shopping centres and if a good marketing strategy is set up and more outlet centres built, these would attract more
people. 56% of the customers are men and 44% are women.

Tomasz LESKIEWICZ

Polish customers like fashion and high quality clothes at low prices to which outlet centres cater.

35% of Polish shoppers go to street bazaars but these constitute a different set of clientele and do not compete
with those of the outlet centres. In Poland, most clients are men.

Fabrice SCHLOSSER
How can women be attracted to them?

Tomasz LESKIEWICZ
Operators should cater more to women. For the moment, Polish women prefer new collections which can be found
in the shops.

Jana KURKOVA
Taking from the aforementioned figures from Freeport, the numbers are almost half half and do not represent a big
difference.

Fabrice SCHLOSSER
What is the future of designer brand centres in the eastern countries?

Tomasz LESKIEWICZ
The polish outlet market is growing fast and many more outlet centres will open.

Jana KURKOVA
In the Czech Republic more outlet centres will open (soon in Prague) but it will be also a question of those who will
be successful and those not.

Fabrice SCHLOSSER
Is an outlet centre a tourist attraction?

Jana KURKOVA
Tourists are generally more interested in visiting the city and do not care to travel outside the city to get to an outlet.
They do not care to spend a full day shopping.

Discussions with the floor

From the floor

The surface area available is very high in relation to the population; counterfeit items from China are extremely
conspicuous. Apart from these particular features, is it necessary to organise transport to go to these centres? Do
people travel themselves to the brand centres, or do they use public transport?

Jana KURKOVA
In Prague the outlet centre is accessible by public transport. Others (East Sixty Six, Airport Outlet Center) are less
which can be a problem to attract the full potential of customers.

Tomasz LESKIEWICZ
In our outlet centres public transport is not a problem since all are close to the highway and public transportation,
except for one that is badly located (Deise).

From the floor
Four outlet centre projects to be built in Prague are currently under study. Are there not any other interesting places
in the Czech Republic? What is the problem, networks, urban infrastructure, culture?

Jana KURKOVA
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Everyone wants to be in the capital city!

From the floor
Can the brand centre concept reach other East European countries?

Tomasz LESKIEWICZ
The next market for outlet centres will be in Romania, Belgrade, later Moscow, Ukraine, Estonia, Latvia, which are
also emerging markets.

Jana KURKOVA
Slovakia and Hungary are also countries where outlet centres can open.

From the floor
What do you think of the competition with other household expenditure such as travel or telephone?

Tomasz LESKIEWICZ
Polish people spend a lot on communication which is expensive, but people will spend more and more on clothes.

Jana KURKOVA

| guess that Czech people will spend money on cinema as well. Czech people travel a lot and go to the cinema,
and do not have a problem on spending a lot.
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Workshop no. 15
Italy
Facilitator - Marina Martorana (Corriere della Sera)

Speakers
- Marina Martorana (Corriere della Sera)
- Roberto Pacifico, Journalist, Mark Up (ltaly)

Marina MARTORANA

I am a journalist and work for Corriere della Sera. | have written books on factory outlets. According to a news
article, Italians are big shoppers. FOC is an outlet centre that has created a lot of employment in Italy. It is involved
in tourism and lies near highways. Going to FOC is a leisure activity for families, its consumers are mainly upper
class.

Different situations co-exist in Italy. There are major factory outlets like Troyes, Mac Arthur Glenn, etc and there are
palaces containing ten factory stores inside.

From the floor
What is the total surface area of the 30 outlets?

Marina MARTORANA

322 000 m2

In Italy, there is no observatory that produces figures; these figures were given to me by Saudatex.
There is only one exclusively Italian operator, Fashion District, all the other are mixed.

From the floor
When the first factory outlet opened in Italy (Serra Valle, McArthurGlen), there already were several in France. But
today, the number of factory outlets in Italy has increased.

From the floor
The Italians have imported the experience of others and can therefore do better.

Marina MARTORANA

Promos is an important construction operator of outlet centres. 8 years ago, he came to Troyes and discovered
French architecture. He went back to Italy to build FOC.

In Italy, promoters chose an area to build an economy and decided to build outlets there. For Europeans, Italy has
imported these ideas from the United States.

Roberto PACIFICO

I am a journalist. | will try to tell you about FOC in ltaly, speaking not as an expert on FOC but as a writer for the
monthly magazine Mark Up, recently acquired by the famous financial newspaper, Soventi Patroli.

In terms of administrative tools and regulations, FOC tend to consume more new land than shopping centres. In
Italy, there are 40 new projects of shopping centres, and more than 1/3 are refurbishment projects so they tend to
use former industrial areas to be redeveloped. It is called ‘brownfield’. The “greenfield” tends to use new land on
outskirts of big cities, like FOC, and may create a problem for entrepreneurs. In Italy, there are not more than 7 big
shopping centres to which many customers from different regions are drawn. FOC offers many different brands,
both medium and high brands. Questions like the speed of installation of both type of centres, shopping centre and
outlet, is an interesting topic to discuss.

Henrik C. Maris (Factory outlet consultant)

There is a lot of land in Italy. Factory outlet is a leisure shopping activity, with excess stock and excess shopping. |
see the need for organised FOCs. Italy has the highest density of stand alone outlets and they need to be more
organised from the current sale of stocks to the backdoor of distribution centres. The ones that claim to offer 20%
discount, but in fact sell at 30-50 % discount, should be closed. Lastly, | was surprised to see that the Italian
customers are part of the upper class. In my opinion, they’re more part of the educated middle class. Concerning
the question above, the outlets are not in competition with the shopping centres. These have two different runs.
Shopping centres are in competition with the town centres. An outlet is more like a fun park and weekend activity.
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Roberto PACIFICO
Thank you for your intelligent remarks. As an irregular customer of FOC, there is confusion and pressure about the
cheapness of FOC brands. FOC is indeed a leisure format, its important driver being tourism.

From the floor
It is a question of the real number of FOCs already existing. Currently they are between 12 and 14 with a critical
mass of shops in the centre. There are still regions in Italy where Italian tourists will go to outlets.

Marina MARTORANA

In Italy there are a lot of realties besides FOC. In Piemont, there is a small outlet with a 3000 square metre
showroom with 10-15 brands inside. To understand the situation in Italy, you need to look at the big names but also
at the development of small centres. Even if they are small centres they can be called ‘outlet centres’.

Roberto PACIFICO

The difference between the growth of shopping centres can be explained historically. The shopping centre was
born out of the big food retailers in the 80s, early 90s. Currently, the large shopping centres in Italy are owned by
financial operators. Will shopping centres survive with or without food anchors? In my opinion, shopping centres
will not leave out the food aspect.

From the floor
A multi-brand shop is a shop with many brands and its own counter. Factory outlet is about to get rid of the excess
stock for the highest possible price.

Marina MARTORANA
The multi-brand is another subject. Factory outlet is when owners place their own stores inside. In Italy you have
many of these mini factory outlets.

From the floor
Italy is very interesting with the amount of goods inside its borders, some are organised and some not so
organised. It would be a good scheme to have all these brands organised in factory outlets.

Marina MARTORANA

There are two factory outlets in Italy that concentrate on the big brands and big discounts, in the Tuscany and
Piemont regions. In Seravalle, you can buy one litre of shampoo of Bottegaverde for 1 euro, it is not a big brand but
it can be found in a big outlet.

From the floor

It is not a question of the price of the product. Bottegaverde is a good product and does not need to be pricy. Brand
is a brand in people’s minds. Masotto will hopefully do better than Malboro classics and Franco Ferré, and bring
their Scandinavian schemes into the factory centres. When will it happen and what will the future be is my question.
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Roundtable

In what way, and how will brand villages fulfil the expectations of brands, consumers and
investors five years from now?

Workshop led by Olivier Dauvers (Tribune Grande Conso)

Speakers:

- Henrik C.Maris, Factory Outlet Consultancy

- Eric Decouvelare, Group Retail Director, McArthurGlen

- lestyn Roberts, Chief Executive, Freeport

- Franck Verschelle, Managing Director Asset Management, Pantheon

- Alexandre Séjourné, Property Director, Concepts & Distribution (Marques Avenue)

Olivier DAUVERS

We are going to look into the future to think about what could be happening in 5 years’ time and highlight the
strengths and weaknesses of the brand village concept. Imagining the future, considering the competition (e.g.: the
Web), the changing behaviour of brands relative to the business, the development of the concept, the possibility or
otherwise of maintaining the forward momentum of the project, and finally, the possibility of extending the concept
into other areas than fashion and textiles.

Henrik C. MARIS

There will be more outlet centers in the future years all around Europe, even in areas like Northern Italy. There
exists a very high demand for existing centres nowadays. The problem for the business is that there are not
enough building permissions. Even the very big players are not being good enough in some regions in the lobbying
in order to get business permissions. It should be done more be in that field. The major problem for factory outlet is
the lack of brands. There are many brands that only do one or two standard loans or no outlet business at all. Most
of them are interested, but they see the whole operation going into outlet business. They are not thinking about
holding the operation until it is running well. In the next two-three years the winner will be the chain that will bring
the brands over the Alps or over the Pyrenees. Brands from the South have to be brought from the North or vice
versa. Other center players have to do the same effort to bring something new, combining these new things with
the classical ones. That can refer to players in France, too.

Olivier DAUVERS
What dangers are there for brand villages if they are not careful?

Henrik C. MARIS

The danger for a brand is going in its “back yard”. This is a frequent problem in Germany and Italy. Excess stock is
not a problem, on the contrary, it is a good thing. It represents a question of taking the brand out in the street where
it can be seen and also find places in Europe where its presence would be useful. The brand on the street will
create a demand for full price business.

Olivier DAUVERS
Do you share view of those who are moving increasingly towards commercial tourism?

Henrik C. MARIS

In tourism, there have to be done serious outlet centre business based on the classic 60 minutes circle. In order to
do really good business one should look around, as outlet centre shopping is very much a border shopping thing.
Many centres that are on border are attracting customers from other countries.

Olivier DAUVERS
Franck Verschelle, does commercial tourism make it possible to extend the circle of consumers by drawing them in
from further afield and pulling in a moving flow of customers?
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Franck VERSCHELLE

| agree with what Henrik said, we are talking of the same thing, relocation and flows. In terms of the flows, drawing
on commercial tourism not only gives a varied customer base throughout the year, depending on the seasons, but
also alleviates the potential negative impact on existing proximity zones.

Olivier DAUVERS
Itis also a way of getting better accommodation, isn't it?

Franck VERSCHELLE
Yes. Nevertheless, it is not a property scheme but a reality, and so there is a need for a competent operator to set
it up. The development of a region with outside customers will have a very positive impact.

Olivier DAUVERS

Following the summary of the fundamentals of the concept, on which side of the balance are you, pure and simple
commerce or commercial tourism? Although there is no real opposition, looking at your centres and your projects,
we can however identify differences in directions.

Eric DECOUVELAERE

Whatever we say, the fundamentals are a reality, the brands, prices, etc. If on top there is also tourism, when the
centres are carefully geographically located, it is clear that we will take action. Our approach is to offer the client an
experience that matches with their investment whether in terms of one-off customers (tourists) or those of the
trading area.

Are prices on their own enough of an attraction?

Olivier DAUVERS
Alexandre Séjourné, looking 5 years ahead, do you think we need to improve the proposal of the centres with an
attraction other than the price of the brand?

Alexandre SEJOURNE

| have been carefully following the ideas that have emerged over these two days, and in particular the parallel
drawn by Philippe Vilmus between warfare and economics. At the moment we have many projects in Europe based
around the brand village model. This highlights the need for brands, prices, effective architecture (to give form to
the emotion)... Taking the parallel drawn by Philippe Vilmus, operators are fighting in the same location, with the
same weapons. On one hand, we are going to try and protect our fundamentals, but on the other we will rework the
criteria for success for ourselves. The architecture will be original, but not necessarily a pastiche of the region. This
will nevertheless match with the requirements of the customers and of the shopping centre. More than simply the
feeling of wearing a known brand, | believe that consumers have a real sense of having bought a Ralph Lauren
shirt for 70% less. They will boast more about the unbelievable saving made than about the fact of wearing this
brand.

Fifteen years ago we were working on brands and prices. Today Internet sites such as venteprivée.com offer these
benefits. We are not just managers of buildings, we must be present in the shops and not allow the brands to
slacken off. They must continue to be dynamic. We must be around to remind them that their image is at issue and
that they must satisfy their customers. Like us, they need this.

Olivier DAUVERS
What will your centres look like in 5 years applying the vision you have of them?

lestyn ROBERTS

I don't think consumers need a change in that fundamental. The modern consumer is becoming a very
differentiating person. The reason people come to us is the pleasure of finding something they haven't expected to
find at an unexpected price. We will make environment even more attractive than it is now. Countries across
Europe are very different and it has to be worked a lot with the local cultures. Our centres will not be enormously
different. What brings people to us are the right brands, the right prices, and the right environment.

Olivier DAUVERS
Have you ever considered replicating the model you have perfected (brands/prices) from the offline to the online?

Eric DECOUVELAERE
Here again, we are going to stay in our core business. Obviously the “click” has been a reality for a number of
years. We have been tempted but the fact that we are not logistics experts holds us back. More specifically, we
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have thought about it in a different way. For example, there are operators who are interested in the market and the
question is to identify what we can bring to it together. From our perspective, we bring our relationships with our
brands (approximately 700) and an understanding of the market. As for these operators, they have the files and a
mastery of a business requiring a specific expertise. | am surprised that we, operators of brand villages, are not
closer to these private sales sites.

Olivier DAUVERS
You therefore share my incomprehension concerning this absence of synergy between our two businesses.

Eric DECOUVELAERE
Precisely, we are working on it, and | hope that this will lead to something over the coming months.

Olivier DAUVERS
Alexandre Séjourné, do you believe there is a synergy between the off-line and the on-line?

Alexandre SEJOURNE

We asked ourselves this same question some two years ago, we were not at all worried. Today, the turnover of
Ventes-Privee is around €300 M on its own.

To start with we wanted to know how it all worked. We questioned our brands. They explained that they could
destock 15,000 items in 3 days. However, this online sale involved a complete loss of control over the image with
regard to the consumer, and insignificant margins. But above all, remaining in our online shop for destocking would
prevent us from opening our permanent brand at full price. It is thus extremely complicated. The ventes-privées site
apparently takes 30% of margins and there are 70 other destocking sites.

Eric DECOUVELAERE

As for us we are reviewing the models. We could undoubtedly manage to identify some complementarities, but at
the moment, these are mainly directed towards discounters. The factory outlet retains legitimacy for the brand as it
controls its image and its communication.

Olivier DAUVERS
Do you think that you might be interested in this communication channel one day?

Franck VERSCHELLE

No, because there are a great many things already to do in the future for our business. In addition, we must not
confuse the evolution of a business and a distribution channel. This would be like asking a supermarket to build
small shops. It is a different business, with different analyses, etc.

Olivier DAUVERS
Nevertheless, in the supermarket sector the big chains were also specialists and have now all become multi-size.
The idea was precisely to target the same consumer, but to attract them in different ways.

Franck VERSCHELLE

Multi-size perhaps, but not inevitably multi-channel. The co-existence of these multi-channels in the major chains
has always been complicated. It is about know-how, investment, and a number of issues... At the moment it is the
advertisers who are happy thanks to the advertising investment from all these new sites. | believe in this
development but it is not our business and Pantheon will not make it a priority. The online will not replace factory
outlets and brand villages.

Olivier DAUVERS
The idea is really to know whether there is any strategic relevance to be had in combining the two channels. And
lestyn Roberts, would you be interested in e-commerce?

lestyn ROBERTS

The Internet is a great place to promote our businesses and to communicate with our partners, but a commercial
media doesn’t do this for a living. Our environment offers to our partners the opportunity to manage their brands
and it is a very special environment in order to sell our products.

Olivier DAUVERS
If one of you did go down that path, would you maintain your relations with the brands?
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Alexandre SEJOURNE
| think that as soon as the brands understand that they can do this on their own, they will start doing it.

Olivier DAUVERS
It is hard to forget what the value of a customer file, the history of a business relationship...

Alexandre SEJOURNE

When a customer is registered on the site, access to the product is still not certain, which could put them off. In
France, factory outlets and online sites are complementary in the sense that we can say to the Internet user that if
they miss a sale, there is a second chance in a factory outlet.

Olivier DAUVERS
Henrik Maris, are there objective complementarities that exist between brand shops and destocking sites?

Henrik C. MARIS
We are talking about leisure business. Different customers exist. Sometimes, they don’t know exactly what they are
going to buy. Outlet suggests excess stock and excess shopping.

Olivier DAUVERS
There is a lot of talk of the Internet, proof that ways of thinking of yesteryear have become much faster.

Eric DECOUVELAERE

We have seen that online sites work very well in those countries that have a good hotline culture. Ventes-privées
works very well in France because there is a real understanding of the factory outlet and brand village in France.
However, in ltaly, there are a large number of projects but the country still lacks major operators, unlike Great
Britain.

The development of brand villages

Olivier DAUVERS

At the moment, opening the last dossier on “development”. The scale of announced projects (1.5 million m?) is
astonishing. But can this rate be maintained? It is in fact rather unusual to see such a level of expansion in sales
areas.

Franck VERSCHELLE

McArthurGlen came to Europe to work with Nike and Polo for their destocking. Today, we are facing the same
demand, brands are asking that we work with them in Eastern countries. We now need to be Europeans, or even
beyond this.

Olivier DAUVERS
Is this an objective reason for believing that you can open new m2?

Franck VERSCHELLE

Of course, because a distribution circuit is becoming reality and the demand exists. For us, we already have our
own circuit. The brands are advancing, and we are behind them. Their confidence arises from having worked
together over many years. They need solutions for the more risky markets.

Olivier DAUVERS
Do you think that the volume of unsold goods will follow or even exceed the amount of m2in the next 5 years?

Franck VERSCHELLE

Fifteen years ago there were as many brands and as many, or almost, customers. We were facing problems of
overstock. Today, we have 2% million m2 for selling them off. Overstock will of course never disappear. The day on
which the overstocks and m2 curves crossover will pose a serious philosophical problem for our projects. In terms
of simple expansion no operators will emerge one morning to announce that they plan to expand in the United
Kingdom. There are thus countries reaching saturation, others in which there is still room, more or less developed
countries. In France, 23 centres have opened in the space of 7 years. There are only 2 today. The erosion is ok,
but the chains need to know how to select relative to a market logic, relative to a destocking logic and a geographic
logic. There are markets reaching their saturation points and others opening up, we thus need to think about the
future crossover of the overstocks and mz2 curves.
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Olivier DAUVERS
Do you think there is a risk that these curves are going to cross?

Eric DECOUVELAERE

We must be the first wherever we go. In addition, we all here have products that have a shelf life. If we are
promoters, developers, we also have a responsibility for revitalizing the products. When we walk through a
department store and we see brands we have and those we do not, we can see that there is still work to be done. If
we still have work to do in educating the customer, we also have it to do with the brands. Many of these are still not
present in the brand villages, it is our vocation to go to them and work with them.

Olivier DAUVERS

Are we running the risk of having too many brand villages? A market consisting of too many operators and too
many assets will end up reducing the value for everyone. The next shareholders could therefore be reluctant to see
any integration?

lestyn ROBERTS

Looking at the whole market with the kinds of brands that we want to work with, there are some conflict pressures.
On one side, there are supply chains that are becoming more efficient. With the Internet it is possible to sell the
products profitably. It is a growing world environment and not just within Europe, but also in the Eastern Europe
and in the Far East, where there are very fast growth economies. Big brands need big supply chains and they
create surplus products. The opportunity is to find the right location, an area that is not yet penetrated by another
outlet. The consumer demand is a natural human impulse. There will be further opportunities in the euro zone and
even bigger opportunities outside it.

Olivier DAUVERS
Is the demand of investors always this persistent, or even more so? In effect, in this commercial town planning, one
can wonder if there is not more money than there is need.

lestyn ROBERTS

If there is more money available that means that there is a demand. Factory Outlet is different from conventional
retail. A well run out outlet centre has a consistent growth, makes good money for the owners and there is no
shortage of people who want to buy.

From the floor (Olivier COUTIN — Unibail Rodamco)

As | see it there is more money in the market than available products. This means that money that cannot be
invested in traditional retail centres is first shifted into other forms of commerce and is now being directed into
factory outlet and brand village centres.

Franck VERSCHELLE

Yes, there are a lot of investors. But these investors now have significant roles in the decision making process and
in the management of the centres. Some of them are even specialists in our business. They are not stumbling in
blind. As they gradually come to understand our business and develop structures for it, they are becoming
increasingly more demanding.

Olivier DAUVERS
There is no incongruity between what you both have to say. There is a surfeit of capital for investment, unlike in
traditional commercial property. There is thus a movement of carry over.

lestyn ROBERTS
Outlet centres are very small markets in comparison to the total retail investment, which is a huge sector. People
who invest in it recognise it as a very different kind of business.

Alexandre SEJOURNE

Previously we had to be extremely ingenious to attract investors, now it is they who come to us. But it is
nevertheless important that investors understand our business. For example in Belgium, there was an operation
that failed because an investor was abandoned by the promoter, despite the good location of the site and the
presence of brands. In guaranteeing the proper operation of the project, the promoter must take responsibility for
its management.
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From the floor (Jean-Pierre NOBLE - Ixis AEW Europe )

There are plenty of full price shopping centres that are already reaching maturity. No one was interested in brand
villages 10 years ago, the context has changed because of good management. But brands need their own
traditional distribution circuits. Brand villages are an investment link offering continuity from the full price shopping
centres, these latter are reaching saturation in many European markets.

Olivier DAUVERS
What other choices could there be than fashion and textiles? Is it possible to consider expanding the range of our
businesses? Do any of you have any relevant experiences?

Alexandre SEJOURNE

There are still plenty of brands to bring in, especially in the fields of textiles and home products. The home is a
sector for the future. It is a magnificent product, a vector for emotion. Consumers are keen for it given their
experiences of buying in this segment.

Olivier DAUVERS
Could Seb, often mentioned, be an opening for you?

Alexandre SEJOURNE

We will clearly see other openings. Maybe one day we could be selling cars if other buyers cannot be found for
them? However, it is clear that some obsolete products (e.g.: high tech) cannot be marketed using this system.
Bizarrely we have been called on to market Lindt chocolates, destocking after the Christmas period. This was a
good opportunity to capitalise on emotion. Whenever there has been a malfunction, we must make the most of it.

Eric DECOUVELAERE

We are already working on the home. But | want to go back to two product categories. First of all, we are coming
up against rapid obsolescence in “technological products”. Although the volumes here are not comparable to those
of the textile segment, we have achieved good results. For instance, with Toshiba, we can find customers for
products between 6 month and 1 year old. These are phenomenal densities, but it is a model that we cannot
replicate in all the centres because of insufficient goods. This operation has nevertheless caught the attention of
other brands.

The second category is that of “perfumes and cosmetics”. Whilst remaining firmly within the DNA of our brands, we
are trying to develop these in the best way. Full price perfumery operators would like to come into our centres, but
we are resisting this.

Franck VERSCHELLE

We have a car dealer alongside us in Newcastle, but this is not the future. | remain somewhat sceptical in this
matter. Despite the respect | have for these brands, they never draw as do Hugo Boss or the other brands that are
in essence at the core of our business.

lestyn ROBERTS

Our business remains axed on fashion, even though sectors like cosmetics are easy to get. We have big furniture
and electronic stores, but they have to adapt to the centre outlet prepositions. It is just an enhancement to our core
product and not a replacement of it.

Olivier DAUVERS
What is the reduction for the cosmetics that you said sold in Portugal?

lestyn ROBERTS
The discount is normally of 30%.

Olivier DAUVERS
Is it appropriate to take an interest in markets other than fashion and textiles? Do these represent a real lever or
will it remain the exception?

Henrik C. MARIS

The core business will be fashion and textiles, as the key word to it is “margin”. Traditionally, there were 10 textile
shops doing the same thing. Nowadays, there are normally 9 textile shops and a flower or a perfume shop. It is
good to soften up the centre, which represents in fact a whole atmosphere.

Olivier DAUVERS
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To summarise, if we have value chains with sufficiently high margin coefficients on the full price, there is enough to
live on even after dividing by 2.

Eric DECOUVELAERE
To complete the picture, we also have a discount travel agency. The holidays are reduced and we sell them
through the agency.

Olivier DAUVERS
In this instance, it is an Internet model that has been transposed into the real world!

Alexandre SEJOURNE

We are all in agreement that 80% of our business still comes from textiles, with overstocks readily available.
However, other product ranges will add emotion, differentiation, and we will therefore have this extra element of
appeal to bring in the customers.
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Speech

The new 21st-century consumer, a contradictory indi vidual

by Guillaume Erner,
Doctor in sociology

One of the subjects studied by sociologists is that of illogical population groups, whose behaviour is irrational. In
their attempt to understand these not always rational consumers, sociologists examine the society in which the
consumer lives.

We can take a look at examples of two types of customers; the first, a courtesan living at Court three centuries ago,
and the second, a Desperate Housewife, a customer who in today's society tends to be courted. This second
customer type stems from the vast middle classes and lives in a society where luxury and consumption have
become commonplace. The courtesan's aim was to expend all the assets she owned, and in exchange, she
belonged to the king, whereas modern women spend their assets with reason and intelligence.

The contemporary consumer is an ecologist, he has a moral conscience, he is a non-smoker; he wants to be
different from the others, be his own person, and of course, he is not materialistic! He nevertheless buys cheap
goods from China, acquires products that are obsolete within six months and, being receptive to marketing, he is
able to live quite easily with his desire to be different alongside his desire to belong. A paradoxical man!

Traditional society is a cast-society (profession, religion, etc). The law is imposed from the outside and people die
at the same station in life as they were born. In modern society, we are free. However, we must be able to be equal
to this freedom. The most important of our life-stories now relate to our family, and above all, to the goods we
consume. In effect, it is the objects that we buy that establish the identify of the consumer.

Property prices and the cost of transport, in particular, have led to a general reduction in consumer goods budgets.
This means that the consumer hates forced spending and seeks out strategies to reduce such expenses, by
shopping in factory outlets, for example. Luxury goods, once the reserve of the elite, have now become everyone's
right, which means that now everyone has access to the consumer society. So, if, for some reason, we are
prevented from having this access, we are frustrated. It can be noted that whenever a new product is released,
there is a peak in expenditure (for example, the need to have a flat screen). So we see that there are consumer
modes that are entirely cyclic.

If we compare middle class incomes in France, Europe and in the United States, we see that the mix is not the
same. In some systems, the poor population is more numerous (Anglo-Saxon countries). In Europe, as in the
United States, the middle classes are better off. Consumer profiles in these countries are extremely varied.
Inundated by advertising, people are persuaded that they have to consume.

Therefore to deal with the "astute" consumer, we have to acquire " consumer skills".

The consumer has become an expert in terms of prices. This universally widespread "calculation skill" goes hand-
in-hand with the fear of being "stung". The consumer therefore tends to buy during the sales, because by spending
less money on an article, he thinks he is combating a system he believes to be robbing him. This idea of a the
distributor/manufacturer plotting against the consumer is referred to in "the Hidden Persuader"”, a book written by
Vance Packard.

Today, shopping has become the number-one leisure activity, boosted by the emergence of new information
sources (blogs, forums, etc.). Sixty to seventy percent of consumers now do research on Internet before buying
and Web-information is perceived as being legitimate and credible. This extremely detailed information (operation,
price, etc.), works in concert with changing consumer behaviour. Information is shared on consumer websites,
which means that the modern consumer has a knowledge of the market that a journalist would scarcely have time
to acquire.

Even better than word-of-mouth, this system is relies on the fact that the internaut believes what unknown persons
on the web have to say. The "six-degrees of separation” rule (the ability to reach at least one out of six persons) is
changing due to our increasingly fast communication channels, in particular the Internet. Today the degree of
separation is 3.5. We can observe, therefore, that patterns of influence have changed. It is the system to which we
belong, rather than methods of operation, that defines the degree of influence.
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The consumer is moving towards more rational and status-enhancing spending. No matter what his social class,
the consumer has to demonstrate his status. Status-symbol brands must have a strategy based on pricing. In
effect, although the consumer has become more skilful, the product brand can change the deal, or at least, the
price that we thought we would be willing to pay. The consumer consciously provides specific product information
(financial calculation), but he also unwittingly passes on information on a product.

In a normal economy, prices play a psychological role (1.99 € is a loss-leader price) and a price increase is often
considered to be a pledge of quality. On the other hand, when there are special offers, the consumer sees that he
can get a bargain, and it more difficult to find the right price strategy in this case.

It is necessary to restrict routines, stop thinking according to type, place the consumer in a state of cognitive
uncertainty. As the consumer is well informed, we have to try and defeat him, for example, by confronting him with
different types of price and ranges. He will conclude that the least expensive goods are offered in the supermarket.

There exists a sort of battle between manufacturers/distributors and the consumer. Today, it is the consumer who
sets the rules. Given the vast middle class category and the advent of cheaper production, there is a mechanical
market effect, whereby it is now very difficult to maintain income. Moreover, the alliance between consumerism and
anti-capitalism is increasingly influential For example, the consumer magazine, "60 Millions de Consommateurs”,
does not encourage us to eat less, but to eat more cheaply.

We are also witnessing a revolution in social patterns — the thirty-five-hour week system is leading to people having
less rigid, more individual schedules, some sectors work on Sundays, etc. Our existence are no longer
synchronised. In the Paris urban area, the traffic jams between six o'clock and ten o' clock in the morning prove
that there is no single and unique life-mode for everyone. New services are being established to cope with
consumer impatience and intolerance (he wants to be served increasingly quickly) and to offer more flexibility.
Current consumer requirements are leading to an increase in the place attributed too discount and the bottom of
the range.

We are also confronted with changes in relation to age. Very frequently, young people's expectations are just as
high as their seniors' (with respect to their private lives, the world of fashion etc.). There is also a pathological
spending phenomenon affecting "happy victims", that is, people who decide to buy a specific brand only (for
example, the all-Chanel woman). This type of fetishism epitomises new compulsive shopping pathologies.

In short, we have to buy cheaper products, because we want everything.

Japan has a particularly high proportion of fashion victims; some women spend 80 % of their budget on designer or
luxury brands - a sort of latter-day wishful-thinking. Changing consumer trends make it more and more difficult to
establish market segments. Classifying the population in order to predict consumer activity often no longer reveals
actual consumer spending. We have to work on different forms of logic to understand the new market breakdown.

Behavioural analysis is based on two opposing rationales:-

- the Winner Takes All rationale

The market is filled with a small number of references which make up the majority of sales. For example, the 200
million books sold in the last 3 years were written by only four authors (including the author of Harry Potter). This is
Fordist capitalism with which we are familiar. This system is not likely to endure today, due to the long tail effect;
with Internet, the sum of minor references placed end-to-end may collectively exceed most popular product sales.
We can, therefore earn money with small references, which brings us outside the unique model (clothing, disks,
etc.). But the "Winner takes all" syndrome is still working well in a certain number of markets. The term refers to the
effective differential between the leader and the other players. In an economy where all risk-taking is becoming
increasingly dangerous, the "winner takes it all" rationale enables a single reference to go full speed ahead.

- the unknown new product rationale

Twenty-two percent of titles sold by Rapsody (on-line music sales) are unknown. It can also be observed, that
thanks to Internet, there are more and more unheard of films for hire. Revolutionary systems are being
implemented, like at Amazon, where they have set up collaborative filtering, an extremely sophisticated algorithm
to highlight the books we are likely to appreciate, as a function of another book we have liked. So Amazon quite
simply is replacing the standard bookshop — the shop no longer presents any advantage over the machine. This
Internet advice is proving to be relevant, as 35% is converted into a sale at Amazon. This service allows readers to
discover new products.
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Customers themselves are thus creating the market segments. In the book world, we can observe that the titles are
radically diverse within the same consumer segment. It is hard to imagine that an individual would, personally,
select all these books — IT plus consumer opinion have produced this map and grouped these products together.
The phenomenon is very powerful - once a purchase has been made, another potential purchase is presented as a
logical follow-on .

In this era, we are also witnessing a new moral attitude to of capitalism; the consumer requires to be informed of
the ethical and moral nature of goods sold. The most telling transformation is Microsoft's — a company that in the
past had not been well perceived, it changed its identity by investing in philanthropic causes. Not only did it regain
its brand image (external interest), but it also became attractive as an employer. In California, it is much easier to
employ IT specialists if the company is considered to be ethical than if it has a poor brand image.

Trends are now being extended to all fields — fashion clothing still is very important, but household spending on
clothing is constantly going down (4 % in France). The real innovation today is that fashion now extends to other
fields such as the choice of first names, or cuisine, for example. Today, a first name only remains in the "hit parade”
for a maximum of two or three years. Elite dishes, once proposed only in certain restaurants are now available in a
variety of different types of restaurants, and even on supermarket shelves. The famous "moelleux au chocolat"
dessert created by Michel Bras at Laguiole can now be found in the freezers at Picard.

The democratisation of fashion, or rolling out fashion vertically, is taking place at an ever-increasing pace. In the
automotive sphere, although the Twingo stayed in fashion for the relatively long period of 10 years, the Renault 21
and the Laguna have a much shorter life-span.

In turn, income mechanisms and market-installation methods are also faster. The consumer loses his enthusiasm
easily and becomes disinterested. The success of a brand-name, for example, Zara, is quite simply due to the fact
that this retail group decided to ignore the concepts of market segmentation and traditional marketing. It just
controls the logistics and the supply chain and the rest follows — it is the consumer himself who is now the channel
in relation to trends and marketing.

In conclusion, brand-names have a "sacred" dimension. A simple tee-shirt does not have the same value as one
that bears a little crocodile. This mythology is very difficult to perceive. Individuals need to be recognised, notably
via what they buy (for example, buying a 4x4 makes us adventurers). So we find ourselves in a waking dream, on a
small or a grand scale.

Discussions

Olivier DAUVERS

What | would like to say in particular is that spending has become a professional activity and that the consumer
must acquire skills so that he does not make unintelligent consumer choices.

Is the link between brand names and the consumer becoming stronger or is it slackening? | am fascinated to see
that in the food industry, the link between consumer and brand is becoming weaker at an astounding rate.

Guillaume ERNER
People today do not like constraints. Consumers are not attached to brand-names, although there are a few
nuances here (they give more importance to water, olive oil, etc) If the consumer has the choice between two
products, he will opt for the least expensive because he does not like forced spending, except for a product in
which he invests a part of himself. A manufacturer's marketing aim is to persuade the consumer that his product is
part of his identity.

Olivier DAUVERS
Is the dividing line between products that are brand image-sensitive or insensitive the utilitarian aspect of the
purchase?

Guillaume ERNER

Yes, for goods they are obliged to buy, consumers may "stray off the path". For example, people who buy a Logan
are making a purchase based on utilitarian values. However, someone who chooses a Porsche Cayenne has a
different idea of what a vehicle means for them.

Olivier DAUVERS
Is it not easier for the world of fashion and clothing apparel to maintain the attraction or magic of certain brands?
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Guillaume ERNER
Indeed, it is virtually absolute.

Olivier DAUVERS
In conclusion, the commercial approach, rather than economic, is first and foremost an issue of society. If society
moves in one direction, does trade have to follow?

Guillaume ERNER
In my opinion, it is difficult to go against the flow.

Olivier DAUVERS
Is society open enough for such a change?

Guillaume ERNER
French society is one of the less open societies, but in the majority it is open.

Olivier DAUVERS

Our lifestyles have changed, it is true, but from ten o' clock onwards the Paris inner ring road is free-flowing. Is it
not more of an extension of our lifestyle range than a radical change? Our lives are still structured around major
markers.

Guillaume ERNER
If you leave the Paris ring road and go to a sector that is open on a Sunday, you will find that people are there.

Olivier DAUVERS
Is the societal issue about to be resolved, as society is moving faster than legislation?

Guillaume ERNER
Sunday opening would have a certain number of consequences on society. However, this seems to me to be the
way things are going and (coincides with) the will of the population.

From the floor (Jean-Yves VERIAU — Groupe SEB)

Are not the segments measured by different operators complementary, rather than in competition, in terms of
defining the so-called paradoxical consumer? Is it not the Web that will be the real competitor in the future? How do
we respond?

Guillaume ERNER

Yes, | think that the Web is a real competitor, because of the effect of blogging, forums etc., and the unprecedented
type of information that can be found on-line. In addition, the Web is capable of selling everything. So it is a major
challenge for the years to come.

Olivier DAUVERS

Do there are no products that are "impermeable”; it is just an issue of logistics that will be raised to a greater or
lesser degree, depending on the product categories.
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Speech

New conquest for new customers

by Dr. Philippe Villemus,
Former International President at Helena Rubinstein

Value, innovation and conquest

There are three important concepts: value, innovation and conquest. These three concepts can be associated with
three key themes for companies: demotivation, relocation and differentiation. The problem with value is in the main
linked with differentiation. There are no miracle solutions for the problems of conquering customers, conquering
markets or increasing value. We now need to look at a number of questions: How can we help companies
maximise their growth potential? How de we conquer customers? Can we believe in innovation and in
differentiation? How do we restore customers’ confidence in products, services and brands? There are no absolute
answers. In the history of mankind, there have been, in total, five Jewish prophets. The first, Moses, said: “God is
everything”. The second, Jesus Christ, said: “Love is everything”. The third, Karl Marx, said: “Money is everything”.
The fourth, Freud, said: “Sex is everything”. As for the fifth and last, Einstein, he said: “Everything is relative”. The
issues of conquering value, innovation and new customers are thus extremely relative ideas. Relative to companies
or to brands, to projects or to the strategy and the culture of a company, as well as to all the management
techniques and modes applied within a company, from the highest level summit to the ordinary storekeeper. But
this idea is above all relative to the willingness and the ability to change things...

The Rugby World Cup, selling emotion
The 2007 Rugby World Cup gave rise to an exceptional media and popular awareness. In many European
countries in which rugby has a place of some importance (France, England, ... New Zealand...) as well as in some
countries in which rugby is no way near being the most popular sport, audience records were easily broken. The
success of this sport, still incomprehensible for many, raises a number of questions. Why were the stadiums full?
Why did the television channels beat all their audience records? Half of the spectators and viewers were women.
This despite the fact that, according to the various surveys conducted, many women do not understand the game.
So what was the fascination? People today do not want to spend large amounts on tickets. Spectators do not want
to see scrums, tackles, or even penalties; going to see a match is going to experience the emotion. Not everyone
understands all the rules, but they do share a moment of high emotion, in front of their TV or at the stadium. And in
capitalising on these emotions, ever since the 1998 Football World Cup, the organisers of major sporting events
have understood what they need to sell: This is not simply a ticket for a football or rugby match, but a true moment
of emotion. And when we can sell a moment of emotion and not just a product, it become possible to sell this at a
much higher price, for example, by over-segmenting, as the organisers of large gatherings do.
There are currently thirty-six types of tickets that can be sold, with prices ranging from the most basic to the most
cosseted, combined with various services (parking, restaurant, box, hostess, gifts, etc).

A changing economic, cultural, social and political environment

The pressure for change in society and with regard to the company has never before in the history of mankind
been so strong, and there are seven reasons for this.

Increasing complexity

Page 58/ 73



Magdus 2007 — 3 European Outlet Conference - Troyes — 19th & 20th september 2007

Today, regardless of the domain (car making, computers, fashion, etc.), doing business is becoming increasingly
complex. The planning horizon, that is the ability of companies to predict the future, is getting shorter and shorter.
Companies have never before had to forecast so far ahead (forecasts can reach between five and twenty years).
The paradox however lies in the fact that we do not know anything about how one’s own market is going to
develop. In the 1960's, in the computer sector, an innovation gave the company 5 to 7 years of stability, in the
1970’s it would give it 3 years, and in the 1980’s, 1 to 1% years.

Now however, computers and digital cameras evolve every three months and are ever more powerful and cheaper.
The level of interaction between the economic, social, political and technological worlds is much greater. On top of
this, the changes are almost inexplicable. A few years ago, companies were sometimes asked to provide an
explanation for their successful or failed product launches. It was at that time possible to find an explanation.
Today, it has become almost impossible to really explain a success or a failure. And this is the case for many
companies.

Increasing pressure

This pressure is on the workforce, on companies and on managers. In the last ten years, with globalisation, the
world has seen the emergence of a new empire: China. China is currently totally transfiguring the economic
framework for many companies. There is now a huge amount of pressure on companies generated by the financial
markets (and not just on listed companies but on all companies, including SMES).

Increasing pressure on costs and prices

In Europe, leaving aside the various energy sources (oil in particular) and property (currently on the up), all other
categories of products and services are under immense downwards pressure to reduce costs and prices. Some
companies are also having to relocate in order to keep up with this movement. The level of pressure on costs and
prices has never been so great. Some practitioners and authors are now asking: Are customers going to become
simple bargain and promotion hunters?

Shift in society from the tangible to the intangible

From an “industrial” society we have become a wholly service-based society. This change means that companies
are not just sellers of products or services but sellers of aspirations.

Changing demand

The aging of the European population is beginning to put serious pressure on companies, in terms of brands and
marketing policies. This is because an aging population is a more experienced, more educated, population which is
beginning to understand the basic principles of marketing, with a better understanding of the superficiality of false
added value, which is aware of the true quality/price ratio and which has an idea of the true value of things.

The second change in demand: Increasing incomes. In some European countries there is increasing economic
insecurity and layers of the population remain in poverty. However, over a period of twenty to thirty years,
purchasing power and life styles have improved. And this increase is going to continue into the future.

The third change in demand: The significant rise in home ownership in Europe. This increase has changed
behaviour in terms of household consumption, travel and mobility.

The fourth shift in demand: The changed role for women. In Europe increasing numbers of women work, they
marry later, have fewer children and, often, live in single-parent families. Women are thus less and less available
for household tasks or for doing the shopping, which will have a serious influence in terms of consumption in
Europe.
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The four “key-trends”

These trends first emerged in the United States and Japan. Previously it took about three or four years before
trends developed over the Atlantic reached us, but the time scale is now a year. These key-trends are going to
have significant ramifications in Europe. The first of these trends can be called “Taking Care Of Myself”, the desire
to consume in order to take care of oneself and one’s body, explaining the boom in consumption in health,
“healthy” and “whole” foods, health clubs, beauty creams, glasses, shampoo, etc. products. The second key-trend
is called “Questing” and refers to the “quest” of the consumer for new experiences. We have seen in Europe a
major expansion in complementary education, universities for retired people and new learning. Consumers are
looking for new experiences and it is quite impressive to think that in some European countries, in the space of a
decade, generations previously completely closed to new information technologies (such as computing) have
quickly become proficient in using computers. Society is on the lookout for new tastes and new learning
experiences. The third key-trend: Connectivity. Seven or eight years ago, consumers were still not convinced about
developments in new information technologies (for instance the Internet). But the desire to keep in touch, via
mobile phones or the Internet, is likely to become a fundamental motivation for consumers and customers over
coming years. Fourth and final key-trend, not necessarily a positive one: The striving for an “individual style”, or the
growth of individualism. Although this may not be seen as being good news, it is the reality. People focus on
themselves first and foremost and are becoming increasingly individualistic. Some would go so far as to describe
them as egotists.

The rise of emotions

People are looking for emotions, explaining the universal appeal of major theme parks or large-scale media and
sporting events. One of France’s great writers, André Malraux, once said: “The 21 century will be religious or it will
not be”. The 21 century will probably not be religious, but above all emotional. Consumers are going to attend
major events because they want emotion. Because within a society in which it is no longer possible to externalize
one’s emotions, major events and major spectacles are the only places left where the individual can shout, sing
and sometimes even cast insults in more or less complete freedom.

What is Value? Price? Quality?

Given these key changes in the economic environment, we need to try and provide a definition for certain
concepts.

What is the value of a product, a trademark, a brand or a company?

It is a sum. It is a sum of tangible values and intangible characteristics (service, brand image, brand awareness,
etc.). The power of a brand is created through a coherent synthesis of these two concepts. Some luxury brands are
exceptionally coherent because they produce extremely high quality tangible products combined with an
outstanding image. These companies therefore make large profits. Other brands selling products of a mediocre
quality with a popular brand image are also very coherent and extremely efficient. They also make a great deal of
money. Coherence is an important concept for the value of a brand or a company. There is an overall coherence
between the price, the tangible and intrinsic quality of the product and the intangible values (image, accessibility,
what is known as selectivity).

In the end, the value of a brand or a product is determined by what the consumer is prepared to pay.

What is quality? How can we understand the quality/price ratio?
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The Japanese taught us something fundamental concerning the quality of a product. For many decades European
and American companies believed that quality for a product took the form of conformity with a number of
established standards, whether industrial or even based on the customs and practices of their personnel. This
opinion has now been completely overturned and the Japanese proved to us that the quality of a company, a brand
or a product, is in actual fact the overall ability of the company to satisfy the needs of the consumer. This means
that it is necessary to constantly improve the quality of the product. Quality here does not have any relationship
with a norm or standard. Of course there must be standards. These however are of no concern to the consumer.
This need to satisfy the consumer can be explicit (opinion polls, marketing surveys, etc.) or implicit, which is much
more challenging. Implicitly, these needs are those that consumer is unable to formulate him/herself. It is what the
company offers that brings out the customer’s nameless need.

Why is it that people capable of gauging the quality of a product are prepared to spend almost 200 euros for a
Hermes tie? You can buy a tie for €10 in any Carrefour supermarket. This applies equally for lipsticks, handbags,
suits, etc. Why buy such expensive products? Drawing on the analyses carried out concerning the luxury sector,
there are three answers to this question: It is all about quality, image and price. The first notion: Luxury equals
better quality. Some companies (or brands) sell products of exceptional quality but are not considered as being
luxury brands! There are also some brands that are very expensive, describing themselves as being luxury brands,
but which are not of a very high quality... The word quality here is thus very confusing.

Second notion: Image. Some brands spend a great deal on advertising, on increasing brand awareness or
reputation and have created such a strong quality image that they are able to sell their products for high prices...
However Coca-Cola has an incomparable image but it is not a luxury product and thus image is not enough in
itself.

Final notion: Price. Price in itself does not provide an answer to the question. For instance, despite the fact that a
Clio car costs €11,000, it is not automatically a luxury product, whereas a Chanel lipstick at €16 is in fact a luxury
product.

Definition of luxury

A luxury brand is characterised by five fundamentals that make the consumer want to buy a product for a higher
price although it is in reality not very different from the others.

Expertise

It is better to talk of expertise rather than quality. We do not know whether an “Armani” brand suit is a quality suit.
We do however know that Giorgio Armani is an expert. He is a professional designer and creator of many suits.
“Hermés” handbags are relatively expensive, but what we can be sure of is that this brand is an expert in the field
of leather and silk.

Proximity

This is an extremely important criteria. Through time, experience and investment luxury brands have managed to
create a concept of proximity among their customers. Customers in luxury brand shops are treated differently. They
are sometimes offered additional gifts, they are made to feel welcome in the shop. Proximity is built over time.

Selectivity (or control) over retail distribution

The “Hermes” brand has some 200 shops around the world. The “Chanel” brand has just under 10,000 sales
outlets in Europe. This company is also under intense pressure to expand its sales network. It should be
remembered that it is the brand that is responsible for the selectivity of the outlet, and not the contrary.
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A perspective on the world

Luxury brands and the top performing companies have achieved a real perspective on their field, as well as on the
world. In order to be considered as a “luxury brand”, a brand must have an original and distinctive perspective on
the world, a vision that it imposes and develops over time, but to which it remains faithful.

Luxury brands sell emotion

Luxury brands “sell dreams”... In a factory outlet, they sell cosmetics. In a perfume shop, they sell aspirations.
These brands and companies have managed to convert their role from that of a manufacturer into that of a seller of
emotion.

How do we increase our market share, number of cust omers and added value?

Economic competition is not actually war, but we need to take note of what we can be learnt from politicians and
military men from major wars. There are four ways of fighting wars: The first takes place in the same place and with
the same weapons as the enemy. The second takes place in the same place, but the weapons are different. The
third takes place in a different location but with the same weapons as the enemy. As for the fourth, this takes place
in different locations, with different weapons.

The first way to wage war would refer to the battle of Verdun. This battle cost 700,000 lives. The danger for
civilisation was maximum and the danger for the commander minimum.

The second way concerns guerrilla warfare. To quote from “The Little Red Book” of Mao Zedong: “When the
enemy advances, we withdraw; when the enemy stops, we harass them; when the enemy withdraws, we chase
them”.

The third way : In another location with the same weapons as the enemy would relate to “D-Day”, the day of the
landings. Rather than land one’s forces where the enemy is expecting, one opts for the most difficult cliffs.

Finally, the forth way to wage war is exemplified by Agaba. This was a port on the Red Sea, securing the Arabian
Peninsula and defended with artillery, and taken by Lawrence of Arabia. The danger for civilisation is least, whilst
the danger for the leaders is greatest.

This means one has to use the economic “Agaba” approach. A frontal assault, in the same location with the same
weapons represents price war. If a company values its products at the same price as the competition, the winner
will clearly be the one to lower its prices first. The added value represents war in the same place but with different
weapons. This added value gives rise to additional functionalities in an additional product or additional services. As
for the third method, in a different place with similar weapons, this is the approach developed by the luxury product
sector, creating their own markets in different places.

However doing an “Agaba” in economic terms means having an enduring competitive advantage, and the use of
meaningful techniques of differentiation in locations where they are not expected. To succeed, this is the technique
that must be applied.

“Being SMAC”

There is a concept known as “Being SMAC”. “S” for “Specific”, this is the need to be different from other
companies. “M” for “Measurable”, because innovation is only successful if it can be measured by the consumer. “A”
for “Accessible”, in particular in terms of prices.
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Innovating whilst remaining within the competitive price ranges is a complicated task. “C” for “Coherent”, because
there is an essential coherence between the product sold by the company, its price and the intangible qualities
relating to the sale made.

But how does one increase added value? The answer to this consists of seven points. Firstly, it is necessary to
have an original perspective  on one’s sector and on the world. Secondly: One must act quickly . World economic
growth is accelerating and the companies that can succeed in the context of this expansion are those able to very
quickly adapt and change their commercial strategies and tactics. Thirdly: Open-mindedness . It has never been
more important to understand the market and understand consumer needs. Fourthly: Market stimulation. Markets
in decline need to be revitalized, for instance like that of the cinema. Cinema attendance in Europe has now been
on the rise for three years, despite the fact that ten years ago it looked as though there would be no future for the
cinema market, essentially because of the development of the DVD and the Internet. Fifthly: break the mould . The
mould needs to be broken in order to generate the sixth point acknowledged for increasing added value: Surprise .
Customers must be surprised by original actions and promotions. The seventh and final point: One needs to
become a seller of emotions , regardless of the business area.

Conclusion

The focus must be on understanding the market, understanding the explicit and implicit needs of consumers, and
above all on differentiation from competitors and rivals. It is also necessary to create, within work teams, a “mission
for the department”. This mission is extremely important and must apply to the entire management chain. If one
gives people an official function, they become officials. If one makes use of bonuses for these same people, they
become bonus hunters. But if one gives them a mission, they become missionaries. And it was the missionaries
who conquered the world. Everyone right through the company needs to be trained. Economic competition is
demanding and fierce. In a liberal capitalist economy such as we live in today, a President or a CEO will always
have greater impact on the turnover of his/her company and its added value than will have a shop floor worker or a
secretary. This is the reality of today's world. However, the CEO, the shop floor worker, the secretary and the
customer all have the same right to respect. We must respect companies, workers, and above all customers.
Because, if we cannot respect others, we cannot respect ourselves.

Questions

Olivier DAUVERS

In your conclusion, you spoke about respect for customers. | am thinking about Steve Jobs, CEO of “Apple”, whose
latest innovation (iPhone) has already dropped $200, which is a loss of around 33% after just three months on the
market. | am therefore wondering whether Steve Jobs, specifically in this, is in the wrong?

Philippe VILLEMUS

I don’t know the details involved here and | am always sceptical of information one reads in the press. However, if
he really has behaved in this way, it does in fact show a lack of respect for the customer. But beyond the issue of
disrespect, | would describe this way of behaving as placing more importance on the very short term against
managing for the very long term. At the moment, the debate between the short term and the long term is one of
extreme relevance. When | talk about the need to consider the company in the very long term, | am reminded that
deadlines are set for the following quarter. It is obvious that there can be no long term vision if we don’'t make
money in the short term. However some companies earn a great deal of money in the short term and, because
they lack long term vision, do not invest effectively. This therefore applies in both senses: We need to earn money
in the short term, provided that we have a long term vision.
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Olivier DAUVERS
You described the price as being one of the attributes of luxury brands. If you were in charge of “Hermés”, do you
think it would be better to distribute your products through a factory outlet or to burn them?

Philippe VILLEMUS
That is a difficult question. But | think that | would not destock, at least initially.

Olivier DAUVERS
So, in general, is destocking a dangerous marketing strategy for brands?

Philippe VILLEMUS

Not always. Destocking takes place other than through factory outlets. Some luxury brands destock their products
when the new ones come in. Some 25% of turnover is generated through the introduction of new products, which
means that after 5 years, in some companies, the entire catalogue needs to be disposed of.

Olivier DAUVERS
You also talked about breaking the mould. If you had not had proven corporate experience, | would have labelled
this as academic or utopian. But is not the striving to achieve this breaking of the mould still hugely utopian?

Philippe VILLEMUS

Breaking the mould is essential, | have no doubt. In macro-economic terms our continent is facing the increasing
power of China and other emerging economies. European companies wanting to survive in today’s world have only
two strategies available to them: They must break the mould with different and original products, or relocate to
China. Otherwise they will not be able to withstand the falling prices resulting from Chinese production. Let's take a
concrete example: In about a year China will be ready to sell a car costing €1,500, compared with the average
price for a car in Europe of €10,000.

Olivier DAUVERS
The issue of emotions is a major area of debate for the operators of brand villages. Is it right to attract customers
into these brand villages for anything other that pure and simple shopping?

Philippe VILLEMUS

An emotion must be popular and accessible, whether positive or negative. This covers fear, hate and violence but
also friendship, courage, team spirit, etc. As during sporting events. Thus emotion is not necessarily an investment
in luxury. If one goes shopping at “LIDL", for instance, this can generate a feeling of buying cheaply, of being
rational, of understanding what being cost conscious is about... It is also, to say the least, odd that hard-discount
emerged in Germany, Europe’s wealthiest country. However for some people, shopping in a “hard-discount” store
is a way of standing up against the high cost of living.

Exchanges with the floor

From the floor
Do you think that eventually the Chinese economy will experience problems of management with the increases in
the hourly-rate?
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Philippe VILLEMUS

Not in the next thirty years. | am going to seem provocative to some, but | have to be because China is not a
country like any other. If it was, you would be right. Unfortunately for us, China is a very different country to our
own, and for two reasons. First of all, one sixth of humankind lives in China. Secondly, China has a virtually
unlimited reservoir of low cost population and labour. There are however in reality three Chinas. Firstly: Oriental
China. This is the one we visit on business trips, extending from the west of North Korea to Taiwan. It includes
many cities like Shanghai, Beijing and Canton. This is a coastal China that is becoming very wealthy. It has a
population of 200 million, but the average standard of living is lower than that in Europe. Secondly: The rest of the
industrial China created by Mao Zedong, from where the workforce needed for the factories in coastal China is
recruited. There are almost 800 million people here, earning less than $2 a day. And finally: Third world China. This
is an often Islamic China, where westerners never go, that could be a source of civil unrest as well as a huge
reservoir of labour. China is not a democratic country and it has only been a few months since Chinese people
have had the right to extend their visas when they want to travel. People in China do not in reality have any right of
free movement between provinces. Large companies operating in partnership with China sometimes go to various
villages, insisting that the people get on a bus to be taken to a factory located in the coastal region, where they
work for a period of up to six months. The workers must sleep at their place of work. They are occasionally taken
back to their villages and, if this is not the case, as these people do not have visas, they become homeless.

Conclusion

Olivier DAUVERS
To conclude, | would like to offer a quote from Edouard Leclerc, who said, in 1958: “Low prices are needed by the
poor and loved by the rich”.

Page 65/ 73



Magdus 2007 — 3 European Outlet Conference - Troyes — 19th & 20th september 2007

Points of View

*k%k

Alain SALZMAN
President
Marques Avenue

Olivier DAUVERS

Alain Salzmann, elected MAGNUS 2007 Man of the Year, is president of Marques Avenue (7 operations,
including one which is about to open in Bordeaux in two weeks time). What lessons can we learn from
the success of brand centres, what are the fundamental elements of this success? How can we theorise
this success without claiming that all brand centres work well?

Alain SALZMAN

The formula started in France in 1985, with Usine Center and A L’usine. Twenty years later, we are at a
stage where centres have been constructed but more than half of them have disappeared. In spite of the
patent success of the concept over the last 10 to 12 years, we must remember that this has been a
difficult experience. The centres which rapidly disappeared between 1985 and 1990 had probably
neglected the essentials. Our debates have been useful in enabling us to recognise what is important.
We rely on the consumer for our living, so it is important to listen to what he or she wants — brand names
and good prices. Whenever we get away from this basic premise, things go wrong.

Olivier DAUVERS
Everyone agrees on this. Where there are differences of opinion is on whether or not to include anything
other than brand names.

Alain SALZMAN

What is important is the content, the commitment to the consumer. The rest is a question of aesthetics,
the "shell". Once we meet our commitment, what do we provide in addition, as an extra? There are
opposing ideas on this. At Marques Avenue, we consider that the consumer comes to our centres for the
brand names and because of the low prices, and that although the experience must be a pleasant one,
we should not go overboard on this aspect. The centres must be pleasing to the senses, light, spacious,
bright... Marques Avenue called upon the services of Jean-Michel Wilmotte, the renowned minimalist
architect who specialises in large spaces, which is consistent with our concept.

We are somewhat surprised at this trend of moving from the factory outlet centre to the brand centre and
from the brand centre to the theme park. This is not our role.

By the same token, it is not the brand centres' role to reinvent the town. When we work with town,
municipality or regional authorities, we are careful to ensure that our commercial facilities are in synergy
with the towns and they are never 'stand-alone'. Our duty to the towns and regions is to ensure a
successful frequentation rate, we cannot add to that restaurant facilities, hotels and theme parks.... it's
too much!

We must set up our centres close to towns so that the high street shops and the brand centres operate
in resonance, that is Marques Avenue's position.

Olivier DAUVERS

That is a lot, but it brings us back to the consumer experience as explained yesterday, the emotion
experience. The latest projects aim to provide the consumer with possibilities other than shopping, to
have a real emotive experience.
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Alain SALZMAN

Emotion is a common notion in trading. We have taken on a commitment with respect to the regions and
also with manufacturers. Marques Avenue was founded to cope with the issue of overstock
management, to maintain a sustainable balance with the players in a region, and we must make sure
that we do not stray too much from this role.

Olivier DAUVERS

Low price, cut price, sale price, unlabelled designer item - do not all these themselves have an emotive
factor? You just have to look at the first day of the sales in factory outlets and in the shops in general to
see that, with or without decorum, emotion is stimulated first and foremost by the prince on the label.

Alain SALZMAN

It is true, when it there is a major designer brand, emotion is high. We have signed a partnership
agreement with the Hugo Boss retail group. Eight hundred square metres of Hugo Boss items sold 50 %
cheaper than the standard shopping-centre price, that is worth all the big wheels in the world planted in a
car-park! Let us not forget the customer comes for that. It is important that towns and regions are aware
of this and that everyone benefits from the presence of the consumer, whilst making a commitment and
keeping to it.

Olivier DAUVERS

This trend for the retail industry to move more towards entertainment, to go up-market in terms of the
shell, but also the content, is this not a way of attracting the last reluctant brands to embrace your
concept? There are still some brands that do not follow the excess stock path. Do these high-quality
projects not incite them to join you?

Alain SALZMAN

Major, high-quality projects attract certain brands. For others, the effect is the reverse; these are brands
who want their excess stock to be sold off discretely, soberly but not without elegance. What we are
promoting is compatible with this idea, because it is a form of marketing that is consistent with the
commitment made to the brand names. As we said yesterday, Weston chose to de-stock at Marques
Avenue at lle Saint-Denis in the former Galeries warehouses. This brand name would not have chosen a
site at Neuilly, for example. Neuilly had to be kept for their flagship store.

Everything that is done today is generally done well, we are professionals, | am not worried by what |
see, what worries me is what deviations might be introduced.
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Eric DECOUVELAERE
Group Retail Director
McArthurGlen

Olivier DAUVERS

Eric de Couvelaere, Group Retail Director with McArthurGlen (7 outlets in England and 7 in the rest of Europe,
including one at Troyes), is going to outline his vision of the profession of operator.

What is the real job of operators? Is it to manage relationships with the brands, to be property promoters, to
manage property or to do retail management? What is your vision of this vast profession that deals in factory
outlets and brand centres?

Eric DECOUVELAERE

To answer your question as to whether we are property promoters or retailers, | find | have to go back
two years. Contrary to my predecessor, | have only two years' experience in the outlet trade. | came from
Harrod’s of London, and was previously with Printemps and at the time | thought of myself as a retailer.
When | signed my employment contract, | realised that the contract referred to property promotion
activities. | had the feeling that | was making a major mistake in changing paths and ending my career in
retailing. Today, | can say that McArthurGlen, a brand centre operator, is a retailer. In this field, the key
word is location.

As our President and founder often says, the key to the success of our brand centres is "Brands, Politics
and Culture". Everything starts with the brands. McArthurGlen came to Europe at the request of the
brand names. It is because brands such as Polo and NIKE had difficulty is selling off their stock in
conditions appropriate to their image and consistent with price that they suggested at the time that we
came to Europe. Everything starts with the brands and our success is their success. The ALTAGAMMA
association, the equivalent of the Comité Colbert in France for luxury brand names, chaired by Leonardo
Ferragamo is an illustration of our collaboration with the brand names. Here again, we are demonstrating
our desire to work closely with our partner brands.

Second element, politics. It is important to work with those people who "run the town". McArthurGlen has
many projects abroad (in India, Turkey, soon in Greece). Politicians in these countries have the power to
accelerate or to veto our projects. We cannot forget the courageous and necessary political decisions in
the past involved in setting up the A I'Usine centre at Roubaix in 1985.

Third aspect, culture. The local environment is also of paramount importance. Our job is not to
standardise, but to apply best practices. We have to constantly re-invent ourselves. All our projects are
conducted in association with a local partner, with whom, it is true, we share our profits, but without
whom, we would not be able to do anything.

The network was so big (stretching from the North of Scotland right down to Castel Romano in the south)
that it was not possible for us to manage it correctly from a central location. Now we are organised into
three regions, which provides more reactivity and proximity. So, finally, from being McArthurGlen,
"retailer", we have become McArthurGlen, "promoter".

Our approach on site is virtually scientific — analysis is carried out of demography, volume, value,
number of inhabitants, purchasing power, land costs, facility of access, traffic flow, parking capacity, etc.

Alain Salzman alluded to architecture; promotion also means construction. The example of Ashford in
Kent, designed by Lord Rogers, representing a rather modern "tent”, matches customer expectations
very well, if we are to judge by the figures.

The Italian site at Barberino (close to Bologha and Florence), a sort of village with a river flowing through

it, is totally different from the Ashford tent. Closer to home, the Troyes site that we have just extended
and where se are deploying considerable architectural efforts.
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These three examples tend to prove that we are retailers and promoters but in the end we are working
with the customers. As we said yesterday, the client always has the last word.

Our customers fall into three categories.

- the consumer who has the last word

McArthur Glen receives around 60 million visitors per year, but this figure does not correspond to the
number of customers. Our role is to convert these visitors into customers by means of the choice of brands,
the width and depth of the market offering and, of course, price. Then and only then comes catering, leisure
activities etc. An "old fashioned" centre with good brands may well perform well, but it is certain that a
modern centre will work!

- the brand

We work with 700 brand names, who are our expert channels, our main customers after the consumer.
These 700 brands correspond to 1600 shops, representing a turnover of approximately 1600,000 euros.
How do we reach this figure? With the brands, of course, but also thanks to close collaboration between
the shops, the brands and the centre operators. Other operators do this work as well, but McArthurGlen
particularly insists on this ground work being carried out with the brands so as to develop the business in
the best possible conditions.

- the investor

We work with three investors on fifteen projects and we have to deliver the results they expect.
Commercial premises in Europe may appear to be over-valued, and this is why we must not forget that
our projects depend only on the value that they really provide.

We are "property promoters for the retail industry”. The proof is our diversification projects. The outlet
concept, the brand centre concept must focus on the fundamentals, | am convinced of this.

But that does not prevent us for leveraging our skills in real-estate, in trading and in our relations with the
brand names to try to exercise other professions. People from the full price sector are joining the outlet
field, well, today we are adopting the opposite approach. We are, in fact, going to undertake ‘full price'
projects and we are entering the travel business with an luxury brand operation for Venice airport.

After two years experience in this profession, | see us as brand assemblers just as much as gatherers of
needs. Our business model is very simple, where the brands have the first word, where society and the
environment have a voice, but where the consumer has the last word.

Olivier DAUVERS
What type of local partner are you speaking of?

Eric DECOUVELAERE
It is extremely varied, but in general, it is the local property promoters. They give us local knowledge,
they facilitate our work and help us to avoid making mistakes.
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lestyn ROBERTS
Chief Executive
Freeport

Olivier DAUVERS

lestyn Roberts, Chief Executive of Freeport (3 centres in Sweden, in the Czech Republic and Lisbon in
Portugal), is going to give us his account. Freeport has two projects in France, at Roppenheim with a
surface area of 23000 square metres (which is at the planning permission stage) and another at Cannet
des Maures in the Var. Is there a single business model to define the profession?

What is Freeport's vision, and more particularly, your own?

lestyn ROBERTS

| will answer with a retailer’s point of view.

We can distinguish four categories of model. A first one concerns High fashion business. This sector is
attached to season production based on marked time projects. A second is based on price
segmentation. It's a broader conception of supplying. A third is the franchising business. People don't
deal directly with major brands. Finally, the specialists dealing with only one brand.

The High fashion business

The first category doesn't take in account stock in its cash. Their business is based on project
management and creation of genuine original products.

In this case, the margins are rarely high and the firm, because it has no important stock, doesn’t need a
particular margin structure of its prices.

Price segmentation

Slightly different but very similar the price segmentation structures often offer very significant
businesses, whose conception of product and supplying goes beyond what is made by such produce
stores. Regarding the whole supply chain, if you are running a national sports business, you are such a
big part of your supplier you probably have more production committed post to it. Your commitment goes
a long way beyond what is physically in area. That whole costs you money. When your staff knows about
you need to clear, it actually includes: production’s lost, raw fabric, etc. Their integration in whole, the
production and their motivation maximize your profit in the whole supply chain. Sports business works for
a total profitability management.

The franchising business

Concerning franchising, there are not many countries where the model occurs. Indirect business
relationship can be pointed as a challenge to make sure they can supply good prices. The manager has
not only relationships with local business but with brands headquarters too.

The specialists

Finally we find the specialists. They often buy their own outlets and sell only one brand or two. They
create a variable stock on a specific brand. Sometimes these stores are so successful they lead the
operation in their area.

As you can see, profit search can be very different. They have different margin approaches in producing
some cash. For instance the outlet stores make profit thanks to their specialization. Others make profit
throughout their supply chain.

The specialists base their profit on their specific relationship with their supply chain dealing directly with
the brands they trade.

Olivier DAUVERS
What is the proportion of each of the categories in relation to the market as a whole?
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lestyn ROBERTS

In this analysis obviously many businesses are not completely one thing or another. They can cross two
categories. The first category represents 40% of the market, the other three categories 60% in a certain
global vision of the market. But you have to take in account that it depends on the local market
implementation.

Olivier DAUVERS

A question on a different topic, but topical, nevertheless! Freeport has recently been bought by a fund.
What is a fund looking for in this profession, is it security and regular returns, which are often an
investment driver, or could it be about asset appreciation?

lestyn ROBERTS
In a way the question has already been answered by Henrik. Many sectors of the retail market are quite
mature, although this isn’t a mature market across Europe.

Olivier DAUVERS
So Freeport (and more generally your profession) is not yet perceived as an asset in terms of returns but
an asset for growth?

lestyn ROBERTS

The growth is a very important part of our story. As this isn’t yet a mature market, the professionalism
that we bring offers great opportunities.
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Franck VERSCHELLE
Managing Director Asset Management
Pantheon Retail

Olivier DAUVERS

Fourth largest operator, Pantheon is the most recent. Two planning authorisations (CDEC) in France
over the last 12 months, a centre in England, a major centre in Italy and authorisation for Venice and the
project at Saint-André de Cubzac near Bordeaux, elected project of the year. Franck Verschelle, one of
the three associates, is in charge of Pantheon’s property. What explains the success of brand centres,
what will the next generations of brand centres be like?

Franck VERSCHELLE

Before discovering with you the recipe for success, let it be said that Pantheon is a new player, which,
nevertheless has the benefit of relatively longstanding experience (centre developments in Italy and
England). Pantheon is also working in France, but more with respect to tourism. We have grouped
together to share a different vision of our profession. The recipe that we propose is based on five
fundamentals — development, marketing, retail management and finance.

Development

Development is the basis of any action. It consists in selecting a region and finding local partners
(property specialists, regional players). Whenever you are setting up a site, it is important to stick to the
specific features of the region, to be in phase with the elected officials in an authority, otherwise noting
will get done. Then, the choice of the site itself is crucial — close to major motorways, centres that
perform well are at least 30 minutes from the towns (catchment area). The size of the site is also
becoming an important criterion, with a minimum of 18000 square metres of sale are and 14 hectares of
land. In fact, we are also selling a destination and we attract customers for far a field; the site needs to
have landscaping and around 90 shops. If it just has a few shops, the catchment area will be very small
and the marketing budget will be limited. A well-performing centre must have a marketing budget of 1
million euros. The last element relates to architecture and tourism, and we have to adapt to the region.

Marketing

It is vital to conclude a structured lease, which enables the shops to be managed and us to help them as
much as possible, because we are not in the business to receive rent, but to work together. The choice
of brands in a centre is based on two criteria — the customer and the region.

Finally, we must carry our (Anglo-Saxon type) asset management constantly and in an inventive manner,
by changing the brands, sometimes without their consent.

Site management

A well-managed site requires the presence of specialists in situ. The standard local team comprises a
centre manager (with longstanding retail experience), a marketing manager (to develop marketing
campaigns) and a retail manager (from the networks, to assist the brands on a day-to-day basis). These
people control the price and work on customer service.

Marketing

The site marketing manager controls a marketing budget which is often as much as 1 million euros and
must target a multitude of customers, who will come to the centre at a given moment. Without this
budget and this objective, we would be subject to seasonal effects, which would distort sales. Bordeaux,
with its 2.5 million inhabitants, is a comfortable catchment area situated 90 minutes from our future
centre. We expect a lot of people to visit the site in the summer, particularly children. So we will set up a
user-friendly centre as a function of this. However, in September, there is likely to be a flow of people to
Saint-Emilion... So we have to anticipate these flows throughout the year and take them into
account.This one can speak of shopping tourism, because the customers come because are attracted by
the brands or they want to do something a bit different.
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Throughout this convention, we have seen that the operators have different strategies in Europe. Some,
such as McArthurGlen, play on the retail groups, others, such as Freeport, play on the place name.
Pantheon, however, favours the destination, rather than brand marketing, which is not, in our opinion, a
choice criteria. Each place has its own history, we should not forget this. So the name and the brands
are now secondary.

Finance

The rental structure differs, depending on the operator. Rent is indexed on the turnover and should
enable this turnover to increase, as a result of teamwork. This equation, applied by many centres will
endure over forthcoming years.
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