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John Morgan Introductory Remarks

Welcome to Zeps 2010 Annual Report This years report represents new approach for us an

interactive annual report -- presented entirely in an electronic format

This approach is important for two reasons First web-based document conserves natural resources

while still allowing us to tell our story in comprehensive fashion This is consistent with our broader

focus on sustainability and our environmentally responsible products and services such as GreenLink

Aspire and Enviro Edge

This report also captures the spirit of our company in 2010 Now three years after becoming public

company what you see today is more forward-thinking enterprise one focused on both organic

growth and growth through acquisition and with far more efficient operating structure

So to our associates our customers suppliers and shareholders thank you for taking the time to

review this report 2010 was an exciting year and we are looking forward to many more



COMPANY NARRATIVE

Transforming Zep Inc for Promising Future

John Morgan

Fiscal 2010 was pivotal year for Zep Inc This past year marked the completion of three-year

makeover for our company In virtually every way possible our hard-working associates have

transformed our business into far more efficient more focused and more forward-looking company

While our traditional sales and service model is vitally important to us we have also invested significant

resources in developing more robust retail sales channel expanding our sales to distributors investing

in growth internationally and through acquisitions having completed three acquisitions in the past 12

months

We decentralized our business to push decisions close to customers and we have dedicated ourselves

to standard of relentless execution an ROl-driven discipline that will allow us to grow profitably and

to create value for our shareholders

To drive this entire process Zep embraces set of values meant to ensure that we operate every aspect

of our business with integrity honesty and transparency -- protecting our environment treating our

associates fairly and dealing honorably with our customers and suppliers

Mark Bachmann

The industry we serve is $19 billion market in the US and about $60 billion worldwide Its driven by

consumable products so its good recurring revenue business to be in Simply put Maintenance

doesnt go out of fashion and our products work exceptionally well

Zep as brand name tends to be known in the institutional and industrial setting -- mostly by

professionals who want high efficacy products to clean and maintain their facilities and equipment

such as using our products to wax the floors of commercial office building clean factory wash cars

or maintain healthy food processing facility Our products are also available through growing

number of retailers who carry industrial strength products that serve the professional

From business perspective the cleaning products industry Zep included generates consistent cash

flow And in the past three years weve worked extremely hard to better harness our cash generation

so that we can expand our business through acquisitions while maintaining healthy balance sheet



John Morgan

The acquisitions of Amrep Waterbury Companies and Niagara National in the past 12 months have

substantially broadened our product platform and our market footprint Theyve also helped accelerate

our growth in revenue and profitability

Our efficiency improvements have significantly improved the bottom line key contributing factor is

the fact that in the past two years we lowered our overall financial breakeven by nearly 30 percent

Mark Bachmann

Our improved breakeven was brought about by improvements in both our fixed and variable cost

structure Weve rationalized our product lines eliminating more than 4000 SKUs Weve reduced our

total distribution centers supporting our North American operations to 17 from 41 And weve

instituted comprehensive new operating structure throughout the company

How did all of this affect our bottom line in fiscal 2010

in 2010 our revenue totaled $568.5 million up 13.5 percent over 2009 Our adjusted net income for

the year was up approximately 92 percent and our cash flow from operations totaled $34 million an

increase of about 12 percent over the $30.4 million we generated in 2009

John Morgan

Zep was founded in 1937 and for decades our business was driven by what came to be called our Zep

Rep model It is good model and still works well after 70 years Therefore we continue to invest in it

Times do change however and we recognize that in order to grow the business Zep must change too

As result weve also devoted significant resources to constructing revenue platform which targets

the specialty retail market and the distribution market -- allowing us over time to look more like the

general market

Today our products are at The Home Depot relationship that began in 1998 We are also at Ace

Hardware True Value Wal-Mart Office Depot Lowes Menards Auto Zone and Advance Auto Parts

under variety of brands

On the distribution side our Amrep and Waterbury acquisitions accelerated growth into the automotive

OEM and retail automotive aftermarket the industrial markets the janitorial and sanitation market and

redistribution New accounts in our distribution verticals include WW Grainger Fastenal Lagasse

Toyota Nissan Subaru and Kia Motors

Its been big shift for us and one that allows us to serve customers the way they decide upon

Three years ago 84% of Zeps revenue was derived from its dedicated sales force Today the company is

18% retail 20% distributor and 62% proprietary sales force due to our growth in these channels



Joe Selacli

By the time Zep acquired Amrep John Morgan and had been talking to each other for two or three

years As we got to know each other we came to realize that our basic tenets values and management

philosophy were very similar

That was very important to integration of the two businesses When all those things are right up front

the strategy the values and the companys operations -- then it becomes an easy decision

Zep did great job in qualifying the acquisition Everything lined up and when that happens its going

to work

Bob Collins

business cant change legacy model without making some adjustments in the way our people

approach the business Making that transition wasnt without pain As part of our transformation we

made the decision to establish minimum performance standards for our sales force and oriented our

company so that we could attract and retain top-notch talent throughout the organization

We created Zep University to do better training and we built the Zep Business System to give us tools

and common language to deal with challenges and to effect change

This has helped us create culture that allows us to identify key talent at the senior level and to grow

future leaders Weve also worked hard to quickly identify key individuals at the companies we acquire

to help us integrate these new businesses quickly and with as little disruption as possible

Its all about creating shared vision and an opportunity for all of our associates to buy into something

thats not yours or mine but ours That resulted in the common values we share today Values are

something that drive our behaviors



Tom Moffett

Ive been with associated with Zep for almost 30 years and so much has changed during that time Our

customers have choices They can buy products through the internet and through alternative suppliers

so weve had to become far more proactive in our approach Weve begun surveying our customers

about what they value and how we can bring that to them effectively

What weve learned is that theres still large customer base out there that needs the sort of consulting

approach that only direct model can deliver For example in the food processing industry you cant

buy our products from retail shelf And even if you could that wouldnt give you the access to

representative who will show up at your plant in the middle of the night to work alongside the

sanitation crew to help them apply best practices to that task

We know that we have about 25000 potential customers like that in the U.S and Canada and we have

only 10 percent of that market The size of the prize is truly big direct sales force is critical to this and

other specialized verticals

Jeff Sorensen

Zep is one of the top-five suppliers of cleaning products in North America And thats nice beachhead

to have But in the past few years we realized there was great deal of complexity in our product line

duplicate products and sizes that didnt conform to the customers needs

Using voice of the customer we rationalized our product line The 4000 SKUs Mark mentioned that we

eliminated sounds like lot but all these products represented less than percent of the companys

revenue Today we are better positioned to build out our product line with new offerings that open the

door to new markets customers and applications

John Morgan

This is large fragmented market and our opportunities to grow are numerous We can grow

organically and we can grow through acquisitions Our plan is to do both and we will apply disciplined

approach

Our primary metric is simple Our return on invested capital must exceed our cost of capital

Were in good place now Stronger Focused Principled And positioned to move forward



Operating Strategy Voice Over by John Morgan

Businesses cannot succeed without the execution of an effective operating plan At Zep Inc everything

begins with our three tenets integrity decentralization and relentless execution

Our operating strategy focuses on profitable growth driven by three sets of tools to make sure we are

truly listening to our customers developing the full potential of all our associates and adhering to

uniform set of processes which helps our associates consistently execute throughout the company

These tools exist to help us focus on three operating priorities

Delivering superior customer experience by focusing on delivery performance product quality

timely and accurate information and product innovation

Operating with competitive cost structure focused on productivity when it comes to spending

And fostering culture of continuous improvement

Do these things right and consistently and we will succeed and shareholders will prosper


