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Welcome to the first
Battalion Bulletin!

by Ulrich Herter

Over the past two months vou will all have been made aware of Froisc: Barralion
through our roadshow and video presentadon programme. In addizon, some of
vou will have been interviewed dirscziy by a senior Baralion Team: Member
accompanied by 2 representatve from our external consultants, Baiz & Co. We
have aiso conducted a separate sesiss of interviews to exarmune in d=:=ii our
markeuing activides. This Bullenr is by way of an interim commun:cz=on o bring
vou up to date, provide some feedback on the Project so far and provice an
outline of where we go from here.

As you know, Project Baralion is civided into three stages. The De2nitor Phase,
completed last April, during which we defined the scope and structurs of the
Project and, in broad terms, deterrnined how to carry it out; the Diagnosac Phase,
in which we were to make an assessmen: of where the strengths anc weaknesses
of our organisation lie, examine ths activites of other world-beatiag companies in
various specific areas and begin tentadvely to map out the decision-making
processes; and the Blueprint Phase, in which we design the changes which will
take us closer to our goal of regaizing the lead in the world tobacco market
within the next 10 vears.

The Diagnostic Phase is now nearing completion and this Bullezn is inrended to
help explain what it has involved. Over 50 ‘broad picrure’ interviews zave been
complered, not including a series of in-depth discussions berween membess of
marketing departments 2l arounc the Group. In additon, we have recaived
invaluable feedback from the operazng company presentaticns.

This fact-finding exercise will give us an accurate picture of the prodiems which
are inherent in our current structurs and which have to be addressec. For the final
answers to these problems, howeves. we must await the ourcome of tz2
Blueprinting Phase, whicr. will be beginning shortly and which wiil be firished
before the end of the vear. '

Over the coming months, a considerable amount of work will be going on as the
various Bartalion Teams sift the da= rom the Diagnostic Phase and consider what
and where we nesd to change. Thess may not be so much visible aczvinv as during
the Diagnostic Phase, bu: please dz aor be concerned that Battalios xzs lost
momenrum. Nothing could be furtner from the rruth.

As vou will see, this edizion of the Bulletin takes the form of a series of questions
and answers which explain these issues and outline the concerns whic: have
surfaced most regularly over the past weeks. [f there are questions thar it leaves

unanswered, please feel free ta make use of our dedicared Bamalion fax ‘hotline’:
44-171-630-2747.

Coansrusd averlosf
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Manvy thanks to all of vou who have conmizuted to Batmalion so far. We -
recurn for more: further staff will become involved over the next few we
aithough probably nor to the same extent as during the Diagnostic Phase. Txe

main obieczive here will be to sound our different wavs of managing those 27225
of the business identified as being of concers, or in which, following carery

analysis of best practice around the worid. it is felt we are not as efficiers or

sffactive as we might be. Project Bamalion has high ambitions and its suecessi
zonclusion depends on our total commizment ro a shared vision. As all or us

within the BAT Group of companies wouic expect the level of commimen:. 50
:zr, has been superb

may

The most diff:cult stages are ver 1o come, duz [ know that, with vour connnued
co-operation. the ability to create a fully conesive organisanion, which wili reazy
a2ip us to reaiise the vision, is within our grasc.

Tris is the firs: of a series of Bulletins which wilj be issued during the rest ¢: e
Project’s imertable

m What is the Battalion mission?

Quize simply, to design an organisation which will allow us 1o operate as a
conesive tobacco company. The Project’s aim 1s 10 achieve the grearest possicie
asgre= of delegation with absolutely clear accountabiliry.

m What is the scope of Battalion?

Project Barralion is intended 1o deliver an organisational structure which aliows
management 1o make the decisions necessary to achieve their objectives in the
quickest and most efficient way.

Barzalion is not simply about establishing a Tobacco Board. In fact, this coul
said 1o be a relatively minor aspect of the axsrcise. It is also about ensuring =
the key decisions and activides that vield us comperitive advantage, or thar
e potcnrxal 10 do so, are undertaken effeczery across the Group.

nave

m What does being the world's number one cigarette company mezr:?
In the first instance, being number one means selling more cigarettes on a giobal
Sasis than our competitors. As more focused brand, trade marketing and

manufacturing swategies develop, we will enter a virruous circle of nising vales
share as well as rising volumes.
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Is it emiisagec that our growth comes at the expense of

Prilip Morris or our other competitors?
The worid trodacco marker is big enough for both ourselves and Philip Morris to
grow and thrive. Both groups together currently account for just 23 per cent of
total world agarezie sales. This leaves three-quarters of the marker, or nearly
4,000 billion cigarewtes, in the hands of ex-government monopolies and other
smallez oft=a natonal. companies. As we become better organised and more
focusec. with a comrurment to excellence in every aspect o: our operatons, we
expect to win share Tom all our compedrors.

m Is the Prcjec: on schedule?

Yes. The Diagnost: Phase was due to finish at the end of juiv. In fact, we are 2
licte ahead o: our pianned timerable. However, given the complexines of our
present Opsrzaing Group structure, the end-November dzts scheduled for

finalising the Biuepninong Phase represents a tough targe:.

@ What was the aim of the Diagnostic Phase?

The Diagnosaz Phass ser out to compile a picrure of whers we are now, how we
perceive ourselves and what, in organisational terms, stards berween us and

our objecave.

m How was this achieved?

Our acuvices wers divided into six areas anc each one assigned a leader or
‘Dnver’. Each Driver appointed a Drive Team, generally composed of senior
managemen: om ail the Operating Groups. The Teams were entrusted with the
task of anaivsing a specific aspect of our organisation and. within that function,
COming 0 scrme2 conciusions as to where our strengths anc weaknesses layv. The
six Drive Teams were Markerng, Production (including Leas, Manufacturing and
Research anc Development), Legal, Finance and Informaton Technology,
Corporate Afrairs and Human Resources.

Strategically, the Diagnostic Phase aiso started the process of idensifving, funcrion
by funcrion anc process by process, what we have to ger right in order to realise
the vision ot becoring the world's number one tobacco compant.

We also begar an examination of how other world-class compan:es operate in
certain Spectic areas.

In acdirion. Bazalion Team Members conducted over 50 ‘broad picture’
interviews with kev maragers around the Group. There was a remarkable degree
of corsistency in the views expressed by the interviewees. The output of these
mesnngs was rerined into a ‘factbase’, which provides a ‘snapshot’ of the current
state of our organisation, how we see ourselves, what we are doing right and
wha: we are doing wrong.

Finaily, we began to ‘map’ a number of key strategic decisions in the Group -

decisions whick. ii :aken effectively and with the right supporting information.
wouid put us one siez zhead.
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m How and to whom was Prorec: Batzalion communicated:?

Presenzanions were made to Operzdng Group directors and senior managers. as well as
many BATCo operating company genera: managers, at Bartalion ‘roadshows’. These
were held in Hamburg, Genevz. Staines. Rio de Janeiro, Singapore and Louisville.

Addidonally, all general managers wers sent a video with which to make a
presentation to semior members of their starr. Feedback and comments from these
mestngs were monitored. So far. a response has been received from over 40
Operanng Companies.

m Are anv Drive Teams considered more important than others?

Clearly markering, including al! the associated processes, such as produc:
developmenr and logistic linkages, 1s an arez which we must get nght in order o
realise our goal. Along with manufactuning, leaf operadons and R&D, which
togecher we are terming ‘Operatons’ curing the Blueprinning Phase. it is an
acavity which 1s fundamental to our business success. We must have an aporopriate
orgarisadion in piace in these key arsas. How we organise our activines in these
“incrions will dictate whart hagpens gisew where. It i is, therefore, our conciusions ir
these kev areas which will be most infiuenzal in Blueprinting. The other areas
will be szuctured in the wav which dest supports these core activies.

Both the ‘Operations’ and ‘Markeung™ Drive teams include represenratives from
each Operating Group.

For example, the Marketing Drive Team is chaired by Paul Adams, working with
Flavic de Andrade (Souza Cruzi, Georg Domizlaff (BAT Germany!, Jimmi
Rembiszewski (BATCo) and John Winetreaner (B&W).

The Operatons Driver is Ear! Kohnhorst. His initial team consisted of Norman

Davis {BATCo), with Sruart Aiken in suzport, Randy Harrison (B&W), John

'me[' (B&W), Erwin Kausch (BAT Germany), Tilford Riehl (B& W'}, Luiz Saboia
ouza Cruzj, lan Snowden (BATCo! ang We—ner Zapf (BAT Germam)

The composition of these teams mav change during the Blueprinting Phase.

m During the Diagnostic Phase. wwky have marketing managers been
;mgzed out for more one-to-one intertiews than mangers in other areas?
Even before Project Bartalior, iz was apparent that a much more co-ordinated
approach to the management of our brand portfolio was essential to compete in
todav’s tobacco markets. Qur markeung acuvinies also have very significant
implicaions for other aspects of our operations and, as such, warranted particuiar
azernon. The ourput from the Diagrosdc Phase has confirmed this per ccprion.

m Houw will the Blueprinting Phase actually work?

Work on analvsing the ourput ‘rom the ‘broad picture’ interviews is neanng
compieaon. Using this informaton. each Drive Team will consider what specific
changes need to rake place in their arza if we are to deliver a fully integrared
organisanon. -
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The inpurt to the Blueprinting Phase will also include worldwide ‘best pracrice”
comparatives and decision mapoing processes. At every stage of the redesign one
key concepr will guide the Teams and thar 15 to achieve the greatest passible
degree of delegation with absolutety clear accountability. The design must ensure
that managers ar all levels are abis to make their oprumum contribution to the
business, within an understood saregic framework.

How will the Teams’ activities be co-ordinated during

the Blueprinting Phase?
Neil Withingron, the Legal Drivez has also been appointed Project Manager
working directlv with the Director of the Project, Keith Dunt. Neil has been given
the task of ensuring thar there is 2 omelv input from those Teams dealing with the
Group's other functions [Corporare Affairs, Finance, Legal, Human Resources
and IT) to the deliberations of the kev Marketing and Operations Teams. This
means an immediare respanse is guarantesd as and when a contribution from
these areas of process management is nesded.

The other funcrional teams, meanwhiie. are moving ahead with derailed
Blueprintng programmes of their own and this will ensure thev are in a position
to deliver common elements across the Group to the Operations and Marketng
Drivers when called upon to do so.

The role of the Project Manager is vital, firstly, because no single aspect of our
operations can be viewed i isolatior and, secondly, because, the work of 2
particular Team inevirably mus: be infiuenced aimost dailv by developments
elsewhere in the Project.

m How are the ‘best practice’ comparatives betng compiled?

With the help of Bain & Co. our managemenr consultants, we aim o complere
our examnination of other successtul companies as soon as possible. This
‘benchmarking’ process will allow us to compare our draft srucrure with thar of
other successtul FMCG internanonal companies. The purpose of benchmarking is
rot to replicats the structure of these corpanies. Far from ic. Instead. by looking
at how other international companies operate, we will ensure thar no potentdally
suitable solution or problem is cverjooked.

From this we should be able to producs a comprehensive picture of how our
robacco operations should be changed in order to compete more eftectively in
roday’s markets, while maintaining the important comperitive edge thar we derive
from the strengrh of our own unique culoure.

m What is the time scale for the Blueprinting Phase?
We intend to have a final Blueprint to present to the CEC by the end of

November so that any changes we nesd to make can be implementsd as early as
possibie in 1996. This was the onginal umerabie.

E How bas the Battalion presentation been received?
Reaction to the Project has been very positive. We have been consistently
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imprassed by the commirment and enthusiasm of the Groug’s managers anc there appears
to pe= an awareness throughout the Group, even in those marxets where our companies
enjov & substandal market share, that this is an idea whoss 2me has come.

On the basis of the early output from the Diagrostic Phase, what
E were felt to be the major factors working in our [avour?

We have not ver completed analysing the outpu: in dezail. but so far we can say that thers
is 2 widespread convicton that we have the brand portrolio, the people, the expertise anc.
mos: important of all. the collective will to allow us to become a much more effective
orgazisagon.

m Ir these early results, whar was perceived 10 be our biggest obstacle?

In g=meral, people believe that our objective demands 2 mors jong-term, more co-ordinaz=d
anc consistent glodal strategy than we currently have oz more importantly, than our
curren: stracture permits. The resules of the Diagnostic Prase also suggest that we lack
stategic clanity. This will be addressed.

E Wha: can [ contribute to the Bluepriniing Phase?
Soms= of vou will be approached for your views on a partcuiar aspect of the
Group's operations.

Trroughous this period it is crucial that our ongoing operzzons do not suffer. We must ail
taxz responsibiuty for ensuring thar they do not.

Lastiv, certain Team Members might need vour support with their dav-to-day
responsibilides. Please help them in any wav vou can.

m How much do our other international comperizors know about Bartalior?
It would be naive to assume that our comperitors ars not awars of Barzalion’s existence.
Howaever, Bartalion is a commercially sensitive inidaave. so please exeraise discrezion.

m When will the next Bartalion communication be?

It is our wish to communicate as often and as openly as possidle. There will be a Baralion
cormmunication, of one sort or another, every month. In the meantime, please feel free o
conzcr us on the dedicared Barralion fax (44-171-630-2747 if there are any questions vou
wan: to raise. We will continue to welcome vour ideas and contributons.

Project Battalion

Windsor House, 30 Victoria Streer, London SW1H ONL
Tel: 0171 222 7979  Fax: 0171 630 2747
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