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Walls(China) Co., Ltd.
L ogistics Operations Startup

In mid 1994 the Unilever company Walls (China) Co started manufacturing and selling
icecream in China. Bob Smith, the General Manager of Wall’s outlined some of the
challenges:

Operating in China means a number of new conceptsfor the Chinese managers --
profit, selling and customer service. The Chinese manager of the past sat in his
office and the customers came to him. It was absolutely a supply driven market. |
read in an official report sometimeago alist of phrasesthat should not be used
when talking to customers. Thelist included “ Go away and don’t waste my time’
and ‘Can’'t you hear? Areyour earsdirty? Thishasnow changed and a key to
successisgetting our product out to the customers. Distribution costshere are 20
per cent of MPS compared to 5 per cent in Europe.

AsLoic Courant, Bob Smith’s Commercial Manager in Shanghai, summarized the
situation:

Hewho winslogisticswins China.
Unilever in China

Unilever isan Anglo-Dutch company that has over 500 operating unitsin 75 countries.
The company marketsover 1000 brands, including margarine, soap, food products,
cleaning products, personal care productsand specialty chemicals, and employs over
300,000 people worldwide. Revenuesin 1994 were $USA42 billion.

In the 1920s Unilever established a soap operation in China which was nationalized in
the 1950s. The company returned to Chinain 1986 and by 1996 operated nine
businessestherel Anton Lenstra, Chairman of Unilever China, described Unilever’s
current activitiesin China:

Chinaisone of Unilever’sgreatest challenges of the next few decades. We often
talk about growth in our worldwide businesses, but Chinaislike sitting on the
nose-cone of arocket and we have already ignited the fuel. In thelast two years
alone we' ve seen the birth of Wall’ s Beijing, the building of another Wall’s
factory in Shanghai, the construction of a new detergentsplant in Minhang, the
joint venturewith Zhanjiakou Detergents, the start up of Lipton Guangzhou and
the launch of a whole shopping basket of excellent global Unilever brands. With
the continuing support and hard work of all our employees across this great
country, | am surethat we will be successful in our driveto deliver profitable
growth.?

In formal termsUnilever (China) Ltd detailsits objectivesin Chinain the following way:



Unilever hasevery confidence in the continuing growth of the Chinese economy
and every year increasesitsinvestment in the People s Republic of China. Thus,
thereisaneed for co-ordination of the new investmentswith existing activitiesin
China. Unilever (China) Ltd providesthis co-ordination [ by providing the
capability]:
- to manage and co-ordinate long term investment in China;

to co-ordinate, advise and support the UJVs[Unilever joint ventures|;

to provide both established and advanced technology to the UJVsin their

production, application and development of consumer products;

to provide financial assistancetothe UJVs,

to promote and co-ordinate both the export and local sales of products of

UJVsand to establish and expand their local and international markets;

to provide consumerswith better and more varieties of productsand

services;

to help balance the foreign exchange income and expenditure of the UJVs;

to provide extensive training programmesfor personnel from the UJVs:3

By 1996 Unilever had nine operationsin Chinawith most of them based in Shanghai.
(See the map of China shown as Exhibit 1). These were Shanghai Lever Co Ltd (making
such brands as L ux soaps, Jif cleansersand Lifebuoy soaps), Shanghai Pond’sCo Ltd
(manufacturing skin care brands such as Pond’s, Vaseline Intensive Care and Pears),
Shanghai Van den Bergh Co Ltd (manufacturing bakery fats and ice cream), Unilever
(Shanghai) Co Ltd (detergent powdersincluding OMO), Unilever (Shanghai)
Toothpaste Co Ltd (making Zhong Hua, Maxim and Signal toothpaste) , Shanghai Soap
CoLtd (toilet and laundry soap including the brands Fan, Baili, Guben and Bee &
Flowers), Wall’s (China) Co Ltd (manufacturing in two plants M agnum, Cor netto,
Calippo, Paddle Pop, Mini Milk and Split ice creams and ices), Zhangjiakou Unilever
Detergent Co Ltd (operating a plant in Zhanggjiakou in Hebel Province which produces
Yunquan brand powder and liquid detergents) and Guangdong Lipton FoodsCo Ltd
(producing Lipton teasin a plant in Guangzhou).

Wall’s China Start Up

Geoff Sennitt was asked in 1992 to move from his position as M anaging Director of the
Unilever ice cream operation in Australia, Streetslce Cream, to participatein afour
person international study group to evaluate the potential of ice cream operationsin
China.

Thefirst task of thisgroup wasto examine the national market. They concluded that of
the 1.2 billion people in China about 250 million were easily accessible-- thoseliving in
the“ golden triangle” extending up the Yangz River valley and in the broad strip
between Guangzhou and Beijing centered on Wuhan. In Chinathere are one hundred
citieswith a population of one million people or more and most of them liein thisarea. A
total of 350 million peoplelivein cities; otherslive® in the middle of nowhere” .

Next wasthetask of determining the spending power of thistarget group. Bob Smith,
the General M anager of Walls (China) described some potential pitfallsin this process:



Thedataisvery suspect. We looked at the GNP of the coastal strip. But we
considered the quality of this GNP data. Wasthis GNP being generated by State
owned companies? We felt that non State generated GNP indicated a more
vibrant long term commercial future. From thiswe generated cities of interest to
usand then adistribution profile of these cities. Time not distance wasthe
important factor. From this process we determined a footprint of where we would
liketobein Chinain ten yearstime.

Per capita GNP for Chinaasawholein 1993 was 2663 RM B and for seven major cities

was:
Guangzhou 11,989
Shanghai 11,699
Beijing 8,237
Tianjin 6,075
Wuhan 4,700
Qindao 5,550
Shenyang 6,141

Walls bought the results of a survey of around 35,000 urban households donein 1992
and 1993. Some of the results are shown in Exhibit 2. Annual real income per capitain
urban Chinawas 2,583 RM B compared to 922 RMB in rural areas. For key citiesin
1993, annual real per capitaincome was 4,640 RM B in Guangdong, 4,297 RMB in
Shanghai, 3,548 RMB in Beijing and 2,769 RM B in Tianjin. The survey also collected
data on durable consumer goodswhich isshown in Exhibit 3.

Another important role of the study team wasto identify ajoint venture partner.* At that
timein Chinaindustries were consolidated into ministries of the central government. Ice
cream and detergentswere the responsibility of the Ministry of Light Industry. In the
early 1990s these ministries were semi-privatized -- the Ministry of Light Industry
became the Council of Light Industry. This process generated a number of
organizational shellswhich were used to form joint ventures. One of these was Sumstar.
Mr Wu, with whom Unilever had a good working relationship at the Ministry of Light
Industry, became head of Sumstar. Sumstar agreed to become a minority joint venture
partner in Wall’s (China) with responsibility for personnel and public and government
relations.

Asaresultsof itsinitial investigations (stage 1 in the plan below) the study group
recommended that Unilever start ice cream operationsin Chinaand proposed the
following roll out plan:

Stage 1 Determine population and GNP of all Chinese cities
Establish urban and rural GNP
Group citiesby areas



Stage 2 Grade cities by population and by GNP
Estimate per capita consumption by GNP for each city for
ten years
Project population growth
Forecast Wall’s market share by years
Establish existing and future road condition
Select sales areas and methods of distribution and sales
Calculate projected distribution costs

Stage 3 Roall out plan by areas by years
Provide sales and distribution assets by areas by year and
people requirement by function

By the beginning of 1996 Wall’s (China) had built two world class manufacturing plants
in Beijing and Shanghai and was selling product into these two citiesand into the
regionsaround them. The structure of Wall’s (China) is shown in Exhibit 4.

Plant Construction

Building isrelatively expensive in China-- “ materials are expensive, machinery isvery
expensive, labour ischeap.”

The Beijing plant was built on 252,000 m? sitein the Beijing Economic and
Technological Development Zone located a half hour drive south of the Beijing CBD.
Wall’snegotiated a 50 year lease. Building costs were US$1,000 per m? for general areas
such as office space and between US$1,500 and $2,000 per m? for the production areas.>
Asan example, the equipment costsfor a production line were $1.34 million (US
dollars).

A case packer was considered. This machine automatically erects (forms) the fibreboard
carton, packsit (four at atime) with product and sealsit. It operatesat 360 cones per
minute, costs US$800,000 and would save 14 people. The case packer wasordered but
the order waslater cancelled.

Construction began on the Beijing plant in July 1993 and thefirst ice cream was on the
market eleven monthslater. All the appropriate permitsto built the plant were obtained
in thefirst six months of the project.

The Shanghai plant is 60 kilometresfrom the Shanghai CBD, located in an industrial
park in Taicang in Jiamgsu Province. This plant isalmost identical to the Beijing plant.
It islocated on a 64,000 m? site leased for 50 yearsfrom the Provincial government.
Construction cost US$37.5 million without the land and full production commenced in
March 1996.

Arnold van Weezel, the General Technical M anager, described the overall strategy for
these facilities:

We have followed a philosophy in these plants of running them relatively slowly
so that we don’'t makerejects. Our aim isto reduce production costs and material



| osses.
Distribution

Walls uses a network of independent distributorswho service the street vendors and

retail outlets.

Distributors

In Beijing Wallshas eight distributorswith another threein Tianjin. Tianjin is130
kilometres south east of Beijing on the Yellow Sea and is effectively Beijing's port. In
1996 when the Tiacang plant isfully operational it will service a network of four
distributorsin Shanghai, two distributorsin Nanjing and onedistributor in each of the
following cities: Hefei, Yangzhou, Changzhou, Wuxi, Suzou, Hangzhou and Ningbo. See
Exhibit 5 which shows amap of thisregion of China.

The Walls salesforce visits each distributor daily during the season (the warmer months
of May to September) and once aweek during therest of theyear. Ordersare not taken
during these visits -- they are classified by Wallsas“ advanced selling” . Thedistributors
phonetheir ordersinto Wallsat their own convenience. Distributorsin turn call on their
customers-- the street vendorsand retail outlets -- daily in the summer monthsand less
frequently at other times, and sell product from the back of the truck. Private individual
customers pay cash for the product; government stores have 60 to 90 day accounts?®

Each distributor would typically have two or three trucks. These have freezer unitsand
aremostly either 0.9 tonnesor 2.8 tonnesin size. Thereare “ lotsof restrictions’ on
vehicle operations and regulations change without notice. In Shanghai city, for example,
these trucks must have military plates and be driven by a PLA soldier with the Walls
van salesman sitting next to the military driver. Wallshasto pay for the driverstime
and provide meals. Regulations change without notice. In 1995 in Shanghai Wall’s paid
six timesthe amount they had budgeted for vehicle licenses.

Steve M artin, the National Sales Training M anager, of Streetslce Cream -- the
Australian sister company to Walls -- visited the China operation a number of timesto
conduct training sessionsfor the salesforce. He described one of the many cultural
problemsthat he has had to face:

For aproduct like ours quality isvery important. But thisisnot an easy message
toget across. Oneday | visited one of our distributorsherein Shanghai. Out the
front of thedistributor’s cold storewasan old man sitting on a chair. Hewas
turning the power on and off. When the temperature of the cold store reached the
low end of the Wall’s specified range he would turn the power off. When it
reached the upper end of therange he would turn it on again. His obj ective wasto



save power costs!
Retail Customers

In early 1996 there were 2,400 cabinetsin the Shanghai market servicing around 3,000
customers. By the end of 1996 it is planned to have 14,200 cabinetsin Shanghai.” During
the winter months activity “ dramatically closeswith maybe 200 working customers’ in
Shanghai. This seasonality also occursin Beijing wherethere are 7,000 cabinets. Walls
buys cabinetsfor US$600 each and providesthem at no cost to their retail customers.
Despite customers signing an exclusivity contract many of the cabinetsarefilled with
frozen dumplings and frozen vegetables during the winter months.

Order Processing

Distributorsplacetheir ordersby ringing the Sales Assistant at the Walls officein
Shanghai or the officein the plant at Beijing. Ordersare accepted in full pallet lots (of a
single product) only and for aminimum total order size of ten pallets. The Sales
Assistant writesthe SK Us ordered onto the Sales Order Form (see Exhibit 6). In
Shanghai, prior to February 1996, these formswere faxed to the external third-party
cold store -- the data was not sent online because adequate speed data lines were not
available. Orderswerethen picked directly off the Sales Order Forms. With the Tiacang
factory and itscold store coming on stream in February 1996 the contract with the
external cold storewasterminated and the orderssent on lineto Tiacang. In Beijing the
same system operated with the order entry clerk entering the order intothe
computerized order entry / picking/ billing system (BPCS). An average of four orders
per day -- each of an average fifteen lines -- werereceived and processed at the Beijing
plant. It isexpected that during 1996 much the same throughput will be handled at
Taicang.

After the order ispicked the Warehouse Supervisor printsthethree-part Delivery
Order Form (Exhibit 7). Thefirst part isfiled in the warehouse: the second part goes
with the goodsto the customer; and the third part issent to“ salesroutine” (accounts
receivable).

If the computer system isunavailable the Warehouse Supervisor receivesthe faxed sales
order form and writesthelot number (used for batch tracking) and supply location code
onit. A manual threepart delivery form isprepared with the same distribution as

above. When the system becomes available the order isentered asa post shipped order.8

Distribution Network

An external cold storeisleased in both Beijing and Shanghai. In Beijing it isa 7,400 m?
facility covering four floorsand with atotal of 3,540 pallet spaces. It isused as overflow
capacity for the plant cold storeand all itemsare held there. In Shanghai Wallsused a
leased cold store at Ming Hang, an outer Shanghai suburb. Thisfacility had 2,000 pallet
spaces, five high, and atotal space of 1,000 m? The lease on thisexternal cold storeran
out when the new cold store at the Taicang plant became operational in February 1996.



During 1996 four new areaswill be serviced from the Beijing plant: Wuhan with a 1,250
mZ2cold store® and threedistributors; Dalian with a 300 m?cold storeand one
distributor; Qingdaowith a 650 m? cold store and two distributors; and, Jinan with a
550 m? cold store and one distributor. Wuhan is 1,700 kilometres south of Beijing (48
hoursdriving time) and formsatriangle with Shanghai. Dalian isan a peninsulajutting
intothe Korean Seaand is1,100 kilometreseast of Beijing (35 hoursdriving time).
Qingdao is 900 kilometres down the coast from Beijing (24 hoursdriving time). Jinan is
500 kilometres south of Beijing (15 hoursdriving time).

Within the Shanghai region in 1996 two distributorswill operate in Nanjing and onein
Hefei, Yangzhou, Changzhou, Wuxi, Suzou, Hangzhou and Ningbo. These citiesare all
within a 400 kilometer radius of Shanghai in the Yangtzeriver basin.

Walls doesnot own or operate any line haul vehicles. They usetwo third party carriers.
A sample of some of theratescharged in 1995 were: Beijing to Tianjin 1890 RM B per
trip; Wuhan to Guangzhou 15 RM B per kilometre; Beijing to Qingdao, Dalian or Jinan
13.5 RMB per kilometre. Driverson theserunsare paid 1,700 RM B per month working
an eight hour five day week -- thiswould work out at around 660 RM B for a Beijing to
Wuhan or Shanghai trip.

In 1995 Wall’ sused alocal company Rufel (Hong Kong joint venture) to ship product to
the Shanghai market from the plant in Beijing. They transported two million litres of
product in 40 foot containerseach holding 18 pallets.® In transit damage occurred to
lessthan 500 cartons.

For 1996 a contract has been negotiated with TNT to do all theline haul transport. TNT
initially proposed its“ world wide open book approach” with TNT providing therolling
stock which would be depreciated over eight years. Wall’swould pay TNT the actual
cost of theline haul operations plus 8 per cent overheads and 10 per cent profit. This
was not acceptable to Wall’swho “ needed afixed transport cost.” Costswere divided
into fixed costs, operating costs and standing costs and Wall’ s negotiated a fixed
contract for 1996 with an option of extending the contract for another three years. For
the Shanghai region four 8 tonnerigidswith ten pallet capacity and costing US$55,000
and three 40 foot trailerswith twenty pallet capacity and costing US$120,000 (not
including the prime mover) will be required.

National Infrastructure

A number of major transport infrastructure projectsare either planned or underweight
in China. A two lane highway linking Hong K ong and Beijing is planned to open in 1997.
Another new two lane highway links Shanghai and Nanjing. In February 1996 Asian
Development Bank loans were granted to Chinafor a number of “ projectsincluding an
expressway in Chongging, Sichuan Province, an expressway linking Jiujiang to
Jingdezhen in Jiangxi Province ... and arailway linking Daxian and Wanxian in Sichuan
Province.” 1

Whilethelevel of investment islarge (Asian Development Bank loans, for example, have



averaged over the last few years between US$1.2 billion and US$1.5 billion per year) the
baseislow. Also thevariety of traffic using these new roadsis such that truck speeds
arelimited to around 40 kilometres per hour.

Manufacturing

Ice cream manufactureisdonein two basic stages: mix preparation in bulk and then
production of theindividual retail items. Wall’s manufacturing facilitiesin Beijing and
Taicang are very similar. See the layout of the Tiacang plant shown in Exhibit 8.

Mix Preparation

The mix preparation section of the plant comprisesanumber of tanks and pipeslinking
each manufacturing step. The plant (mix preparation area and the production floor
facilities) are automatically cleaned by a system called CIP or cleaning-in-place. Three
tanks-- holding cold water, hot water and detergent, together with a washing water tank
and associated pumping facilities comprisethe CIP. All raw materials such as bagged
sugar, milk powder, flavours, coloursand stabilizerstogether with the liquid
ingredients such asrework, coconut and palm oil and water areloaded in batchesinto
premix mixers. From herethe premix ispumped into the pasteurizer and then, for non
water ice products, into the homogenizer. The product isthen cooled and stored in a
farm of eighteen mix storage tanks. The mix hasto be held in storagefor a minimum of
24 hoursbeforeit can be used in production.

Production Floor

Product ispumped from the storage tanksto the production floor through 20 mm pipes.
The production floor hasfour lineswheretheretail products are made and packed.
After being “ shaped and moulded” the product movesinto freezer tunnels. After
specific timesin the freezer tunnelsthe product then moves onto the wrapping machine.
After wrapping the product travels onto conveyor packing lines. Cartons are packed
manually on the conveyor asit movesto the palletizing area. All conveyor lines merge at
the palletizing area. Here the cartons are stacked by hand onto pallets. The palletized
product then goesthrough a holein thefactory wall and into the cold store.

Plant Workforce

The Beijing plant operateswith afull time workforce of 100 people. In addition are 250
to 300 seasonal workerswho are employed mainly during the peak demand between
June and August. M ost seasonal are employed as packersfor aperiod of six to eight
monthsat a pay rate of 400 RM B per month.2 If they return the following year they are
paid a 1,000 RM B bonus after completing their third month of re-employment. More
than 85 per cent doreturn each year. Line operators are paid more-- between 600 and
800 RM B per month depending upon their length of employment with Wall’s. Line
workersand packersareinitially employed for athree month trial period during which
they can befired. Supervisors, shift leaders and managersare University graduates. A
line supervisor (onefor each production linefor each shift) are paid up to 1500 RM B
per month. Area supervisors-- responsiblefor either the mixing or the finishing areas --



arepaid 1800 RM B per month and the shift leader 2500 RM B a month. Graduate
engineersare paid 2300 to 2500 RM B a month and electricians, mechanics and fitters
1100 RM B per month.

Both line operators and supervisorsrotate jobs. The operators changejobswithin a
particular line during a shift and over a number of weeks between lines. Unskilled
packersdo not rotate their jobs. Everyonein the plant works a 40 hour week on one of
three shifts-- 8:00 am. to 4:00 p.m., 4:00 p.m. to 12:00 midnight, and midnight to 8:00
a.m. -- which they rotate every month. On Saturdays and Sundays 20 per cent overtime
ispaid and 50 per cent ispaid on public holidays.

Wall’ s provides buses from a number of central locationsto the plant. M any people may
spend up to two hourstravelling each day. To ease this problem an internal agreement
has been reached for supervisorsand above to work 12 hours on and 36 hours off over a
seven day week with no overtime.

M aintenance can provide some difficultiesfor Mike Wong, the Beijing Factory M anager.
Typically “ expertsfrom the suppliers spend three to six monthsin the plant to get the
machines going and then they train the operators one-on-one.” Maintenance -- “ locals
don’t liketodoit.” Plant and equipment sparesare held in the Technical Store. Almost
all of these areimported and stock levelsare held to cover lead times of one week by air
and three months by sea.

Each Thursday there isafactory meeting attended by the Mix Room Supervisor, the
Production M anager, the Engineering M anager, the Factory Planner, the Cold Store
Supervisor and the Dry Goods Store Supervisor. Major problems, the next week’s
production and the impact of legislation changes are discussed.

Plant Cold Stores and Warehouses

At both plantsthe cold store and theraw material warehousesareintegral partsof the
manufacturing facilities.

Construction of the production hall at Taicang began in January 1995. Two cold stores
are planned to hold the output of the plant. Thefirst cold store was built during the
period September 1994 to February 1995. Therearetwo areasin the cold store. Thefirst
isthe storage area itself which holds product in 2,720 pallet spaces at a temperature of -
28°C. The palletsarein twelve sets of mobile racking five high and are serviced by an
MHE Demag reach truck. Only one of these sets can be accessed at any onetime and it
takes eight minutesto completely open. The second section isthe staging area where
ordersare accumulated on thefloor. Thereisroom for between 100 and 200 palletsin
threerows; each row leading to one of thethree truck docks. In total the cold storeis
1,500 m?in size. The second cold storeisamirror image of the first and was built
during the period August 1995 to March 1996. It does have a static pick face of 200
pallets which are replenished each night. A reach truck also operatesin this cold store.

Product from the plant islocated in the cold stores on arandom basis. The warehouse
supervisor obtainsthe put away location for each pallet from hiscomputer screen. The



computer program allocates product to onerack at atime.

Thedry goods store at Taicang has 1,600 pallet spaces. A section to the side of thedry
goods storeisused for production of the conesused for Cornettos.

In Beijing Wall’s operatestwo cold stores. Thefirst ispart of the manufacturing
facilities at the Beijing Economic and Technological Development Zone site and the
second isan external cold store located between the plant and the Beijing CBD. There
are 1,760 pallet spacesin the plant cold store and atotal of 5,300 pallet spacesin both.
The plant cold store operatesin asimilar fashion to the one at the Tiacang plant but it
does not have mobile racking nor a separate order staging area.

Thedry goods store at the Beijing plant holds raw materials -- such asbagged sugar and
milk powder, flavours, coloursand stabilisers-- and packaging materials-- such as
inner cartons, outer fibreboard cartonsand wrappersfor products. It has 1,200 pallet
spaces. Each pallet is 1000 mm by 1200 mm and costs between 150 and 180 RM B to
make. These palletsare captivetothe Wall’s operation. An external storeisused to hold
additional stock.

Production Planning

Production planning isbased on arolling annual estimate by product*® which isupdated
every three months. Thisestimate together with production line capacities and shift
plans'* providestheinput for the master production schedule which isdeveloped on a
weekly, monthly and quarterly basis.

BPCSisthe business planning and control system*®> or M RP11 system used by Walls.
Major inputsare the master production schedule, the bill of materials and the inventory
statusinformation.

The master production schedule (M PS) isgenerated by Annie Y ee, the Planning

M anager. She takesthe forecast developed by marketing by litres by month by product
and convertsthisinto boxes (or inner containers). Given line capacities and warehouse
capacitiesand a number of decision rules -- such asaiming at having 30 per cent of the
annual inventory requirement in the plant warehouses by the beginning of the second
quarter -- shecreatesthe MPS. It isregenerated every week on arolling 13 week basis.

Walls hasalimited number of SKUsand the product structure of any of them isnot
very complicated. Cornetto hasthe most complex bill of materialsand it isfivelevels.
Most arethreelevelswith 14 or 15 product numbers. Someincrease in the number of
product numbershasoccurred due to regulation -- the wrapper, for example, now hasto
have the place of manufacture on it and some local authoritiesrequirealisting of the
water quality used in the product.

According to Sue Sharpe, WallsBPCS Project M anager, “ inventory accuracy isa
challenge” . Thisiscomplicated by the requirementsof lot control. Minimum stock



balances and safety stocks are set by the buyer of the particular item or by the technical
people for flavoursand colours.

MPS/MRP isrun weekly. It coversa planning horizon of 13 weekswhich isthelength
of thelongest lead timeraw material. Salesare able to change their sales estimates every
week which areinput on M onday and Tuesday prior to the M PS being regenerated on
Tuesday night. Theaim isto have a factory plan which isfixed for one month -- in 1996
it was pretty much fixed for two weeks. Thisisdifficult because of the unreliability of the
lead times of the raw materials. Backflushing isnot used because of the difficultiesin
maintaining inventory accuracy at 98 per cent.

BPCSisalso used for longer term planning. By September or October each year the
annual estimate for the following calendar year isproduced. Using thisdata M PS/ MRP
isrun in simulation mode for the planning period. Theresultsof thisrun are signed off
by management. At the end of thefirst quarter the annual estimatesarerevised (FUF or
first updated forecast) and simulation MPS/MRP isre-generated for the planning
period. After approval the plan ismoved to “ live” and managed on arolling week
review.

Supply

Between thirty and forty suppliers provide raw materials and packaging materialstothe
Wall’s manufacturing operationsin Beijing and Shanghai. Wong L oke Sun, the Deputy
General Manager of Walls (China) outlined the company’ s supply policy:

Thingsdon’t gotoplan in China. Particularly with supplier lead times. It isvery
difficult indeed to forecast lead times and this has an impact on our safety stock
levels. Supplier relationsin Chinatend to be focussed on financial considerations.
Often you get into situations of triangular debt -- you, your supplier and the
customer -- and no-one pays! “ Collect fast and pay last” isthe motto followed by
alot of companies. We don’t do that, we pay on time.

For raw materialsand packaging materials (but not engineering and capital equipment)
Wallsnormally hastwo suppliers. The objectiveisto have 100 per cent local suppliers.
During 1996 there was often one local and one overseas supplier for akey material. For
example, in addition to the local supply of skim milk powder, the New Zealand Dairy
Board supplies skim milk powder in 16 tonne lotswith a 90 day lead time. Wall’suses a
number of suppliersfor flavoursand colours. These are all imported and the lead times
from these suppliers, located all over theworld, isaround 90 days.

In addition to these raw materials Walls needs a large volume of packaging materials.
Many productsare covered in aplastic flexible wrapper (Paddle Popsand Fruity Pops
for example). The Australian company Leigh Mardon and alocal supplier provide these
wrappers. Until the end of 1995 the Leigh M ardon wrapperswere imported from
Sydney. During 1995 L eigh M ardon built a plant on the sameindustrial park asWalls



Beijing. Wrappers have a 20 day lead time, most of which isdueto the setup for
printing, plusanother 15 daysif the printing cylinder hasto be made. Cornetto sleeves
and Calippo tubesareimported from SEDA in Italy. Thelead timefor both of theseis
120 dayswith the Cornetto sleeves having a minimum order size of 1.7 million pieces
and the Calippo tubes having a minimum order size of 0.9 million pieces. Outers, or
fibreboard cartons, are supplied by threelocal companieswith alead time of between
ten and twelve daysand a minimum order size of 20,000 pieces.

AsWong Loke Sun explained “ suppliers are chosen on the basis of price, service and
payment terms-- quality isa basic.” About 70 per cent of Walls annual requirements
are covered by annual supply contracts. Periodic releases are then made against these
contracts. Thenormal termsfor locally supplied items are 30 days from the date of
receipt. For imported itemsit is 60 days from the date of receipt.

Safety stocks held by Wallsvary by product. For Cornettos, for example, a safety stock
of oneweek’sdemand isheld for the outersand 1.0 million piecesfor the sleeve. In the
peak season one week’s demand of skim milk powder is held -- two weeks (30 tonnes) in
the winter.

The contract with the supplier specifieslead times, lot sizes and payment terms.
Individual purchase orders (shown in Exhibit 9) are three part documents: thefirst is
faxed tothe supplier; the second part isfiled in the Supply Department; and thethird
part goestothe Commercial section for eventual payment. When the goodsarrive at the
plant warehouse thedriver and the Walls materials handling people physically match
the quantitiesreceived with those on the purchase order (retrieved electronically on the
screen at warehouse receipt). If the actual quantity received iswithin 5 per cent of that
expected and if QC approval isobtained thereceipt docket isgenerated. (Exhibit 10
showsthe MRRF or the material receipt / reject form). Then a pro formainvoice (or
fapao asit isoften called in China) isgenerated toinitiate the payment process.

M arketing

Obtaining and servicing theretail outletsisa considerable challenge for Walls (China).
By the beginning of 1996 Walls had 42,000 refrigerated cabinetsin thefield.

Cabinets are bought in knocked down form and assembled in Beijing. They are then
delivered tothedistributorswho in turn deliver them totheretailersin theicecream
trucks. Each cabinet isbarcoded and losses have been held to around one per cent.
Cabinetsin usein Beijing aretypically larger than in Shanghai -- 850 litres compared to
650 litres. Retailersare provided the cabinets at no cost but sign a contract which
includes an exclusivity clause. In spite of thismany cabinetsarefilled with frozen
vegetables and frozen dumplings during the cold northern China winter.

Wallshashad to set up exclusivedistributors. Thishasinvolved either Wall’sbuilding a
cold storeon thedistributor’spremisesor hiring alocal cold store, which typically have
out of datefacilities. Ice cream hasalong shelf life, but product quality ishighly
dependant on the*® cold chain” . Thismeansthat from atemperature of -28°Cin the
factory cold storeto-22°C in theretail cabinetsthetemperature should drop slowly and



evenly.

Establishing the Walls brand isanother key marketing task. Consumer surveysdonein
1995 indicated that the Walls brand was often perceived to bea local brand. Thismade
it difficult to sell product which wasrelatively expensive.!8 M arketing and selling skills
in Chinaaregenerally poor. In many industries, such asbeer, local brands are under
great pressurefrom international brands. In response to thisthe government has
restrained external competition in industries such asbanking, insurance and retail.

Wallsisconcentrating on impulse productsin China. “ The money isin impulse
products not take home products. We will look at take home after we have succeeded in
impulse” . The large expatriate communitiesin Beijing and Shanghai also have a
distorting effect on the measures of Wall’s success. “ We arenot in Chinato sell to
expats’ warns Geoff Sennitt. He also warnsthat “ Beijing and Shanghai are not China’ .
But even though it is expensiveto borrow money in China, Wallswill use the same type
of distributor network that it hasused in all other partsof theworld. “ What we do
elsewhere we will doin China -- everything ispossible in China.”

Forecasting

Salesforecasting isthe sole responsibility of marketing. For thefirst few yearsof the
Unilever ice cream operation in Chinaforecasting was a high level strategic activity.
With no historical salesit was a question of examining the total market, the number of
competitorsand Walls ability to supply.

There are 600 local ice cream companiesregistered in Beijing and Shanghai. Prior tothe
mid-1980s these made only one product, water ice on a stick. Then they added

“ primitive cup products.” Geoff Sennitt, Wall’s M arketing Controller, is of the view that
local manufacturing “ will disappear in time, they are selling a highly dangerous product
at low prices.” In addition to thelocal manufacturersthere are New Continent, Buds of
San Francisco and M eadow Gold (part of Pacific Dunlop) in Beijing and San Marlo
(Taiwan) and Watsons (Hong K ong) in Beijing. Nestle hasice cream plantsin Tianjin
and Qingdao and ajoint venture operation with Dairy Farm in Guangzhou.

Product Development

In 1995 it was decided by the marketing group at Wallsthat “ we need low cost local
productsfor next year.” Marketing prepared abrief that detailed among other things
thefinal retail cost and size of these planned products. Thedesired priceof 1.5 RMB
restricted the product to awater ice or amilk ice. The target market selected by Walls
marketing was the teenager and young adult in the 15 to 30 age band.

Nick Evans, the Development M anager, described the process:

Wetalked to the market. Red bean and taro sell well for local companies, so we
felt we had to consider these. We then looked around and asked what was a
popular flavour --in general it didn’t have to be a water ice or amilk ice.
Hawthorn was certainly popular -- asadrink, in sweets, “ hawthorn on astick” --
and no competitorshad it in their ranges. We also noticed that all ice cream



companiesin Shanghai had salty water products.

Thetarget market determined the sweetness of the product -- children like it sweeter.
Local productswere also larger. To get arough idea of the flavour Nick Evanstasted
competitive red bead and taro products. He also bought drinks and sweets made with
these flavours. Then helooked at the flavour samplesthat Walls already had and talked
to arange of flavour manufacturersand distributorsabout what they could supply. As
marketing had set theretail price he had to work back, using the required margins, to
establish the cost of the materialsrequired. “ Thetruevariable cost isin the mix itself. If
the cost istoo high you haveto go back totherecipe.” Economiesof scale havelittle
impact on the basic raw materials, but do have some impact on the flavours used.

After some product prototypeswere developed the product was consumer tested. A
group of 100 schooal children were given the four new products -- hawthorn water ice,
red bean milk ice, taro milk ice (both of these last two made in a big mould), and a half
and half orange and lemon lime salty water ice-- after lunch to taste test. Resultsfrom
these tests werefavourable. These four new productswerelaunched in M arch 1996.

New product ideas come from arange of sources. A number come from the technology
area of the company. In some cases product prototypes can be made up very easly -- a
litre of the mix made by hand, put into a Calippo tube and frozen in the laboratory. If
larger test volumes arerequired the manufacturing equipment hasto be used.

The Futurefor Wall’sin China

Bob Smith, the General Manager of Wall’s(China), sat in hisofficein the Beijing
Economic and Technological Development Zonein February 1996 and looked acrossthe
frozen ground towar ds his manufacturing plant.

In thelong term we have two major factorswhich will determine our successherein
China -- distribution and the devel opment of local management. If we can conquer these
there areanumber of exciting opportunitiesfor us. Sichuan isof interest. It isChina's
most populous Province -- Chongging hasaround 17 to 18 million people compared to
14 to 15 million on Shanghai. Harbin in the north isalso of interest -- a heavy industrial
city but Heilongjiamg Province also hasa sizeable dairy industry and relatively high ice
cream consumption. Shandong with its high levels of K orean and Japanese investment
isanother exciting area.



Exhibit 1
Map of China
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Exhibit 2
Survey of Urban Households

92 93 92v 93 %
Householdssurveyed 36290 35390
Avg persons’household 34 3.3
Avg employees/household 2 2
Annual Income/Capita (RMB) 2032 2583 27%
Per Capitalncome Available
for Living (RMB) 1826 2337 28%
Annual Living Expenditure
per Capita 1672 100% 2111 100% 26%
Food 885 53% 1058 50% 20%
Clothing 241 14% 301 14% 25%
Daily use Articles 162 10% 247 12% 52%
Cultural and Recreational Articles 74 1% 70 3% -5%
Books, Newspapers& M agazines 16 1% 19 1% 19%
House Rent 14 1% 22 2% 31%
Water & Electricity 29 2% 38 2% 31%
Gas 5 0.3% 9 0.4% 80%

Others 246 15% 347 16% 41%



Washing M achine

Colour TV
Black & White TV

Shower

Possession of Durable Consumer Goods

83

75

38

13

Exhibit 3

URBAN

86

79

36

18

Increase
%

4%

%
-5%

38%

52

RURAL

14

11

58

Increase
%

17%

38%

12%



Exhibit 4
Organization Structure
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Exhibit §
Map of Shanghai Region
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CUSTOMER NUMBER
CUSTOMER NAME

DELIVERY DATE

DELIVERY INSTRUCTIONS
SUPPLY WAREHOUSE
BPCS ORDER NUMBER

Exhibit 6
Sales Order Form

Date

ITEM

NO DESCRIPTION

ORDER PL

LOT NUMBER

LOCATION

SHIPPED BOX

100 Magnum

110 Calippo

120 Fruity Pop

125 Joker

130 Top Ten

140 Split

150 PP Choc

151 PP Str/Choc

152 PP Banana

160 Mini Milk

170 Rocket

200 Cornetto Van

201 Cornetto Choc

202 Cornetto Str

300 Star Cup Van/Str

301 Star Cup Van/Chg

Total

ORDER BY:

PICK BY:

21

ENTER BY:



Exhibit 7
Delivery Order Form

Wallls (crina) co. LTD sHANGHAI TAICANG BRANCH

2F SunLeeBlog. N0 0% YuyuanRa SHA 200050PRC Te 8€ 21 82102823 _Temp 41t MINE i MAX & 8

o 168 Dongcang Ra. Taicang Jiangsu 215400 PRC  Ta RE.320 3534453 Loacreg ALY

CISHC L AR ) P HE RS JANRE g« 1202 2000801 -

: K6 21-62102829 &k B6-21-621028%0) nTrans g e
WICE e o) - g 2 THE SR F 215400
1 7 4 33
Ui Hb-§20- 38344SS E£: N6 8203510217 Liosaing an T ER
DELIVERY ORDER X % = No.
Customer Name & Address X« 7 ¢ b1 iz Delivery to §] ¥ e 42
Request Date 5 & &
Product No Product Description uom Quantity unit Price Amount
TS e A o HE Lads R

Discountd% Drscount Amount
RS Hieith
VAT% VAT Amount
i b LA TR
Total Amount Include Tax
cH B
Payment Term
IS
Comments
*t
Delivered By Received By
4¢ZE E S 2.8
Customer/White) Commercial{Signed)(Pink) Commercial(Yellow)
G-k K (e & MY IR () ZMUEGA(R)

22



Exhibit 8
Layout of the Taicang Plant

Services Office
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o £
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o ~ Production Floor Mixing
| Cold
w Store
1 1
J/‘ Dry Goods Store
Cold
2| Store Cone Baking
[ 2
e
27}
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Exhibit 9
Purchase Order

Wa&s (BELING) CO. LTD.

i 16 Wan vuan Street
3eying Economic g Technoiogicat Da,eingmernt Zane
3epng © R China  Posta, Uae "0CT.
“ei 7681068 Tax 7581CH4
B A TN 1T
e 100076 0t THB1068 1 1 76810R4

PURCHASE ORDER

~endor Name & Address ¢

e

P 2 numper to be quolea on ail invoices & correspondence
B N R N IRy
Invoice to Commercial Department of Wall's

R R IR AN

£ B 9T ¥ No.

Detivery to -2 ¥z .

Ceivery Date ..™* I 1
‘tem Code Cescript:on uoMm Quantity unit Price Amount
- - . N HE € O L
Packaging & Transport
Ko g
JAT Rate VAT Amount
e b R
“otal Amount
5
Sayment Term - '+ '
~uJreency i+
“he purchase order Is subject to the terms and conaitions outhned on Sales Contract No
: SR SRR SRS
“omments & -
Authorised By »-.

“rder Placed By:: *
Zate I T

<engotiWhite:
R T

Date i! &

Commercial(Yetiow)
ik onEn &)
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Exhibit 10
Receipt Docket

(BTER VY (¥hte yoit (¥4 ()t
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YO W )R 4 QU I2sodsigieaniddy RyoRuog jej )
3r%Ag peydjedseq Wwha pausyuod unyay| ¥Ag pasowy ¥3t4g peaciddy v
¥hg pamiugz 3tyrAg uoisioeq YO ¥id peseju3 » i.n PoAeI
WY/ Drsipaods|grewnioy WiHdeday
_ BIECLIV T
LIS MYo SOdA Yl ({3¢hd 107 w¥ [okw¥| FWNW TRV W Y XEERD
Uuopsteriduoyoy | oiseoq vo|-rwaoed vo (5le e oo W g ooy AD 400,075 §0Ud uogdposog utey; O
¥ W W wuopdioedq) ropuap 1§ WM ON Joprap LHosnuyeny.

S265000 N W

wpn Km T
W¥OL 103ra¥ / 141393y IVINILYIN
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Notes:

1.These are Shanghai Lever Co Ltd, Shanghai Pond’sCo Ltd, Shanghai Van den Bergh
CoLtd, Unilever (Shanghai) CoLtd, Unilever (Shanghai) Toothpaste Co Ltd, Shanghai
Soap Co Ltd, Wall’s (China) Co Ltd, Zhangjiakou Unilever Detergent Co Ltd and
Guangdong Lipton FoodsCo L td.

2.Chinafile, Unilever China, Shanghai, issue 1, 1995, p.3.

3.Unilever in China, Unilever (China) Limited, no date.

4.At the end of 1992 when the study team was at work foreign companies operating in
Chinawererequired to have anational join venturer. By 1996 thiswas no longer the
case.

5.Total costsfor the Beijing plant were US$52 million.

6.The government stores“ always pay, but often are late” .

7.The average annual throughput per cabinet is 700 litresin Shanghai and 850 to 900
litresin Beijing.

8.The computer system allocatesinventory automatically based on FIFO. If thereare
any changesto the computer allocation, thisisupdated before the delivery order is
printed.

9.Normally 200 m2of cold store space will hold twenty pallets.

10.Each pallet contained an average of 550 litres of product.

11.China Daily, Business Weekly, vol 15, n0 4710, 28 Jan - 3 Feb 1996, p. 1.

12.0ther unskilled workerssuch as cleanersand cold store workersare also paid 400



RM B per month.

13.Wallsin 1996 had 14 SK Usincluding five catering productsin 5 litre tubs.

14.From mid April to August the plant operatesthree shifts-- 7:00 a.m. to 3:00 p.m.,
3:00 p.m. to 11:00p.m. and 11:00 p.m. to 7:00 am. During August and September two
shiftsare worked and only one in October. Sometimesin October the plant is closed.
During November, December and January two shifts are worked “ depending on
stocks’ . One or two shiftsare worked in February and March.

15.Developed and marketed by SSA (Systems Softwar e Associates).

16.A Magnum, for example, sellsfor 7.5 RM B with an average factory process wor ker
being paid around 2 RM B per hour. Thisexpenditure on a Magnum might bethe
equivalent of meat purchasesfor afamily for two weeks.



