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Note to TSG 
Throunh Mr.N.Davix 

BAT Mrnufacturinn Caoacitv - Interim Rmort 

1. PurDost 

The purpose of the report will be lo determine Group production capacity to meet 
forecast sales and surge demand over the next four years and hence to evaluate the 
need for Group machinery investments on capacity grounds. 

This interim report summakes the current Group production capacity and outlines the 
effkct on this capacity of new technology and old technology machinq, diikrent 
product speci&aCons and the potakl to increase capacity thraugh longer working 
hours. However more detailed information is required in these areas and a 6nal report 
will then be issued. 

2. Backmound 

This interim report is bved on the information contained in the B&W Manrdaauring 
Capacity Report 1993, but uses machine utilisation as a Single measure to summa&c 
the time for which a machine is used in order to meet the sales forecast as a ratio of 
the time for which it is available for use. rather than separate sales fom capacity 
and r-e figures. 

However, utihation can be calculated in a number of diEbrent ways depending on the 
factors which are taken into consideration e.g. working hours, time for cleaning or 
maintenance, machine performance etc. For the purposes of the 6nal report, it is 
proposed to use the following definitions of machine utilisation. 
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Demand 

Normal Utilisation 

Maximum Utilisntion - Demand 

- Saks forecasts, including contract manufacture, but 
without any production or other contingencies. 

P Pmmd 
Normal Capacity 

Where “Normal Capacity’ is bssed on current 
working hours, adjusted for time used for cleaning, 
maintenance, without any additional overtime or use 
of surplus machinery. 

Maximum Capacity 

Where “Maximum Capacity” is based on maximum 
working hours which can be achieved on a permanent 
basis. This will vary from one site to another 
depending on local environmental, legal or other 
restraints. 

Tn this interim report machine utiisation figures have been calculated from the B&W 
values for sales forecasts and production capacities of major Group companies. It 
should be noted that, in contrast to the detlnitions above, the B&W sales forecasts 
inciuded a production contingency usually 10% and the capacities included some extra 
overtime or additional shift working. Thus the calculated utikation figures in this 
report Al not be completely consistent with those in the final report, but they do give 
a general view of the overall Group position. 

However utilisation figures calculated for the Group as a whole can give only a limited 
view of the actual situation at individual Group companies. Sii machinery is not 
rudily fkxiile f+om one product specification to another, overall utilkation figures do 
not ident@ where shortfalls or surpluses may exist for a particular product 
specification. 
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When considering Group production lkxibiity, the key product speci&ations arc King 
Size Box a& King Size Soft Cup. Demand for King Sii Box is forecast to increase 
from 32% of total demand in 1994 to 42% in 1998. King Size Soft Cup, on the other 
hand, declines born 38% to 32% over that period. These changes reflect the 

incrtig demand for King Size international brands in Hinge Lii versions, though 

there remains a strong regional demand for other product specifications e.g. demand 
for non King Size or Super Long specifications is still 16% of total demand in 1998. 

The Cnal report will tiedore concentrate on the King Size product specifications, 
taking into account where there are different detail spec&ations within this segment 
e.g. Compact, Super Compact, Compresxd Pack sizes. 

The final report will also emphasise the utilisation of new technology machinery since 

it is these machines which are more likely to provide the noxssary product quality and 
output to ailow Croup sourcing tlexibiiity and which are more capable of being 
transferred Corn one Group location to another if required 

In this rm machinery is categorised as new technology where speed is greater than 

7000 cigarettes per minute (or 350 packs per minute), intermediate technology from 
4000 cpm to 7000 cpm (200-350 ppm) and oid technology below 4000 cpm 

WJ ppd. 

There is considerable interest within the Croup to move towards longer working hours 
to improve machinery utilisation in gend where additional capacity is required, or to 
produce maximum return on machinery investment. Extended working hours can be 

very cast ctkctive where wage costs are relatively low. However, this may not be cost 

eBktive compared to machinery investment where wage costs are high or where there 

are Iarge dditional shifI or overtime premia required. 

The Cnal report will include Group capacity figures based on maximum utiiisation 

defined above, in order to indicate where sourcing ilexiiility cuuld be achieved. 

3. Conclusions 

3.1. Based on the B&W figures, there is an overall Group machine utihsation of 

77% in 1994, rising to 78% in 1998 (Appendiil). 
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In the key KS HL segment, machine utilisation is 72% in 1994, but this rises to 
81% in 1998 reflecting inwed utilisation at every company except IX There 
is thus overall spare capacity over the next four years, but there is considerable 
variation f?om one company to another. For example in 1994, BATCo A&B and 
Souta Cruz are shown to have only 59?h utiIisation, whereas BATCF has 84% 
and B&W has 85% utilisation (Appendix 2). 

3.2 Although there appears to be little need at this time to invest in additional 
machinery for overall capacity purposes, investment will continue to be required 
e.g.: 

l Replacement of old technology machinery, particularly where it is still being 
used for international or for drive brands 

. Quaiity improvanent 

l Non standard production, such as Long Sii Belmont in Venezzxla or niche 
products such as 30s p&s 

l NBD. where there is generally a reluctance to consider transfm of old or 
intermediate technology machinery. 

3.3 Group Production Capacity is achieved through a mix of machinery. In 1994 63% 
of overall capacity is planned to be f?om new technoiogy machinery and this is 
forecast to rise to 74% in 1998 (Appendix 3). 

Within BATCo, indications are that where new technology co exists with 
intermediate or old technology machineq, then the new technology machines will 
be very highly utihai The only situations where new technology machines are 
not highly utilised is where they are used as single machines for non standard or 
niche products when it has not been possible for the product to be made elsewhere 
for cost or other reasons (Appendix 4). 
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Since older machines will have little or no book value, they will tend to be retained 

as a reserve but not crewed. The extent to which new techndogy machines art 
utiliscd for the key product specifications will be addressed in the 6nal report. 

3.4 Some Group companies have already moved to extended working hours 
(Appendii). It is likely that there is still pot&al to extend this process to other 

operating companies, particularly whqe there is a low cost environment and where 

there are capacity pressures e.g. Chile, Indonesiq Venezuela However, mover&t 
to the full Ubcriandia 3 stziA 7 day week may not be feasl’ble in many companies 

due to the additional costs involved. 

The final report will include Group capacity figures based on the maxjmum hours 
which a plant could achieve on a permanent basis. 

3.5 Variations in product specifkations throughout the Group remain a constraint to 

Group production flexibility. In these circumstances, opportunities to increase 

Group machine utifsation can only be addressed on ankdividual basis. The broad 
product segments used in the Group capacity study do not provi& enough detail to 

allow this to take place. To achieve this levd of control, a group wide data base of 
production capacity by product specification would be required, updated on an 

annual b&s. This could be achieved through an extension of the existing BATCo 

system which holds records of each production capacity by product spazi6cations 

for each fictory within the Group. (Appendix 6). 

s. M. A.IKEN 
3.5.94 
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