
1994Key&M: Leaf-SecuritvandEconomyofLeafSugglies

1. DomesticTobacCgProduction

1.1 Quantity:Pt= fordomesticcropmustreflecttheOperatingCompanies
requiremenesfordomesticuse (basedupon theindividualOperatingCompany
durationpolicy)and forexports(seelatermdon on exports).Uncontrolled
expansionwith"thehope"ofexportingany surpluses(icno commitment) is
not acceptable.

1.2 Quality:Plansmust show qualieyimprovementsand how thesewillbe
obtained.particularlywithregardco@nprovinggmde mmout.

1.3 Yield:@,finimumtargetyields/hamust besetforthenextcrop(1995)for
each tv.pe -rown. Yieldsmust show progressiveiinprovement.However,
thesemtlstnotbe tothedetriinentof quality.

1.4 Price:Annualcostofproductionsurveys(tobaccoand competingcrops)must
becarriedoutto estabfishrealisticand competitivepurchasepricesso that
farmers'returnsstimulatetherequiredproductionwithoutadverselyaffecting
essentialfoodcrop_production.Exportpricingimplicationsmust alsobe
considered.

Net returnstofarmersshouldbe competitivewithm@mm achievablefrom
non-tobaccocrops.Returnsshouldbe increasedby a combinationof
improvedyields,reducedrealcostofinputsilabouretc(ieefficiency)rather
thanhavingtoresorttoautomaticpriceincrc=s.

1.5 vL2sterFarmer Sthemes: Where notitreadv@mplemented,each Operating
Company must establisha scheme foriden6f@ingand rewarding(prizes. "
&=tcr rangeofcropinputsavailable.etc)thebetterfarmers.Itisappreciated
thatthesefmmers willhave higheryieldsand better-radeoutrum. However,
plansmust clearlyshow your scheme t;NL-isterfarmer,categoryA farmers,
etc),how you intendto identifythesefarmersandactionstosupportand
motivatethem toachievebetterqualityandtoprovidea ,-=cr percenttaeof
your purchases.

1.6 Afforesmtion:EveryOperatingCompany usin.-woodfuet(forallorpan of
thecuring-flue/ru-c-and forbam construction.etc)must have an
afforesmtionprogramme withtheobjectivesofachievingselfsufficiencyin
wood supplyovertheshortestrealistictimeperiod.Plansmust show =get
datesforselfsufficiency.Furtherspecificdetailswillbeforwardedtoeach
company indue course.

AfforesmLionschemes shouldbe basedaroundf@amerplantings,and where LrI,

f=ible. be supplementedbv company managed plantations.Improvements in C:)

specificfuelconsumption(amountof fuelusedtocureone kc,of tobacco)
must be achieved,icLu,-aetssetand actionsshown.

C:)
CD

BATCO document for Province of British Columbia 23 April 1999

BATCO 00115828



-3.

have tightcontractswithdealers.Thisisparticumy importantnow when
thereisa worldsurplusof tobacco.

2.2 Run ofCrop: Exportsshouldbe runofcropotherwisethereisa dangerof
debasingyourdomesticcigar=equalitywhich isunacceptableinany market
and even more seriousina competitivemart=. Ifexportsarenotrunofcrop
itisdifficulttotrulycosttheseexportsand we would questionyourprofit
figures.

2.3 Price/P@mritabflity:Exportsmust be profimbleon theaccountingbasis
establishedbyBATCO F== (papercirculatedDecember 1991),unlessthere
isan overridingneedforforexearnings,however ifthelatteristhecaw this
mustbe clearlystatedinthe plansand agreedby your Rcoonal Director.
Expons mustbe profitableeven withoutany localcurrencydevaltlajions.
Devaluationsarea bonusand not a remiisdcreasonforpushingexports.

'ne "BATCO LeafExportPolicy',circuluedtoallccportine,Companies onCP
September 1 1993,clearlystatesEbedirectiontheGroup istakin-withre--ud
toexports.The policymust be fo[lowedand any exceptionscan onlybe
approvedby Lmf Depa=ent and theRBU.

,Muginsina normalyearshouldbe mfficientivlame enoughtocaterfor
flucnmringexportprices(iecurrentworld tob@ccosurplushasdepressedprices
in 1994 -r=overy tosome extente@.q=ed in 1995 forflavourtobaccosand
1996/7forfulertobaccos).

2.4 Other Factors:Tobaccoqualitymust beaccepuble.continuityofsupply
must be assured.crop chemicalre;siduesmust be below permittedlevels.
processingspecificationsmust be mm and infestationcontrolswell
established.

2.5 F-YportContracts:i4ewLmf F-%Wn ContractGuidelineshave been
circulated.Each Company must incorporatetherccommendations/poinEs
made indme Guidelineswhen theirrespectiveExportContractsarenext
renewed(usuallyeveryyear).

3. GLT Processins!

3.1 QualityControlProtocols:AllOperatingCompanieshivealreadyreceived
Elienew qualitycontrolprotocols(icmethodsformeasuringprocessing
specificatioas).Thew mustbe implementedso thatyoulwe haveconfidewein
thevariousspecificationmeasurementsreportedand thatthefiguresam
comparableoverour industry.The ww InternationalCoresm screensmustbe
usedastheyarean in@ partofthepraocol.

3.2 ProcessingSpeciric2tions:ALIOperatingCompanies haveal=tly received
thenew processingspecificationtargets.Whilstthesem fortobaccos LrI
purchasedinternationallyby BATCO theyshouldbe usedas a standardby all CD

OperatingCompanies. iviostcompaniesmust plantomeet and evenexceed r -1
LINthesestandardsand thetargetsmust be clearlyshown intheforthcomin,-, r\@
ri
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CompanyPlans.Somecompanies,witholderequipment,mayhave
difficult=intheshort=m. However, inthesecases,progressive
improvementsmustbe showti/smted,actionsrequiredtoachievethis
improvementand a mpt dam setformeetinglexceedingBATCO s=dards.

F-,cportcustomersprocessingspecificationsmust be meL

Itisimportanttoremember thatthedomesticcigarettefactoryisalsoa
customerjustlikeany exportcustomer.

3.3 ProcessingCosts: WhiLstitisfullyappreciatedthatwe need toupgradeplant
and equipmentwiththeknock-oneffectofdepreciation@@ing processing
costs, we must mmain fullycompetitive.Processingcostsinsome operations
arestiutoohighand everyeffortmust be made toreducethese,mr,,versmust
be shown and actionscleadysmtedtoachievethesetargets.

3.4 Infemdoa Control:Good housekeepingand cleanlinessam thebasisof
good infe:stationcontrol.'ne selection,useand storageof infestaeioncontmt
chernic3lsmust be strictlyinaccordancewithBATCO policy(issuedFebmary
1992 withupdatedadditions).

4. Imported Tobaccos

4.1 PurchaseRequirements: AU orders/requirementsforimportedtobaccosmust
be placedduough BATCO Lmf Deparunent,Woidng, who areresponsiblefor
coorfiinaring,supervisingand aendaringpricesforGroup purchases.

4.2 Buying Commi ion: The BATCO Board have agreedEoa smndardised
worldwidebuyingcommissionof 3% which isnow applicabletoaU tobaccos
from aU sources.

4.3 Import Restrictions:Where importedtobaccosareessentw toenhancethe
smoldng qualityof domestictobaccosand thusprovidea competitive
advantage,Govenument pressuretoreduceieliminamimportsmust be msist@.

4.4 World Supply/Stocks:nere iscurrentlya worldsurplusofallrAm of
tobaccoand priceshave,inmostcases,droppedsignificantly;theexceptions
arethomsources witha market supportsystem(egUSA, Canada).

Government bodies/dealersetcinavarietyof countriesan now holding
surplusstocksof tobaccowhich arealsodepressingprices.WhiLstmany of
thesestocksarenotwithinour vradeJprocessingspecificationstheypresentan
opportunityforrequirementsforunplannedbusiness(tendersalesetc).

lvlostmajor supplycountrieshave cut1994 productiontosuchan extentthat
them couldwellbe atleast20% lessfluecuredand 25% lem Buticyavailable
forinternationaltradethisyearascompared to 1993(Orienmitoremain c:@
unchanged,firecuredtoincreasesfiahtly). rll_l
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1995 productionisnotlikelytoincrmse(Orientaltodecrem dramatically)
unlessthereisa majorshiftinoveralldemand and price.Thiscouldcausea
majorsupplyproblemin 1995/1996forqualitytobaccoswitha violentswing
toa shormge simaeionand mpid e=lation of prices.

However, thesicadoncontinuestobe volatileand BATCO L=f Department
willprovideupdatedinformationthroughtheirquumriy review.

4.5 Visits:RATCO LeafDepartmenthavetoapproveand coordinateaJIvisits
from BATCO Operadng Companiestomajorproducingarm

5. Stock DurutionPaiicylStockRe,-isters

5.1 Durations: BATCO OperatingCompanies must establishstockdurationlevels
withinthepolicyauide&esgivenby theBATCO Board,recognl%ingthe
intrinsicdifferencesbetwmn 'fffler"and "flavour"tobaccos,theaaeingperiod
requiredand theuseof twocropblendingforflavourvrades-essential
contributorsto smokingquaeryand hence consumer accepmnce.

However, aivesthevolatilenamre of salesincermiamark= and thetobacco
supplyscenario(seeabove),BATCO OperatingCompaniesshouldwork Hitbin
thefleNtiUry3jveninthe--uidelines,to mainmin higherthannormalstock
durationsof thoseimportedtobaccosconsideredtobe atriskor tomke
advantageof depressedworldtobaccoprices.

Any decisiontopurchaseexaa tobaccosatdepressedpricesagainstfunize
yearsrequuementsmustbe fim approvedby BATCO L=f Departmentand the
RBU.

5.2 Stock Registers:BoththeImportedTobacco StockRegisterand a Domestic
Stock Registerarenow operational.BATCO Opemtin,-,Companies are
requestedtoparticip=intemniinginformationfortheseschemesso that
bettercontroland potentialmovement of stockscan be orpnlsedwithinthe
Group.

6. Funcdoll21Egertise

6.1 Recruitment: BATCO OperatingCompanies must continuetorecruithigh
calibre,highpotentiallocalnationalleafsmff.Particularemphasismust be
givento recruinnentforleafblendingand productdevelopment.

6.2 TraWnL- Tminingidevelopmentprogrammes must be drawnup and carried
throughforallmmagers identifiedashavinghighpotentialwithparticular
emphasison theL=f FunctionalTrainingCoursesbeingofferedby Souza
Cniz, theOrientalCoursesbeingofferedby BATCO and theBlendinaCourm
being offeredby BATCO. AU leafmana6-ersshouldatsome stageof their
careerattenda demiledfinancecourseand needtobe fullyaware ofthe
financialimpactoftheirdecisionson theCompany asa whole. Allrequests c@

fortraiaingmustbechm=Ued throughBATCO L=f Depar=ent who will ti

approveand=ist companieswiththeircainingmquir=ents.
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