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In Bentonville,
buyers abide by
stringent code

Not even a cup of coffee
passes across the trading
table at theretailer’s HQ

By MYA FRAZIER

mfrazier@crain.com

IN THE CLOSE-KNIT community that
is Bentonville, Ark, it’s not just con-
sidered bad form to cozy up to execu-
tivesat Wal-Mart; it'sasurefireway to
keep from winning a piece of the
chain’s $312 billion business.

Wal-Mart executives and buyers
can'’t take so much as a cup of coffee
from vendors and aren’t supposed to
interact with them outside of work.
In the series of small, sparse rooms
inside headquarters where vendors
meet with buyers, there’s even a
plaque that references the policy.

Before Sam Walton’s death in
1992, that’s pretty much the way it
worked. “There was no interaction be-
tween suppliers and Wal-Mart associ-
atesother thanameeting ... where you
talked about product,” said Ed Clifford,
president-CEO,  Bentonville/Bella
Vista Chamber of Commerce, who
used toworkin merchandisingat Wal-
Mart. As vendors and suppliers flood-
ed the region in the early to mid-"90s,
slow changes began to emerge.

The culture of no goodies grew in-
creasingly strict after the ouster of
Vice Chairman Tom Coughlin, who
pleaded guilty to stealing gift cards

Wal-Mart ethics

1. Followthe law at all times.

2. Behonestandfair.

3. Nevermanipulate, misrepresent,
abuse or conceal information.

4. Avoid conflicts of interest
between work and personal life.

5. Neverdiscriminate.

6. Never act unethically—evenif
someone else tells you to.

7. Never ask someonetoact
unethically.

8. Seekassistanceif youhave
questions about ethics.

9. Cooperate withany
investigation of a possible
ethics violation.

10. Report ethics violations.

and merchandise and filing fraudu-
lent expense reports. “After the
Coughlin thing, everyone knew you
just don’t fool around,” said one mar-
keting vendor based near Wal-Mart.

In 2004, Wal-Mart added 10
“guiding ethical principles” to its
policies. It’s why some vendors are
shocked by the way the marketing
division handled the agency review.
“There’s such a disconnect between
this policy and how this review was
handled,” said one marketing vendor
based in Bentonville, adding: “Julie
was so counterculture to everything
Wal-Mart was about.”
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Fall from grace

OCT. 30: Wal-Mart officially names DraftFCB and Carat. Wal-Mart
CMO John Fleming: “We're excited about the fully integrated approach
that DraftFCB and Carat will provide us.” Julie Roehm to ‘Ad Age": “We
met with [Interpublic CEO] Michael Roth ... and we spent a lot of time with
Howard Draft, which is educational and entertaining.”

NOV. 8: Michael Roth to Wall Street analysts: “At midyear, we
announced the merger of Draft and FCB agencies....| can't imagine there
can be a better validation than the win of Wal-Mart.”

DEC. 5: Julie Roehm after her ouster: "I've kinda done my duty here....
| have a couple of things in progress, but | can't talk about them.”

DEC. 8: Joanne Davis, Joanne Davis Consulting, on the DraftFCB
dinner held for search consultants and attended by Ms. Roehm in the
midst of the review: “Shame on the agency for not knowing the [Wal-
Mart] policy" on buying meals for suppliers and prospective suppliers."

DEC. 8: Linda Fidelman of Advice & Advisors, who also attended the
dinner: “The onus is on Julie. She should have said no. .. It was terribly

wrong that they fired Draft.”

Draft
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ever shake Madison Avenue has
douded what seemed an almost-too-
good-to-be-truesstart toits existence.
For everyone from Mr. Draft, the
chairman-CEQ, to the lowest of the
rankand file, the retailer’s decision to
fire the agency just weeks after ap-
pointing it is amajor embarrassment
it will have to shake off quickly.

“Tview the Wal-Mart situation
as a one-off, specific to that client,”
said David Beals, president-CEQ of
Jones Lundin Beals, a Chicago-
based agency consultancy. “The
bigger litmus test will be sustain-
ing and growing their current
client base.”

Mr. Draft had planned a new-
business moratorium for next year
so the agency could absorb the mas-
sive account. That likely will be scut-
tled, as will plans to hire more than
100staffers. High on thelist of prior-
ities will be recruiting a new-busi-

ness chief following the departure of
Tony Weisman, chief growth officer
at Draft, Chicago.

New-business consultants agree
losing Wal-Mart doesn't necessarily
mean dark days ahead for DraftFCB.

“I have no reason not to look at
them as a viable contender when do-
ing an agency search,” consultant
Hasan Ramusevicsaid. Another con-
sultant said: “It’s basically a simple
business. You win some, lose some.”

INTERPUBLIC'S IMAGE
Losing Wal-Mart is also no help to
Interpublic. Analysts estimated Wal-
Martwould kickin about $20 million
ayear in revenue, or just 0.3% of In-
terpublic’s projected 2007 revenue of
$6.5 billion. But the loss is far more
troubling from an image perspective,
especially  for  Chairman-CEO
Michael Roth, who trumpeted the
win “as a validation of our strategy.”

A DraftFCB spokesman de-
clined to comment.
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WAL-MART SCANDAL

YOU READ IT
ALL HERE FIRST

Wal-Mart names John

Fleming as new CMO

APRIL 28, 2005

“The move comes amid a massive
shakeup in senior management.”

Julie Roehm parks her

brash style at Wal-Mart

JAN. 23, 2006

"How's she going tofitinthere?' was

Bud Liebler'sfirst reaction... Then
Chrysler's former
marketing chief
realized:'She's
controversial,
andsois Wal-
Mart, soit could
be aperfect fit."

Wal-Mart's 31-year

marriage hits skids

MAY 8, 2006

“Some 31years after Sam Walton
made the four-and-a-half-hour drive
tomeet Bob Bernstein and Skip Rein
...Wal-Mart called areview.”

DraftFCB wins account;

Carat to handle media
0CT. 25, 2006

How Howard wowed Julie,

won Wal-Mart

0CT. 30, 2006

“Inthe midst of his agency's pitch...
Howard Draft invited Julie Roehm ...
foraspinin his Aston Martin."”

Julie Roehm out

at Wal-Mart
DEC. 5, 2006

Wal-Mart to reopen account
review; DraftFCB cut

DEC. 7,2006

What next?
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tainment and gratuities from them.

The man known affectionately as
Mr. Sam to this day within Wal-Mart
put in place what may be the strictest
vendor-buyer ethics code in history.
“Wal-Mart’s drive to avoid even the
appearance of impropriety has made
the entire consumer universe among
the most ethical business sectors any-
where,” said Bradford C. Kirk, now
chief operating officer of hair-care
marketer Marc Anthony, in his 2003
book “Lessons from a Chief Market-
ing Officer.” A veteran of 20th Centu-
ry Foxand major package-goods mar-
keters, he has basis for comparison.

Of course, that was before former
Wal-Mart No. 2 executive Tom
Coughlin pleaded guilty to wire
fraud and tax evasion earlier this
year in a scandal heavily laden with
vendor gratuities.

The scandalous fall of Julie Roehm
is just the most recent embarrassing
incident in a drumbeat of bad news
this year for Wal-Mart. That's in-

cluded shrinking same-store sales in
November; a fake blog from indepen-
dent PR shop Edelman; embarrassing
leaks of internal personnel memos;
and a resilient political opposition
that, far from being neutralized by
Wal-Mart’s spin machine, is attract-
ing support from possible Democrat-
ic presidential hopefuls and running a
hard-hitting holiday ad featuring
highly critical Wal-Mart employees.

ABRUPT REVERSALS
Ms. Roehm'’s firing is also the latest
abrupt reversal in a marketing strate-
gy that has looked rudderless, seem-
ing to list from upscale suburban
sushi eaters one week to smiley-faced
rollbacks on canned tuna the next.

A senior executive at one Wal-
Mart supplier said the retailer’s grow-
ing crisis was a major subject of con-
versation among senior retail and
package-goods executives at a gather-
ing last week. He compared Lee Scott
to George W. Bush and suggested Mr.
Scott needs to appoint his own equiv-
alent of the Iraq Study Group—this
one made up of respected business ex-
ecutives, experts and high-profile crit-

ics—to recommend a way out of his
own quagmire. “If he doesn’t, he
should be replaced immediately.”

Strong words, but he said it's
hard to overstate Wal-Mart's strate-
gicand cultural malaise. “They have
anidentity crisis,” he said. “1
don’t think they understand
who their shopper is. Or if
they do, they’re not satisfied
with who their shopperis.”

In past years, when Wal-
Mart’s holiday sales disap-
pointed, other senior execu-
tives departed by the
following spring. VP-Gener-
al Merchandise Don Harris
left in early 2004. The fol-
lowing vyear, it was Chief
Marketing Officer Bob Con-
nolly—just before scandal
engulfed Mr. Coughlin.

But while Mr. Coughlin
was long seen as a rival of
Mr. Scott’s, Ms. Roehm was
clearly part of his team. Mr. Scott
publicly criticized Wal-Mart’s past
marketing after bringing in John
Fleming from Walmart.com as chief
marketing officer in 2005 to help fix

SCOTT

e

FLEMING

the bricks-and-mortar operation.
Mr. Scottauthorized Mr. Fleming to
staff up Wal-Mart’s marketing de-
partment for what he said would bea
world-class effort.

Healso brought in former Democ-
ratic operative and Edel-
man public-relations ex-
ecutive Leslie Dach as exec
VP-government relations
and corporate affairs to
help Wal-Mart neutralize
critics on the left. Now it
faces growing criticism
from the right, too, from
the likes of the American
Family Association.

One factor that could
keep Mr. Scott and other
top executives in place de-
spite the problems they
face is that seemingly all

= potential successors also
are tainted by perfor-
mance issues or associa-
tion with discredited executives.

Vice Chairman John Menzer, long
seenas theleading candidate to succeed
Mr. Scott, heads the struggling U.S.
operations. His fast-rising deputy, Ed-
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uardo Castro-Wright, runs the trou-
bled Wal-Mart Stores division.

Mr. Menzer left behind an inter-
national division that Vice Chairman
Michael Duke has had to fix. But Mr.
Mengzer also inherited a slowing U.S.
operation from Mr. Duke.

Beneath them, Doug Degn, the
top merchandising officer, widely re-
spected by suppliers, has been ham-
pered by a close past association with
Mr. Coughlin, one supplier executive
said. Claire Watts, exec VP-product
development, apparel and home fur-
nishings, has the now-discredited na-
tional Metro 7 rollout on her résumé.

It may say something about how
removed Ms. Roehm was from the
local culture that her departure and
its circumstances haven’t been the
subject of much local gossip, despite
the national attention, one Ben-
tonville sales rep said. But he expects
Wal-Mart buyers—always cautious
about avoiding the least appearance
of impropriety—to be even more so
for the next several months. When
they geta bottled water out of his re-
frigerator, he said, they’ll probably
leave a quarter or two on his desk.



