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A meeting todiscussProjectStem was heldon Thursday 9th September 1993 inWindsor House.

Present: ?tfrM F Broughton, Mr U CrV Herter,Mr D P Mvey, Mr B D Brunley, Nlr N G
Brookes, Mr A Monteiro de Castro,Mr B Levitt,Mr T E Sandefur,Dr B Schweitzer,
Miss H C Barton(Secretary)

Mr Broughton'sii)trodtictioii

1. Mr Broughton introducedthemeetingby sayingthathe had no pre-conceivedideasabout
the outcome. Most structurescan be tradetowork withcommitment, and no structurecan

work withoutcoiiunitmr-nt,thereforehe islookingformaximum commitment. A de6*)Sion
isunlikelyto be reachedtodayas he willwish to retlecton what he observesand hears.
Neverthelessa decisionwillcome out ofthediscussiontoday.

2. As background, Mr Broughton took extractsfrom theGroup StrategyReview toshow the
strategieswhich are alreadyagreed.As a rmit of thismeetingwe must eitheragree to
implement theseagreedstrategiesor make proposalsto theBoard tochange strategy.The
most relevantstatementswere from "organisingfor competitiveadvantage':balance
between co-ordiiiatioiiand decentralisation;regionalstrategy;and manufacturinglocation
strategy.As a resultofthediscussionsbetween Miss B2rton and each TSG member, and
at theCEC, the followinglistof issueshad been developed fordiscussionduringtheday-
cultureof decentraii,;ation,end marketcontrol;"zones of influence";brandowner concept;
sourcing and capacityplanning-.maiiageiiientijiformation;and performance measurement

and motivation.

Mr Ecrier'sProposals

3. Nir Herier setout hisideason organisationas an outlineforthediscussion.The three
currentprinciplesof organisationare:OperatingGroup; the brandowner; and theTSG for

strategy,centralco-ordinationand conflictsolving,

4. There isclearresponsibilityformarkets,and no conflictor duplicationof effort,in US,
Gerniany,Bra7iland Canada and where thereare BATCO operatingcompanies. There is
conflictand duplicationofeffortinexporimarkets. There isleastconflictinJapasi@South

Korek Italy,China and TaiwarL Despitethe conflict(orbecauseof it?)BAT has been
successful, butlesssothanPM. PM ismore ccntraliscd,tlicreroreitisvalidtoaskwhether
BAT would have done betterifithadbeen more centralised.Mr Herter believeswe would
not have done betterin US, Canada or Brazil.We may have done betterin Germany

because we concentratedthereon doniesticbrands for too long,and similarlyin some
BATCO operations.However he believesthisislessa structuralproblem and more a
management problem,and isbeingresolved.
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S. Mr Herter believes we should plan to build on our strengths and to overcome our
weaknesses. This means tacklingtheexportmarkets,treatingthem as domesticmarkets
and avoidingthe duplicationof effort.We have been discussingitforyears. The
environment has changed and a solutionisoverdue. Each exportmarket must be managed
as a domestic market with a singlemanagement. If we stay with the Operating Group

structure we must decide wwch one isresponsibleforeach market. The market manager is

then responsible to the Group as a whole and not just to his Operating Group. He must

selectthe appropriate brands from the totalGroup portfolio,and thereforehe needs to

know the Group profitabilityofthe market.

6. Mrnerter believes we must stay%viththe brand owner concept ratherthan having a central

Marketing Director. The brand owner should be responsiblefor concept development (i.e.,

communication), and the product and pricingstrat4es. This does not mean tellingthe

other operating groups what to do as thiskillscreativity.One strength ofdecentralisationis

thatwe can use the creativityinMarketing around the globe. This should be channelled by

the brand owner disciissinghis strategyand plans with the other Marketing Directors. Only

disagreements need the interventionof the TSG. To setprioritiesbetween brands, we will

also need to know the profitabilityof the brands. There should be a fullday discussionof

the lBs at the TSG arch September, where the brand owner would present his strategyfor

the next year.

7. The CEC sees bidividualoperating group capitalexpenditure plans and proposals but no

overall group view. Mr Berter proposed that the rour production directorsshould be

asked to put a group view to the TSG on capacityplanning and product sourcing.

S. Mr lierter does not believethat we should adopt an extreme solutionas we would lose

many of our strengths,not resolve our weaknesses and maxirr@se disruption.

9. Mr Broughton opened the general discussionby saying that he believed there was general

agreement on end market control but itwas not clearto him that everyone meant the same

thingby the same words.

TSG Members' Oliening Statements

10. Dr Schweitzer believed thatwe should trke account of our cultureand history. We have

strong local brands which are developing into regionalbrands and we should therefore

move to a regional organisation. The brand ownees prime responsibilityis to develop

brands, and thererore "brand developer" would be a better term, to avoid the impression

that he has totalcontrol over the brand. Ile supported the development by Lucky Strike

into an InternationalBrand but did not believethat we yet have the right product or

communication. An TB isdefined by how theconsumer perceives the name and the pack.

11. Mr Sanderur agreed that each market should be managed as a domestic market. Itishis

basic beliefthat any company willfailwith lack of goodwill and mutual respect. Any

organisationcan be improved but structureisno guarantee of success. For example, RJP,

has an almost identical'stnictureto that of PM but itis lesssuccessrul. Both work with

USIBs and lack UKIBS. PM manages Marlboro centrallyand RJR manages Camel

centrally. HistoricallyPM had a stable management team with mutual respect and

consumer focus. PJR lost itsway in the 1970s as a resultof a competition for CEO

succession. leading to internalfocus, "turfwarfare' and the eye being taken ofrthe businCS3.
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12. Mr S2ndcfur saw themain advantagesofBAT beinga betterbrandportfolio,a trulyglobal
company, 'alarminglypleasant"with farmore localautonomy and fasterdecisions.The
main weakness isthe lackof welldefinedaccountabilityleadingto misunderstandings,turf
wark talkbeingabout peoplefatherthanAboutcompetitiveproblems,and mistrust.

13. Mr Castro believed we should capitaliscon our decentralisationstrengths and that we
should balancethe importanceor iBs relativeto regionaland localbrands. lEs main
concern was the conflictinexport markets. The rightbrands roreach market shouldbe
chosen ignoringproduct sourcingand thebrandsthathappen to be owned by the Operating

Group. Thisleadshim to a decentrarisedmodel an a regionalbasis.The conceptof annual
brand owner presentationsto theTSG can alsobe used withintheregions.The regions
should reportto one person,a regionalleader,who isnot necessarilypartof an Operating
Group. Itwould be necessaryto know theprofitabilityof each rnarket@even ifthereis
some double-countingof profitsin the management accounts between sales and

manufacturing orSFinisations.

14. Mr Bramley pointedout thatPM iscentralisedonlyforMarlboro. He thoughtthatthere
was agreement on deccntralisation but we need to agree what should be centralised and

why. He believed we should centraliscthose thingswhich give us competitive advantage@

for example, brand managenicni and trade marketing. The Operatin8 Group structurewas

establishedbecause the Group was diversifyingand they were going to be nationalholding

companies. Now that we are concentrating on tobacco again, we should question whether

itisstillthe rightstructure.

15. The roles of B.A.T Industries and the TSG should also be qticstioned. Mr Bramley

believed that the tobacco business should be structured as if it were a free-standing

company. The TSO should be the tobacco board with more accountability.Itshould know

the proritabilityand cash flow or markets. There should be central co-ordination of

Marketing, R&D, Leaf and Trademarks. Mr Herter would then be surrounded by people

with tobacco expertise,and be in constant contact with the market and the issues,and not

riskbeing isolated.

Marketing

16. Mr Flerter commented that a centralMarketing Director would be responsiblefor about

seven lBs while responsibilityfor the other brands would remain in the Operating Groups,

and that thiswould be another source of cordlict. Instead of having one Marketing

Director,he would prerer to continue with four,each responsiblefor lBs and domestic

brands.

17. Based on personal experience,Mr Sandefur said thatthejob of centralmarketing ofecer is

extremely difrictiftas it depends on receivingthe information to assess the needs of each

localmarket. It would be betterfor the TSG to agree the policy and strategyand leave

detaileddecisionsinthe market where the knowledge is.

18. Mr Herter believed that,while it is not concerned with operations in any particular

country, the TSG is adding the additionalrole or becoming a management and decision-

making body concerned with high lcvel questions of co-ordinationand strategy. This

impliesthatitneeds to meet inoi-eoflen. The previous rB planning niectingsdid not work

because they did not niake decisions.
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Productlon

19. Mr Broughton saw a distinctionbetweenMarketing and Production.Marketingis the
businesswe are in and the number ones are responsiblefor theirmarkets. Thereforea

MarketingDirectoesrolewould be difricultand itwould probablybe betterto have co-
ordinationbetween thefourMarketingDirectorsata TSG or Tobacco board meetingmore
frequently.The positionwith respectto Productionislessclear.Some factoriesare
specificallylocalbut forthosewith a highproportionof exportswe need the abilityto
change source,standardiseand mtionalise.

20. Mr Broughton asked,ifthe regionisaccountableforsalesand marketingwithinsome
conrines,and iscreditcdwiththetotalgroupprofitonitssales,whereistheresponsibility
forthefactories?

21. Mr Bramicy believedthatifa factorymanufacturesforthe domesticmarketitshould
reportto thenumber one inthemarket.Ifnotitshouldreportcentrally,eithertoa
ProductionDirector,or (asinBATCO) toa MarketingDirector.Itisa problemifone
company reduces itssalesforecastcausinia factoryinanothercompany tomake lessprofit.
BATCO istryingtodevelopalternativemeasuresrorthefactorymanagement.

22. Mr Ilerterbelievedthattheday-to-dayfactorymanagement shouldreporttothemarket
management but capacityplanningshouldbe centralised.

23. Mr Bramley observedthatmanufacturingprojectsfrom theTSG aregivento a varietyof
people.He believedone individualshould be responsibleformanufacturingstrategy,
includiiigcapacityplanning.modemisa6on ofplans,machinery.pack sizesand purchasing.

RegionsI"Zones"

24, Mr Castrodidnotthinkthattheregionalco-ordinat.orsshouldbe inLondon. Ifthe
regionalleaderwas alsotheGM ofonecompany intheregion,thiswould eliminateA layer.

25. Based on hisexpericiice,Mr Broughtonbelievedthatitwould beverydifficulttocombine
bothrolesand would leadtoconflict.

26. AtrBrtinleybelievedthatthemeritof team work in thecentrebetweentheregional
leadersand the smicc advisersoutweighedthedisadvantagesof notbasingtheregional
leadersintheirregions.Italsocutsouta layerofmanagement and islesslikelytoleadto
duplicationbetween theccntrcandtheregions.

27. The derinitionof regionswas discussed.Mr L-evi(texplainedthatthedifferentbusinesses
withinImasco have differentregions,withdecisionsmade at the levelwhichgivesa
competitiveadvantage.Ingeneral,countriesmatterlessthantheyonce did.Marketscan
be lessthanwhole countriesormore thanone country.

18. Mr Bramicy bclievcdthatwe needdifferenttypesof managersfordifferentregions,for
example,intl)cFar Eastas opposedto inAfrica.An attemptwas made inProject
Rubicontodesignregionsso thatsome modiricationscould be made, forexample,to
which regiontheMiddicEastwas in,withoutafrectingtheRBU structure.Ifstrong
regionsreportedto a B.A.T Industriestobaccodivision,therewould be no needfor i-n
BATCO. C:)
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29. Mr Broughtonthoughtthattticmost difficultregionstodeirinewere Europeand theFar
East.Therearetwo *Europes'withGermany inboththeEC and ineasternand central
Europe,butverylittleincommon betweenthetwo extremes.Japanisin theFar East,
butitsmarketisso Americanisedthatitmakes senseforB&W toremainresponsiblefor
it.Itwas generallyagreedthatitmade senseforB&W tocontinuetobe responsiblefor
Japan,Korea and thePhilippines.

30. A map of theworldwas discussedwhich showed a possibleaocationof marketsto
OperatingGroups.Mr Berierexplainedthatitbuildson theOperatingC;roups,towards
possibleregionsforthefuture,withoutchangingeverythingallatonce.

31. Mr Broughtonaskedwhetherwe shouldmove straightto a regioncalledEurope or
evolvetowardsthatby initiallygivingBATCF responsibilityfortheEasternEuropean /@o
markets.Dr Schweitzer,Mr C2straand Mr Bnniley thoughtwe shouldmove strai
toa Europeanregionwitha regionalleadereitherintheUK or on thecontinent.Mr
lferterthoughtwe shoulddeveloptowardsthatby givingtoBATCF and toBATCO the
responsibilityforthemarketsaboutwhichtheyhave thebestknowledge.

32. Mr Castrowas concernedaboutthepsychologicaleffecton Souza Cruz of being
allocatedonlyCuba wheretheyhaveno business.Mr Bramleyagreedthat,ifwe were
nottomove immediatelyto a LatinAmericanregion,itwould be betterto selectsome
Mercosurmarketsand allocatethem to Souza Cruz. Inthemedium term itshouldnot
mattertoSouzaCruz whetheritisresponsibleforothermarketsor not,sinceif the
systemworks as intended,therewillbe good exportdemand forSouza Cruz products.
]Howeverin theinterim,sincethisisnot theway thingshaveworked in thepast,it
would be bctterto aflocatesome marketsinordernottodemotivatethe management
tem.

RoleofB.A.T Industries

33. Mr Aliveybciie%,edthatB.A.T Industries,withmore thanone business,gave a higher
returntoshareholdersthan(liebusinesseswould demerged.

34. Mr Bramley thoughtthatmany ofthefunctionsinB,A.T Industriesshouldbe delegated,
forexample:TechnologyRcvicw;EnvironmentReview;Training;Trademarks.Much of
thiswork isco-ordinatedfor,butnotreallyowned by.thetobaccobusiness.

35@ Air Brougl)tonstatedthatmany ofthereviewswere groupreviews,butitwould be better
iftimetablesallowedthcintogo totheTSG beforetheywenttotheGroup Board.

Motiv:ation

36. Mr Levittbelievedthatpeopletendtodo what theyaremotivatedto do,and therefore
incentivesshouldincludea mix of company and regionalfactors.An attemptshouldbe
made totailortheractors(otheelementsthatthemanagercouldcontrolorinfluenceand
thatthereshouldbe a heavierweightingtoregionalandgroupfactorsforthemom senior
managers.

37. l@IrSaiiderurbelievedthatseniormanagersin thegroup's'ccntresof excelienr-e"are
motivatedby theirbeliefand involveimentinBAT.
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Man2gement Iiiforitiation

38. Mr Brougliton saidthatwe had moved toorarto managing thegroup by legalentityand

thereforetheCEC didnot receivecertainusefulmanagement information.This istiedin
with theremunerationof theBoardsbased on OperatingGroup profit.Brand profitability
and cash flow isnceded toadd to market and then regionalprofitability.Tllcmarket
manager should be creditedwith thegroup profiton a brand whether he manufactures
theproductor not.Brand profitabilitywillalso be availableat thecentre,with the

Tobacco management board havingto manage the matrix.

39. Mr Ailvey pointedout thatthe statutoryaccountswould differfrom the management

accountsfortaxand borrowings reasonsbut thetwo must be reconciled.Care willalso
be needed in countrieswhere we have a minorityshareholdingto which the local

manager alsohas a responsibility.

Use of the BAT name

40. Itwas agreed thatchanging company names to includeBAT shouldbe consideredon a

case by case basis,and thatnew companies shouldtake theBAT name. Dr Schweitzer
saidthatthe British-AnicricanTobacco name would be usefulon hispacks as itwould
give a good message to theconsumer. Mr Castro thoughtitwould be good to have the
British-AinericanTobacco name on allpacks of Lucky Strikeand Kent. Mr Herter
thoughtthatwe couldbenefitfrom the qualityof the name as advertisingrestrictions
make itmore difficulttocommunicate. Mr Sandefur saidthathe would be happy touse
the name in the US. Itwas agreed thattheuse of the name would not be dictatedbut

maximum use shouldbe made of it.

Conclusions

41. Mr Broughton summariscd theareasofagreement as:

a) Decentraflsationispartof thegroup'scultureand one of our strengths.We should
continuetopush authoritydown tothemost appropriatelevel.

b) ncre isa need forimproved accountabilityon an end market basis.

c) Differentmanagement informationis requiredwith the market manager being
creditedwith and incentivisedby thegroup profiton thebrands soldinhismarket.

d) 'ne brand owner conceptremains valid,allhoughmore as a brand developer,with
responsibilityforconcept,product,pricingand communication.

e) Thcrc isnota coiivincingcase fora centrallsedmarketing
.
function.

N
ICJL-

f) There is a case for a centralisedrole covering product sourcing, capacity planning
and perhaps R&D. This isnotthesame as a Group ProductionDirector.

g) A regionalstnictureislikelytoevolve althoughthereissome disagreementabout
the basisand how quicklywe shouldget there.The term "zonesof influcn=' is

more appropriatethan "regions*.In theinterimwe shouldcontinueto use the four
management tcarnsthatwe alreadyhave to manage theevolvingstructure.
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b) The TSG shouldevolve more towardsa Tobacco Management Board.

Implementation

42. It would be idM to budget, and to agree Directors'Incentives,on the new basis.In

practicewe willnot have the m=gement informationintime. We could eitherbudget

on an estimatedbasisor wait for bettermanagement informationand then switch.Item

was a generaldesireto pressahead and implement from the IstJanuary 1994, but itwas

recognisedthatthiswould not be poisiblein some of the more difficultmarkets (for

example, easternEurope).

43. Mr Herter proposed that we could announce a change now for implementation in

January 1995 togive good time for implementation.Mr Broughton said thatthe longer

the processwould last,the greatertheopportunityto spend tiinedefiningthe regions.A

projectteam could think through the critcriaand look ata realworking structurebefore

definingthe finalregions.For example, while itmight make sense now for B&W to

have responsibilityror Syria and Lthanon, over the longer term it may be betterto

manage Arabia as one unit.The CEC would then need to match individualswith the

tolesidentified.

44. Two typesofplan are needed. Firstlya conceptualpaper settingout the criteriafor,and
a recommendation of, the responsibilityfor each market, and a blueprinton how to

move forward,saying how each Operating Group should go about itsplans for those
markets.Mr Bramley suggested thatMr Norsworthy had relevantexperience from his

work on Rubicon, and hiswork forMr Adains on the reorganisationof the Far East.He

will contactMr Norsworthy and arrangea meeting with Mr Herter and/or Mr

Broughton. The Operafing Group Chairmen suggestedthatthe conceptual paper could

be produced withina month, agreed ata furtherTSG meeting, and from thata visionof

the ruttimcould be cominunicated. Mr Herter thoughtthatthiswould take a year rather

than a month.

45. Before implementation,plans would need to be made by each Operating Group for the

myriad practicaldetailssuch as EDP, control,manuals, settingout who would pay the

salesman, how invoicingwould be carriedout,the priceand terms, how to deal with

locallicensesby thirdparties.nese plansmight be co-ordinatedby NlissBarton.

46. A financialpaperwillalso be needed settingout thecostsand thebenefilswhich should

be considerablerrointhe opportunitytocut overheads.

47. The OperatingGroups will,in the interim,continuetoplan on theexistingbasis.
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Coinmunic.ition

48. 71c management tmns are waitingfor the otitcomeof the meeting.Itwas agreed that
the TSC members shouldsay thatmuch progress had been made. Consensus has been
reached an theconceptof end market control.A feasibilitystudywillnow be made and
ifimplementationispossiblewe willdefinethestagesand timescaleforimplementation,
includingwhich individualsor management teams willbe responsibleforwhich markets.

We would evolvetowards*zones of influence",the territoriesin which would not
necessarilybe condgitous,and the responsibilityfor theseterritorieswould liewith the
current management teams rather than with the Operating Groups. Mr Bramity

suggestedthatitwould be usefulto have a setof Qs and As.

Action Plan

49. Dc actionpointswcre that:

a) Mr BraitileywouldcontactMr Norsworthytodcvelopa conceptualpaperwith
Miss Bartoti.Thispaperwillsetout:

• thepriilciplesby which the end inarketswillbe allocatedto management
teams,intheshortterm,and in thelongerterm ifthisisdifferent;

• theproposed allocationof markets based on theseprinciples;
• thepracticalissuesthatwillhave tobe addressed,and thestepsto be taken,

market by market,toimpleiiientend market control;
• identificationand considerationof those strategicfunctionsTeqUiring

directionand/orco-ordinationfrom thecentre;
• therolesand responsibiliticsof the management teams and of the Tobacco

Managemcnt Board.

b) inorder tomove towardsa definitionof [Bs,and to assistin priori6singthem, Mr

Br:imleywillask Mr Bingham to preparea reportfor thenextTSG meeting on
the to(ajgroup-widevolume and market shareof thegroup'stop 20 brands (IBs
and domesticbrands)by market;

c) Each OperatingGroup willexaininetheappropriatenessof extendingtheuse of the
"British-AmericanTobacco" name;

d) the OperatingGroup Cliairmenwillstartto thinkabouthow they willplan the
dctailedlogisticsof moving toend market controlwithintheirown businesses;

e) the Finance team wills= to thinkabout thefinancialimplicationsand about
manageiiicntinformationrequirements.

TICB Ln
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