
RATlONALISATlON OF PACK SIZES 

1. INTRODUCIION 

This note indicates spazi6c ueas wfrere progress is being made towards the 
conc!usions outlinal in the previous paper on this subject:- 

* Where opportunities exist, companies shouid move King Size Krnge Lid 
production to one of the three major pack dra: 

BATCo Compact 

B&W compressed 

BATCF Supa Compact 

l Acquisition of change parts to provide source fl nubility in a crisis. 

. Digitising art work to allow rapid mat&al redesigning tit this is 

ntcwary. 

2 S'I1Rh~GYFORPA(=Z<SIZERAnONUISATION 

The approach which is being taken is to treat pack size rationalivtion as one 
factor in the ovenll issues of greater flexibility in Group product sourcing and 
ma..mising the use of production assets. 

Currently a key restriction in the progress of this strategy is the different pack 
sizes at major pfants. 

The continuing marketing view is that there arc certain sensitive export markets 
(e.g. Hong Kong cxporu West Mica) where pack siu change is not possible. 
This applies pafticularly where counterfeit cigarettes are a threat. 

In addition to this marketing limitation+ thae are physical restrictions to pack 
size change in some domestic markets, e.g. Vending Packs in Gamany and Tax 
Stamping in U.S. Sousa CIIJZ also IUS specific cost connraints, since a change 
in cigarette speciEcation to international dimensions would increase tiable 
costs by around f4.5 million per year. 

It is accepted at this time that these factors limit opportunities to incrwe 
sourcing flexiiility, but they will continue to be challenged. 

However. there are some export markets. e.g. CIS. Eastern Europe, and some 
domestic markets. e.g. Finland, Benclu~ where there are oppornrnilia to 

inaatse soufcing flcxiity. 
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For these markets, there arc four instanax where re-sourcing of manufacture 
can be used either to rationalive pack sizes or to increase production flaiiility:- 

l where that is a shotGIl in forecast non source spa& capacity at an 
opaaing company which can be met by manuActun efscwhcrc. 

. Factory closure 

l Cost or market pressures which squire a change in product sourcing 

. Short tam demand duk to opportunity busintv or a crisis at a major 
plant. 

Where are any of these situations arise the folIowing alternatives are examined 
to determine which provides superior return to the Group 

l Switch manufacture to a source with surplus capacity and accept a 
different pack size 

l Switch manufacture and acquire change paru in order to maintain the 
source pack size 

3. RAfIONALISA-kN OPPORlU?+TlZS 

3.1 Plant Capacity 

Taking King Sire Hinge Lid as the key area cumnt foraxsts show that there 
is unlikely to be any rho&II in major piant production capacity compared to 
tequirunents throughout the plan period 

2OKSHL 1994 1995 1996 1997 1998 

B&W 
Rcquircmcm 30.1 35.8 40.4 45.3 51.6 

Capacity 35.5 44.2 46.6 51.3 52.0 

souu cm2 
’ Requirement 25.0 28.7 30.5 31.9 33.5 

Capacity 42.5 42.5 42.5 42.5 42.9 

BATCF 
Rquimncnt 15.0 16.7 18.1 19.4 20.7 
Capacity 17.8 21.7 21.4 21.4 227 
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Southamplon 
RqUirMlcnt 
Capacity 

34.a 39.4 47.9 54.9 62 4 

36.7 39.8 49.6 54.9 63.3 

7.1 9.4 7.8 7.8 7.8 

9.0 10.0 10.0 10.0 10.0 

Impcriai 
Requirement 1.9 1.9 1.0 1.8 1.7 
crPa+ 3.7 3.7 3.7 3.8 3.9 

Note: Requirement is sales foncasr plus canringenqv of a~ least 10%. 

Since each major location can mecf its production rquircment there is no need at this 
time to re-source any production volume on purely capacity grounds. Howcvcr, this 

wiU be kept under review as forecasts and production requirements change. 

4.2 FACTORY FUTIONALISAI?ON 

The key area is Eurkpe and the potential closures of B~ssels and Fiiand. 

4.2. I Closure of Brutsck 

75s is being examined as part of Ihe European flexible manufacture study. 
There are two pc~ssible sources for Bfusscls KS HL Compact manufacture: 

* Southampton. Compact. There are no pack size implications for this 

alternative. 

BATCF. Standard and Super Compact. The alternatives which are 
being studied are:- 

Supply Super Compact. This would meM changing BATCo pack 

size in EC and Scandinavia. However. this change could be seen as 

a move towards a European Super Compact standard. but this 
standard would inhibit Southampton production for Europe in the 
fumre. The marlcctiig implications of this change are being htnher 
studied. 

Supply Compaa. This would invoive movement of 
ma&nay From Btussds or changing existing BAT- machines to 
Compact (approximate cost UOO.000). Either case would cause 
some reduction in operational &xiiiIity at BATCF, though this is 

not tikcly to be significant. 
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4.2.2 Closure or Finland 

Due to EFTA tarifTbamSers, Switzerland (Super Compact) may prove to be the 
most cost effaxive aitcrnativc source. Indications are that Super Compact 
would be acceptable for the Fbmish domestic market, where compctiton have 
a similar pack size. but the implications for export markets. such as Norway, 
arc being fWur examined. 

However. if the fman&l implications of Swiss manufacture or the move to 

Super Compact prove to be unacceptable. then other alternatives are to:- 

* Source from Brussels (Compact pack size). working to minim& the 
taritl?mpliutionr until Finland joins the Common Market. The costs of 
this option are being studied. 

. Change to Compact at BAT Suisse at a cost of approximately tjSO.000 
and an increase in vatiable material costs of around fX.000 per year. 
If Compact were market acceptable in Switzerland, this would increase 
BATCo sourcing flexibility in Europe in the short tctm and could also 
facilitate closure of BAT Suisse in the longer term. 

42.5 Other Fac!ary Closures 

Factory ntionalisation is also under review in Brazil. Germany, Caribbean, 
Nigeria Pakistan and Central America Since these are either intanal or within a 
region with consistent pack size, there are unlikeiy to provide opponunities for 
pack size rationali~tion. 

4.3 COST BASED PRODUCT SOURCING 

Where pressure to reduce product cost cannot be satisfied at the existing 
source. transfer of manufacture to a lower cost source will be studied. 

Within BATCo, Hilton sourcing in the Longer term is under review in order to 
meet forecast demand at minimum cost. Currently Southampton sourcing is 
planned but, amongst other options. the potential to source Hilton thorn Brazil 
is being studied. Hilton is a market sensitive product where change to the pack 
size is not acceptable and thus the cost ofchange patts to BATCo standard 
specification for Sousa Cruz machinery and the operational implications to 
Souza Crux manufacture will be taken into consideration. 
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B&W ha& had cxplorrtory disatssions with Sowa Cruz as an aitcrnarive 
source for that part of B&W manufacture for capon which is not source 
sensitive. Protion wouId nead to be made at Souza Gnu to match B&W 
spccificistions. but this would dso have the berm3 of-~casing overall Group 
sourcing f? exiiiiity. 

If these options prove to be viable, Souza Gnu would have the facility to 
produce their own tizc. BATCo Compact and B & W Compressed, which 
would signifkmtly incrcwe Group sourcing flenbity. 

4.4 SHORT TERM DEMAND CKANGE 

4.4.1 Opportunity Markets 

Opportunity markets arc frcqucntly source and pack size flexible. Given this 
flexibility, there is consideral to be suflkient King Sii Hinge Lid capacity 
within the Group to respond to porenriai opportunity markets. Thus, there is at 
present the foilowing surplus capacity:- 

Billinn 
Ciparect# 

EATCo Compacr 13 
BATCF Standard&per Compact 2 
B&W Compressed 5 

souza CNZ 17 

Me: BATCO surplus capacity is for ail plants. 

Souza CIUZ have increased their sourcing flexibility further through an exercise 
with Malaysian Tobacco Co. MTC have successt%lIy produced 9 million 
HolIywood far a Souza CNZ expoon market and are now established as a 

‘9 
- 

potential source where market demand allows a Compact Pack to be used. 

4.4.2 Crisis Sourcing 

The marketing view is that in a ctisis. change in pack size is genazlly 
preferable to failure to supply the market. However. provision should be made 
for appropriate market communication e.g through pack insms. 

Group Disastn Ra;ovay sourcing is currentfy under review by B&W. The 
two key areas are Macon and Southampton. since other major sources e.g. 
Brazil. Singapore and Germany. can be covered for key brands either intemaI.ly 
or by other sources with the same pack size. At Macon and Southampton. 
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product is market sensitive to size and in Southampton’s case it is also source 
sensitive. 

i . 

For Macors there arc agreements in place with two competitors in US for 

sourcing of ky bnnda. These are currenlly under review to strengthen than 
and aplorc the potential to extend than to a third sounx. Discussions hmc 
also started with Souza Cruz for sourcing of other bnnds, which would 
indude provision of change patts to bring Souza CNZ manufraurc in line with 
Macon. 

At Southamptos the potential to enter into similar agreements with the UK 
wmpetiton is under review. when the volume which could be sourccd corn 
UK in a crisis bas been established. it can be determined the atcnt to v+ich the 
remaining volume required can be sourced within BATCo without pack size 

implications. 

5. DIGITAL AR’TWCIRK 

Considerable progress has now been made amongst Group companies. most 
not&y by E&W. An agreement has now been reached on the hardware 
platform Apple Macintosh and there is a trend to adopt the B&W process 
system. 

The progress towards completion made by each Group company is estimated 
to bc as follows: 

B&W 95% 

BATCi 25% 
BATCO 5% (2O?Y, in Europe) 

souza CnK Not yet started 

Impetial Not yet staned 

This measure is based on BAT control of the prows from origination to 
printer. However, in addition there arc many instances where printers locally 
have independently digitised amvork. 

All companies are working towards digitising all new artwork. though the 
process of retrospective digitising of all old work could take several yw. 

SM.&ken 
11.11.93 
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