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Anthony Di Peitro, Director of premier Fruits, is reflecting on a meeting that he had the previous Saturday in the picturesque Lockyer Valley of Queensland. Present at the meeting were Michael O'Keeffe, the newly appointed National Produce Business Manager for Franklins Ltd and members of the Emerick family who own and operate Mulgowie Farms-a leading producerlpacker of sweet corn. 

The topic of discussion at the meeting was a proposal for Mulgowie Farms to be the sole supplier of pre-packed sweet corn to Franklins on a year-round basis. Premier Fruits would co-ordinate the supply and distribution of the sweet corn to Franklins stores in New South Wales, Victoria, South Australia and Queensland. 

"This is pretty exciting stuff. We have the right businesses involved, the right people are involved and the market opportunity is there. This wouldn't have been possible 5 years ago. 

It struck Anthony that five years ago, as an agent, he actively tried to keep his growers and customers apart. And yet now, as a wholesaler, he is genuinely excited after organising this meeting with Mulgowie Farms and Franklins. 
What has happened in the market for fresh produce? 

Consumers have changed. In the fresh produce segment, the consumption of vegetables has increased from 148 to 160 kg/capita in the period 1998/89 – 1996/97. 

Consumers are demanding: 

· Convenience, 

· the all-year-round availability of an increasing range of produce lines, 

· that the produce is fresh, tasty, nutritious and safe, 

· value for money.
Retailing has changed. The retailing of fresh produce in Australia has changed dramatically over the past ten years since Woolworths embarked on their "Fresh Food People" strategy. This has shifted the retail emphasis away from small specialist fruit and vegetable outlets to the three dominant supermarket chains. (Exhibit 2) 

Precise data on the relative market shares of the supermarkets and specialist fruit and vegetable retailers in the fresh produce category are not available. But all supermarket chains see 'fresh' sales as a major area of growth in an otherwise mature market. For example, Franklins forecast that 'fresh sales' will account for 25 per cent of their total sales In 2000 - up from 14 per cent of the $4.2 billion sales in 1998. 

Wholesaling has changed. Traditionally, wholesale markets that were located in the major capital cities were the centrepiece of the selling and distribution system associated with horticultural produce. Although central wholesale markets do continue to operate their relative importance as a 'clearing house' has declined as more direct linkages have been formed between growers and retailers. 

Farming has changed. The number of farmers in Australia has declined while 

production in most sectors has increased. These trends indicate that individual farm businesses are becoming larger. Australian Bureau of Agricultural and Resource Economics data suggests that approximately 70 per cent of raw agricultural food and fibre products is produced by 30 per cent of farms 

How has Franklins Ltd. evolved? 

"Franklins" was founded in 1941 by Frank Linstrom who continued to grow the business until 1954 when it was purchased by Harold Cornock. (Norman Tieck became a partner in 1958.) In 1968 the company operated 70 stores throughout New South Wales. To this day NSW remains Franklins heartland. 

Dairy Farm International Holdings (DFIHL) acquired Franklins as a wholly owned subsidiary in 1979. DFIHL is a leading food and drugstore retailer in the Asia-Pacific Region. At the end of 1998 the group and it's associates operated 1871 outlets, employed 74,000 people and had sales of US$6.6 billion. The group operates under well-known brands including: 

· Supermarkets - Welcome in Hong Kong and Taiwan, Cold Storage in Singapore, Franklins in  Australia, Woolworths in New Zealand, and Hero in Indonesia;                               

· Drugstores - Mannings in Hong Kong, Guardian in Singapore, Malaysia and Indonesia, and Health and Glow in India; and 

· Convenience stores - 7-Eleven in Hong Kong, Mainland China and Singapore. 

The time after the acquisition was followed by a period of new market openings, in other states as well as consolidating it's position in New South Wales. Since the early 1980's Franklins has been operating in Victoria, Queensland and NSW. The South Australia operation commenced in 1989.

Since 1993 the company has been placing an increasing emphasis on its "fresh" provision. Markets have been either converted or opened in fresh formats. Sales have increased as has the fresh mix. This trend will continue into the next millennium where the focus will be on Franklins Fresh markets. 

The focus of the business will be on opening stores in the Franklins Fresh format and transferring appropriate stores into the fresh format. It is anticipated that approximately 15-20 new stores to come on line each year for the next 3 years. 

	FORMAT
	1998
	1999
	2000
	2001
	2002

	No Frills 
	120
	95
	83
	77
	72

	Mini Fresh
	32
	38
	38
	37
	37

	Sub Total
	152
	133
	121
	114
	109

	Franklins Fresh 
	94
	129
	158
	182
	204

	Big Fresh 
	24
	25
	25
	25
	25

	All Formats
	270
	287
	304
	321
	338

	% With fresh Offer
	56%
	67%
	73%
	76%
	79%


Franklins is currently the third largest supermarket chain in Australia and operates across four states; New South Wales, Queensland, Victoria and South Australia. Total market share (grocery) was 15% in July 1999 compared with Woolworths (35%) and Davids (13%). However these figures do not paint the full picture as there is significant regional variation. 

As previously stated Franklins heartland is NSW this state accounts for 50% of store numbers and the company has a 25% market in this state. This defies the national trend and places Franklins as the second largest player in NSW, with Woolworths and Davids at 36% and 13% respectively. 

Franklins Market Share by State (as at December 1998) 

	STATE
	MARKET SHARE

	NSW
	25

	Queensland
	17.5

	Victoria
	9.5

	South Australia
	8

	Aust.
	15


Sales were $4.2 billion in 1998 with a split between grocery and fresh of 86% and 14% respectively. Profit before tax was $65 million. Currently fresh sales account for 19% of total sales by the end of the year 2000 this is predicted to rise to 15%. 

Since late 1997 Franklins Produce, together with suppliers and growers, has developed and implemented a quality assurance (QA) program to support an objective basis for accepting or rejecting produce. The QA program has provided the foundation for encouraging leading suppliers to play a more active role in growing categories, and not just suppling product.

Premier Fruits has been at the forefront of this development and has shown the capacity to grow the pre-packed corn category in Victoria. Based on this track record they have proposed to manage the category on a national basis for Franklins.

How has Premier Fruits evolved? 

Premier Fruits P/L had its origins in three distinct family owned wholesale fruit and vegetable businesses that operated out of Melbourne's central wholesale market. The senior member of the families involved - Brancatisano, Petroro and DI Pietro -began their businesses in the 1950's and as a result, they have extensive experience in both the wholesale and retail levels of fresh produce marketing. 

In 1997, the families engaged in a joint SWOT analysis to examine the feasibility of amalgamating their individual operations as a strategic response to changing competitive environment that confronted them. The outcome from this analysis was the formation of Premier Fruits in January 1998. 

The company's main product lines are beans, sweet corn, zucchini, capsicum, lettuce, melons (rockmelon/ honeydew/ watermelon) and stone fruits (peach/ nectarine/ apricot/ plum). 

The formation of Premier Fruits has allowed its shareholders to rationalise their operations in four key areas: 

Operational Structure - the pooling of human resources has resulted in a better utilisation of experience and expertise within the company, particularly in the areas of administration, operations and marketing. Premier Fruits have developed a semi-corporatised business administration and operational structure, but has retained a typical family style 'hands on' approach at all levels within the company. 

Infrastructure - the pooling of physical and financial resources has enabled Premier Fruits to develop high quality storage, handling and distribution facilities, which are now the benchmark of the Melbourne Markets. These facilities have allowed the development of a ‘Cold Chain' management system that exceeds the requirements specified in the company's Quality Assurance program. 

Product supply network - over the years, each of the partners in Premium Fruits had developed key supplier relationships with major grower/packers of their speciality lines throughout the growing region of Australia. The pooling of supplier networks has enabled Premier Fruits to specialise in chosen lines of produce and to eliminate second rate growers. This select network of growers guarantees consistency of supply and quality throughout a given season. 

Customers - Premier Fruits has a number of "main customer" groups. Approximately 40 per cent of the company's business with the major supermarket chains (Franklins, Woolworths, and Coles). A further 35 per cent of the business is servicing the needs of Food Service operations and/ or other smaller independent providores. A declining segment of Premier Fruits customer base is that of servicing specialist fruit shops and independent supermarkets. 

The management of Premier Fruits believes that the company's current and future success depends upon its ability to work and communicate with growers and retailers, and assist them to achieve their ultimate goal of "building sales". 

How has Mulgowie Farms evolved? 

Mulgowie Farms is a private company operated by the Emerick family, which has its origins in the early 1960's when John Emerick exited from the dairy industry to grow heavy produce (potatoes and onions) on 20 hectares of land at Mulgowie in the Lockyer Valley of Queensland. 

In 1981 Mulgowie Farms adopted a growth strategy, which involved the investment of capital in working assets such as machinery and pack-house facilities rather than in land ownership. To effectively utilise these investments, Mulgowie Farms began contracting local growers to supply them with beans, Chinese cabbages and sweet corn. 

In 1999, Mulgowie Farms has access to produce grown on approximately 1500 hectares and supplied by 30 contract growers. This area includes 300 hectare in north Queensland that was purchase this year after several attempts to establish a reliable contract base for sweet corn in this region. 

Mulgowie Farms are actively involved in the operations of their contract suppliers. They schedule, plant and harvest all crops as well as conducting regular crop inspections. There are no written product specifications associated with their grower contracts but there is an expectation that that they will grow a high tonnage quality crop. Rod Emerick is responsible for managing the relationship with the contract growers, the majority of whom have had a long association with Mulgowie Farms. 

Mulgowie Farms sell 80 per cent of their produce on the domestic market and were always strong supporters of central wholesale markets. This is because of the importance of central markets as a price reference point for horticultural products and their agents' ability to market their entire product range. Mulgowie Farms have had a close relationship with the Di Pietro family for the past 10 years. 

Mulgowie also use an agent in the Sydney market and one in the Brisbane Rocklea markets.

The initial attitude of the major supermarkets to sourcing product directly from growers did not provide any real incentives for producers such as Mulgowie Farms - it was seen as more of a cost cutting exercise for the supermarkets rather than a win-win situation. However, there has been a change in approach by the supermarket chains over the last five years. There has been an increased emphasis on value creation through more attention being paid to product specification, quality maintenance and better communication with growers. 

YOUR ASSIGNMENT 

What are the implications for each of the partners in this proposed Franklins- Premier Fruits-Mulgowie Farms alliance for the provision of quality pre-packed 

sweet corn on a year-round basis? 

Specifically you are required to address the following questions: 

· Is it worthwhile for us to be involved? 

· Do we fit as a team? 

· Where does our firm create value for the alliance? 

· How will this partnership effect our existing relationships with suppliers and/or customers? 

· To what extent will we have to change the way we currently operate in order to maximise our contribution to value creation? 

· What do we expect of our partners?
EXHIBIT 1

Summary of Findings for Vegetables 

VEGETABLES 

Per capita consumption of vegetables fell 3.2% in 1996-97 to 160.9 kg, after the record high of 166.1 kg in 1995-96. Vegetable consumption in 1996-97 was approximately 'J7.4% greater than consumption in the late 1950s, when it was about 117.1 kg per capita. 

Potatoes remained the most popular vegetable although per capita consumption fell by 2.7% to 68.2 kg. The consumption of other root and bulb vegetables also fell, by 2.2% to 23.8 kg per capita, and tomatoes rose 5.5% in 1996-97 to 25.2 kg per capita. The rise in tomato intake was due mainly to the increased commercial production. Since 1991-92 tomato intake has increased by 13. 1%. The per capita consumption of leafy and green vegetables fell marginally in 1996-97 to 21.4 kg, while other vegetables fell 15.4% to 22.3 kg; this compares with an increase of 16. 1 % for 1995-96 and was the result of increased production in that year.

APPARENT PER CAPITA CONSUMPTION- Years ended 30 June

	                                                                Average 3 years ended                     Current Year

	Vegetables
	1938-39
	1948-49
	1958-59
	1968-69
	1978-79
	1988-89
	1996-97

	Potatoes (kg)
	47.1
	56.3
	51.7
	53.7
	50.1
	61.5
	68.2

	Other root & bulb vegetables (kg) (a) 
	n.a.
	19.1
	15.9
	17.1
	16.7
	19.3
	23.8

	Tomatoes (kg)
	7.1
	11.5
	13
	14.2
	13.6
	19.3
	25.2

	Leafy & green vegetables (kg)
	n.a.
	20.5
	17.9
	21.3
	24.3
	23.8
	21.4

	Other vegetables (kg) 
	n.a.
	22.3
	18.6
	18.1
	17.9
	24.2
	22.3

	Total (fresh equivalent weight) (kg)
	n.a.
	129.7
	117.1
	124.3
	122.5
	148.1
	160.9

	
	
	
	
	
	
	
	

	(a)- Sweet potatoes included with 'Other root & bulb vegetables' since 1968-69; 

	formerly included with 'Other vegetables'

	
	
	
	


TOTAL APPARENT CONSUMPTION- Years ended 30 June

	Available for Consumption
	
	
	

	Vegetables
	1991-92
	1992-93
	1993-94
	1994-95
	1995-96
	1996-97

	Potatoes (t)
	1 190 864
	1 122 392 
	1 177 919
	1 104 999
	1 274 815
	1 255 919 

	Other root & bulb vegetables (t) 
	337 538
	322 069
	367 831
	387 369
	r442 937
	438 663

	Tomatoes (t)
	387 149
	363 927 
	398 646
	373 367
	r433 913
	463 615

	Leafy & green vegetables (t) 
	398 138
	361 417
	366 627
	366 097
	r391 184
	394 407

	Other vegetables (t) 
	425 840
	432 547
	435 222
	R408 212
	r480 220
	411 590

	Total (fresh equivalent) (kg) 
	2 739 529
	2 602 352
	2 746 244
	r2 639 944
	r3 023 068
	2 964 193


	Per Capita Consumption
	
	
	
	

	Vegetables
	1991-92
	1992-93
	1993-94
	1994-95
	1995-96
	1996-97

	Potatoes (t)
	68.5
	63.8
	66.3
	61.5
	70.1
	68.2

	Other root & bulb vegetables (t) 
	19.4
	18.3
	20.7
	21.6
	24.3
	23.8

	Tomatoes (t)
	22.3
	20.7
	22.4
	20.8
	r23.8
	25.2

	Leafy & green vegetables (t) 
	22.9
	r20.5
	20.6
	20.4
	21.5
	21.4

	Other vegetables (t) 
	24.5
	24.6
	24.5
	R22.7
	r26.4
	22.3

	Total (fresh equivalent) (kg) 
	157.5
	148
	154.6
	r147.0
	r166.1
	160.9


	Supply
	
	
	
	

	Vegetables
	Net Change in Stocks
	Commercial Production 
	Estimated Home Production
	Imports
	Total

	 
	t
	t
	t
	t
	t 

	Potatoes
	n.a
	1 391 859
	13 919 
	31 892
	1 437 670

	Other root & bulb vegetables
	 
	 
	 
	 
	 

	Beetroot
	-
	29 304 
	2 051
	70
	31 425

	Carrots
	-
	257 405
	 7 722
	12
	265 140

	Onions
	-757
	195 081
	3 902
	14 386 
	214 126

	Parsnips
	n.a
	10 263 
	1 129
	-
	11 392

	Sweet Potatoes
	n.a
	9 105
	91
	33
	9229

	White turnips & Swedes
	n.a
	7 189
	719
	12
	7 920

	Total
	-757
	508 347
	15 614 
	14 514
	539 232

	Tomatoes
	-1882
	393 089
	31 447 
	66 581
	492 999

	Leafy & green vegetables (incl. legumes)
	
	
	
	
	

	Beans
	-
	43 859
	7 017
	7 170
	58 047

	Cabbages and other greens
	-
	69 508
	17 551
	1 937
	88 995

	Celery 
	n.a
	44 020
	1 321 
	-
	45 341

	Lettuce
	n.a
	110 970
	17 755
	-
	128 725

	Peas
	1 170
	93 730
	1 875
	17 954
	112 388

	Total
	1 170
	362 086 
	45 518
	27 061
	433 496

	Other vegetables
	
	
	
	
	

	Asparagus
	n.a
	7 884
	237
	4 490
	12 611

	Cauliflowers
	n.a
	64 512 
	3 226
	-
	67 738

	Cucumbers (incl. gherkins)
	-8
	15 876 
	3 493
	4 165
	23 542

	Marrows, squashes and zucchinis
	n.a
	13 442
	4 301
	1 047
	18 791

	Pumpkins
	n.a
	86 946
	26 953
	1 047
	114 947

	Sweet Corn
	n.a
	64 785
	3 887 
	15 340
	84 012

	Other 
	12 119
	124 194
	13 278
	50 269
	175 623

	Total
	12 110
	377 639
	55 375
	76 358
	497 263

	Total
	10 641
	3 033 020
	161 873
	216 407
	3 400 659


EXHIBIT 2: 

Supermarkets agree to limit returns.

(Acres Australia, Vol 7, No 6. July 1999)
The big grocery chains have given Queensland fruit and vegetable growers an assurance that in future they Will not return produce to wholesalers or growers for other than quality reasons - a, form of cheating on the sale deal only made possible through sheer power in the marketplace. "There is concern from wholesalers that numerous times they have had product returned to them," said Queensland Fruit and Vegetable Growers Chairman Paul Ziebarth. "Where it was because the produce did not meet quality specifications, that's one thing. "But there have been other cases not related to quality where product has been returned after a couple of days simply because it hasn't been sold." 

The QFVG has made a submission to the parliamentary joint select committee, which is considering the issue of whether large corporations are overrunning retailing in Australia. A report from the committee, expected in August, will be made against the backdrop that the big three supermarket chains control more than 80 percent of the retail market in Australia, and that the two largest have recently gained an even bigger share of the $40 billion market. Woolworths and Coles both lifted market share over the past six months, indicating they have taken business from Australia's independent retailers and the only other major player, Franklins. 

The Big Three major chains have an 81.2 per cent share of the 

grocery market, and the independents 16.7 per cent. "Since the beginning of the inquiry, we've had communication with the major chains, and they have assured us that returning stock for reasons other than quality is not part of their purchasing policy," said Mr Ziebarth. "Officially the head executives have said it won't be happening and we have to take them at their word on that. We have quite an open position on supermarkets generally, because we're not passing judgement on trading activities of growers. We conducted a membership survey on those who supply supermarkets and those who don't. Of those who do, they valued their relationship with the supermarkets so we did not come down heavily on the large chains. We did however ask supermarkets to acknowledge the powerful part they play in the market, given that three of them control about 80 per cent, and asked that in future they use their power judiciously when they're negotiating with our growers. 

"Until now we as an organisation have enjoyed a very good relationships with all of the majors and they've given us a commitment that they will continue that relationship, so anything that comes through from them from an industry perspective, such as quality management systems, or food safety - two of the big issues - they will continue to communicate with us in the future. Recognising their power and influence, we also called in submissions proposing that once product is accepted by supermarkets it becomes their property and is not returned either to the grower or wholesalers in the markets at some later time for whatever reason. We want to ensure that supermarkets can't order a whole heap of produce and then, simple because it hasn't been sold in a couple of days, return it to the point of sale." 
