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. Traditional operating models are under pressure from many
directions — cost inflation, rising complexity across consumer
touchpoints, skills shortages and rising consumer expectations
— which is leading to margin pressure

. Increasing consumption, and therefore volumes, has provided
some relief to the industry, however as ESG becomes more
critical volumes are likely to stagnate or decline, increasing
the pressure on existing models

. In this new context, it is essential for brands to start on a
journey of evolving their operating model to be more fit for
future

. We see 7 key themes to future winning operating models —

Diversified revenue streams Purpose-led
Close to Customer Strong Employee Brand
Circular Economy Collaboration

Technology Enabled

Executive Summary

. Thejourney and speed will look different for different brands
but having a clear view on the evolution required is critical
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These challenges will be compounded as volume gronth slows + stagnats; ,
there won’t be anywhere to hide ‘

Expected US & UK apparel market real
decline of c.0-1%pt pa 22-27

50% reduction in items bought
to meet UN emissions targets

Global secondhand clothing market worth
c.$218bn by 2026, growing at c.18%pa




The wmmng model blueprlnt IS not yet clear; there are.a number of key

themes that will be critical for future successful operating:nodels

Close to the Customer

Data-led understanding of what customers
want and matching content, product and
production to this is key to engagement,
maximising margins and reducing waste

Diversified Revenue

Retailers can no longer rely on
growing volumes to grow
revenues, and must
diversify

Circular Economy

The fashion industry has a significant
impact on all aspects of ESG,
transforming all or part of the operations
to be circular is key

Collaboration

Given complexity of the fashion
& home environment, it is
impossible to do it all yourself.
Using partnerships to fill
capability gaps will be key

Technology Enabled

With the ever-changing complex
_ _ environment and rising costs, technology
Being an attractive employee will be key to simplify and drive efficiency

brand with flexible working models

and strong values is increasingly Pu rpose Led
important to potential employees, o
in the context of a skills shortage Ever-rising consumer

expectations are driving a
need for a strong brand that

o resonates and stands for more _ _
- See Appendix for more details 5
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4 Practically, there are an evolved set of processes underplnned by these

Processes that are circular and underpin a business that stands
for something

Resilient and adaptable supply chain that is flexible to pressure
and withstands changes

Products that are made (almost) to order and in real time based
on true customer demand to reduce waste

Underpinned by robust, automated and data-driven systems
that enable and support staff and brand performance

A collaborative culture throughout the business, within teams,
with suppliers and with partners to fill gaps

~themes that address some of the major challenges in the model today
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A number of brands are already bringing this to life

BAUKIEN =

MAIDEN HOME
Dcsigncd ﬁr Good

“Champions of slow fashion”— the brand is a top

5% B Corp and aims to balance profit and fBesty . anderafted to order
QA 0 P D -, “;",""l , Products are made to order, ensuring no | Handerafted to order
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purpose. They aim to be circular and zero-waste,
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) @) using sustainable fabrics, plastic free packaging, : ) O, y

and with second hand and rental clothing 2021 I
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They support small facilities, and work in | g Addl_tlonal revenue streams mclu_de ) PTmsted l?eslgn ;Ade(be
. . . . Vork one-on-one with an interior designer to bring
5 partnership with family run suppliers I design services, partnerships with o o vt hoa 01 Ot S
- ! trade professionals and project | v e e e e

‘) Ensure all facilities are well-vetted and adhere | management services . . S
to codes of conduct !
|
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Baukjen has diverse revenue streams including PRE- ! Cn
(’ Q first hand sale, clothing rental model and LOVED ) : Affiliates are used for marketing, Premier Benefits
second hand lines that contribute towards a _ I promoting the brand on socials in
more circular footprint and insure against future | exchange for commission of sales

volume declines :
|
I
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Although this is a longer term strategic journey, there are a set of key
guestions to start to build a view on now

. Are we clear on the shape of our future operating model
that will set us up for success?

. How will we win in a context of stagnant / declining volume?

. Where do we need / want to move faster, vs where can the
evolution be at a slower pace?

. Where will technology enhance our ways of working and
create efficiencies and the greatest ROI?

. How are we working with our supply chain to limit our
resource consumption and produce more responsibly? How
does this flow through our operations?

. Where do we want to partner to enhance our capabilities vs
deliver ourselves?

. Do we have the hard and soft skills in the organisation to
take us on this change journey? How do we



Practically there are some key steps to
developing the right approach...
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Decide where you want to play on the
scale of fast adopter to follower

Map your operating model & identify
pain points

Understand cost to serve, ROI and
areas of greatest need & financial
benefit

Define strategic options and prioritise
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Rental &
Resale

Virtual
Realm

COS
ba&sh

MY WARDROBE HQ

* Some brands are already offering

integrated reselling platforms
for second hand clothing in good
condition

Multiple brands are partnering
with rental platforms for
additional, more circular revenue BURBERRY
streams

‘The Real Real
Brands are starting to launch
virtual fashion shows, where

ANTA \\
virtual models exhibit new

clothes and technologies R qﬁl‘%s :

virtual allows brands to interact in

more detailed ways and to 33
BALENCIAGA

showcase products in ways that
PRADA

are impossible to replicate in

reality

Brands are also expanding into
NFT sales

2

Services

Credit
Options

GANNI

Repalr services are an

increasingly common add-on SOJO
service, either offered through

partnerships with repair apps ~ FARM GIRL
Additional services such as [ ] ]
styling and food [ ]
Brands can also offer their DUCK#&DRY
technology / platform as a FARFETCH

service to other brands, listing
their products on their website

NEXT

Orders paid on account, and
interest paid on payments not
paid off at the end of each month

VeryPay

Allows users to delay payment

up to a year, paying intereston exrcredic
cash payments not made before

end of delayed payment period

11



Staylng close to the customer through data and flexible supply chains is

essential for ensuring reduced waste, better margins and customer relevance

In order to produce only products ... Brands must be demand led, and reconfigure
that customers want... the planning, buying and sourcing model

* Boohoo and Fashion Nova use test and repeat model,
creating small ranges to test customer demand before
ordering large batches

I_ c.20% of excess stock was _I
written off altogether by apparel
sellers in 2022, with dangerous

I_ ramifications for cashflow

e Shein has grown to c.40% market share in the US
using small batches on c.1 week lead times, combined
with analytics scraping socials / shopping websites

¢ Zara operate a fully integrated end to end planning
platform, which enables automated store level range
planning with lead times of c.2-3 weeks

I_ Improving buying processes _I
can lead to +1-3% contribution
margin, and 5-15% reduction

I_ in’ overproduction _I

* New ranges are created monthly with short lead times
and each merchandiser is responsible for overseeing
.60 stores

¢ At the extreme end of the spectrum, Stoffa luxury
menswear produces c.90% of its clothing to order

Improving planning, buying
and sourcing can cut CO,

I_ emissions by ¢.3% _I

Source: OC&C & WDSN, OC&C analysis
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* Requires relationships with manufacturers who are
willing to work in this way, which is different to majority
of current supply chains

* Growth has been 25-70% YoY




Traditional fashion brands and retailers are starting to.test circular customer
proposition across-the full model, or on specific elements;eg hangers

H&M offers a
third party
service with
collection
bins for
customers to
recycle
apparel; Nike
customers can
drop off
apparel and
trainers from
any brand to
recycle

Gives clothing and accessories a hew
lease of life, e.g. repairing holes,
cleaning and restructuring products to
reduce need to replace

THE

RESTORY

M
&

1®

tentree

Re-sale platform called Circularity
allows customers to buy
overstock and used items at
reduced prices

Clothing engineered in 50 sizes to ensure

customers find perfect fit, quality is high and
styles are designed in capsule style to reduce

the number of items needed

A S K
E T
Created
“infinite tee”
out of 100%
Infinna, a
textile made

pANGAIA from 100%

textile waste,
broken down
to a molecular
level and then
re-used

VIVAIA

Vivaia uses plastic bottles to
create sustainable shoes and
handbags, so far recycling over
1.8m plastic bottles

13



Enhanced technology, data and systems is at the heart of transformation and

enabling more efficient management of the rising compilexity

o e e e e

PRADA
LVMH m VARNER PRADA Dior
RicHEMONT Brought 11 retail chains Prada and Dior have worked
Luxury brands have formed Laser technology under one centralised with virtual influencers Lil
the Aura Blockchain allowed Levis to automated warehouse, Miquela & Lu do Magalu
Consortium to prevent create washed look operating with 224 robots, with 2.9 and 6.1m followers
counterfeit products jeans 50x faster conveyors and sorters, _and
reaching the market than before only ¢.80 employees in
. 500k sq. ft. ol
00 )
Y X chatbots for customer
Yoox Net-a- ALY service, with some eg
Porter uses A_I to Zara's integlzé\n[él;ning platform K¢ UNI The Body Shop and
analyse fashion reduces need for humans, uses CREW CLOTHING COMPANY qQLO “,”’ FashFed using
_ co_ntgnt gnd technology to predict and plan budgets, Crew clothing use Uniglo uses RFID tag . questions a_lnd Al to
identify |nd|(_:ators allocate stock to stores and reduce hand held tablets to technology to improve UX Skims uses . make tallored
of emerging waste serve customersin at checkouts: RFID can autpnomous robots in recommendat_lons to
trends and The number of garments Zara store, allowing increase sales from 1.5- fulfilment centres, and customers_, which can
s'horten thg produces has grown significantly, customersto pay at 5 59 and reduce stock has recgntly doubled ' resultin sales
design lead time while waste has decreased any point loss by 15% valuation to $3.2bn increases of >50%
Reduced costs Shorter lead times  Fewer staff needed Mqrg accura.te Better & faster CX H|ghgr customer Fewer Returns
decision-making satisfaction
Maal 14



Blockchaln could also provide an exciting avenue for using.technology to

protect intellectual property, and allow customers to see product lifecycies

¢ Fashion brands could use blockchain to track the movements ""’f::,g.:_ Partnered with Bolt Threads
_ of raw materials to finished products, allowing them to verify T to create a dress made from
?upply Chain the origin and authenticity of materials L sustainable, lab growth
ransparency ) o ] 'y X '
» Records are collected in a blockchain with a unique W p e fabric, that allows customers
cryptographic code, linked to the previous block in the chain to trace through to source
29
7%/1/’ Gd H&M and Givenchy have
* Blockchain can create digital certificates of authenticity tiedto | :‘:"f‘“ﬂc?" partnered with VeChain to
i each unique product, that cannot be duplicated or altered o . prevent counterfeit
Anti- LVMH PRADA
Counterfeiting ¢ This allows customers to verify authenticity, and prevent ) LVMH have formed a
counterfeiting of e.g. luxury goods blockchain based platform
called Aura
Louis Erard have a
* Blockchain technology can increase the security of a loyalty 3 blockchain based loyalty
Loyalty programme, ensuring that rewards are earnt and redeemed in LOUIS ERARD scheme with Qiibee that
Programmes a transparent manner, with no need for banks or credit card SWISS MECHANICAL WATCHES allows fans to track
intermediaries transactions, and pick
rewards
Maal 15



Consumers care about brands aligning with their values, such as diversity,

ststainability, and-cemmunity

Consumers of today care more than ... SO brands must stand for something more,
0 ever about a brand’s values... and create a community for customers

Abandoned Fashion Purchase as Brand Did

Chaﬂotte-m bury Cive
Not Reflect Values, % Respondents GYMSHARK EVEPYONE
10 EMPOWEP IER Glg//

k
EVERYONE IN THE
2021 COMMUNTFTY WORLD TO BE THE ('54 THEY CAN
MOSI CONQUEP
= 2022 L [
0, N NOR

47% MORE THAN YOUR BEST WORKOUT CLOTHING OF THEMSELVES X
Strong social media use (brand and user Brand focussed on inclusivity

generated content) and community focussed  and the founder’s vision / story
on exercise (e.g. Gymshark app & World Tour) on the “transformative power of
Now reaches c¢.10 million customers, and is make-up” on self-confidence
valued at ¢.$1.4bn

allbinals

Reversing Climate Change

How We Operate

SNOUR MATERIALS

Carbon Footprint

Regenerative Agriculture

Strong use of user-generated content

GenZ Millenials Footwear brand focused on (brand reps), co-creation of products with
sustainability of materials most engaged fans, marketing focussed

(provenance, recyclable) without on community
compromise on performance or style 70% of online sales come from peer-to-

peer referrals
Source: Desk research, Allure, Drapers, OC&C analysis
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Hiring and retaining staff is
increasingly challenging...

... as employees demand more from a flexible

model of work

Retail vacancies have
increased by >70% from
Feb 2020 — Aug 2022

Retail pay in the UK has risen
at double the national average
in 2022 (5.5% vs 2.7%)

LVMH is looking to fill 30,000
positions by 2024 driven by
specialised personnel leaving
the fashion sector

Choose your own working hours, every
poveanes  other Friday off, and childcare facilities on
eV UEl  site (and nannies on company trips) are all
offered by Patagonia to support parents

Retail managers can work their hours over
M &S 5 days, over a 4 day week, or a 9 day

fortnight to allow increased flexibility. Job
Share finder to improve access to shares

EST. 1884

Offered flexible working since 2013, 32
days of holiday, adoption leave and
enhanced parental leave, share options
Currently 66/100 top flexible companies

fF FARFETCH

Assessment of employees is based on
. zalando overall potential, not experience, and thus

teams are motivated and fluid, providing

broader opportunities for talent to thrive

Launched “7 women, 7 causes” line of 7
tote bags, each supporting a different
DEMELLIER ause, e.g. mental health, children affected

by war, and women’s education

Founded to support all women to look and
F" feel their best while working out, no matter
FABLETICS their size. Donate c.$5m pa to charities that
S focus on lifting up women

17



Brands will need to decide where it

makes sense to partner vs. going alone...

. and the type of partnership that will help them
achieve their ambitions

Could you easily
achieve it by yourself?

YES Compare relative

. Do it
merits _of yourself
partnership vs.
DIY
Enter exclusive /
strategic
partnerships if
Partner for possible
success
NO And look to build or
buy capability over
time
NO YES

Could it be a potential
source of differentiation?

Source: Desk research, OC&C analysis

Challenge

Partner type

Example

Controlling
complex value

Suppliers

Training and support to drive
compliance with both
environmental and social
standards in the supply chain

Drive sales and

Peers

Designers such as Victoria’s
Secret and Reiss launched on
Next Label to grow brand
awareness, access a hnew
customer group & grow sales

customers in

stagnant volume

Different
Industry
Players

FRIMARK

Fashion brands partner with
other brands such as food
retailers to drive awareness
sales in new audiences to
counteract stagnant volumes

Specialist
capability /

3rd Party
Service
Providers

= = TERSUS
T Rt

Support services to drive
towards circular models,
including waterless washing,
reverse logistics, recommerce

Technology

3rd Party
Tech
Providers

Walmart has partnered with
Zeekit to allow customers to
upload pictures of themselves
and virtually try on clothing
items in different sizes




