
1995 KEY AREA PAPER: SECURrrY AND ECONONFY OF LEAF SUPPLTES

Mission Statement

Growing: To produce a domesticcrop oftobacco ofacceptablequalitywith a

lowerinstockcostthan comparable gmde-sof imported tobaccos

and therebyprovidea distinctcompetitiveedge.

Exports: To securelongterm profitabilityofthebusiness;protectBAT's

sourcesofsupply;and ensure a costadvantage toBAT visa vis

thecompetition.

Purchasing.- To coordinateallbuying toensuresecurityofsupply; and equal

or lowercostthan thecompetition(gradeforgrade).

Blending To ensuresuperiorsmoking qualityofour blendscompared to

competition;thatleafstockdurationsmeet securityofsupply and
aceingrequirements;to have professionaland welltrained
blendingspecialistsforthe future.

Overall: To protectand useour No I positioninleafworldwide toleverage
thebusinesstoour advantage and wherever possibleto placeour
competitionata disadvantagevisa vissecuritvofsupply,quality

and price.

1. Domestic Tob,-tccoProduction

1.1 Quantity: Plansfordomesticcrop must retlecttheOperatingCompanies
requirementsfordomesticuse (basedupon theindividualOperatinizCompany
durationpolicy)and forexports(seelatersectionon exports),Un@ontrolled
c.cpansionwith"thehope" ofexportingany surpluses(ieno conui-@t.-rent)isnot
acceptable.

1.2 Quality: Plansmust show qualityimprovements and how theseWiE be obtained,
particularlywithre22Lrdtoimprovinggrade turnout.

1.3 Yield: \Iinimum tarqetyields/bamust be setforthenextcrop(1996)foreach
typegrown. Yieldsmust show progressiveimprovement. However. thesemust

not be to thedetrimentofquality.

1.4 Price: annualcostofproductionsurveys(tobaccoand competingc,-ops)must
be carriedoutto estabushrealisticand competitivepurchasepricessothat

farmers'returnsstimulatetherequiredproductionwithoutadverselyaitecting

essentialfood cropproduction.Export pricingimplicationsmust alsobe
considered.

Net returnstof@xmersshouldbe competitiveAithreturnsact@evable&om non-
tobacco crops.Returnsshouldbe increasedbv a combinationof improved

yields,reducedrealcostofinputsaabouretc(i:eefficiency)ratherthanhavingto
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resortto automatic priceincreases-,our fartnerbase and hence our key source of

raw materialmust be protectedand managed effectivelyand efficiei

You should compare thecostof your domestic tobaccos to thecostof

comparable qualityleafavailablefrom theInternationalmarket.

Your objectivemust be "toproduce a domestic crop of tobacco with an in

stock/inwarehouse cost(perkg) lower than imported tobaccos of comparable

quality"- otherwisewhy grow when you could buy tobacco from outside

cheaper. However, carertiustbe taken not to over-reacttothe volat@cworld
market situationby lookingat your positionover themedium term (ic:Iveyears).

(Obviously freighE/dury/e-xchangerates/forexavaflabiliryhave to be taken into

considerationand itshould alsobe remembered thatInternationalpricesare now

beginninizto riseover thePlan period,as previouslyforecast.)

1.-4 M2Ster Farmer Schemes: Each Operating Company must have an established

scheme foridentifyinizand rewarding (prizes,greaterran2e of crop inputs

available,etc)the berter@'ar,-ners.Itisappreciatedthatthesefarmers xillhave

higheryieldsand bettergrade ourtum. Plans must clearlyshow your scheme

(Nfasterfarmer,categoryA farmers,cc), how you intendto identi6--hese

farmersand actionsto supportand motivate them to achievebetterquaiityand to

provide a zreaterpercentaizeof your purchases.

1.6 Afforestation:Every OperatingCompany usingwoodfuel (forallor partofthe

curine-flue/fire-and forbarnconstruction,etc)must havean afforestaeion
proizramme,xiththeobjectivesof achievingselfsufficiencyinwood supply over

theshortestrealistictimeperiod. Plansmust show targetdatesforself

sufficiencyThe BATCO Policyon Afforestationmust be adhered to.

.Afforestationschemes shouldbe basedaround farrnerplantinizs,andwhere
feasible,be supplementedby companv managed plantations.Improvements in
specificfuelconsumption(amountoifuelusedtocureone kg of tobacco)must
be achieved.letargetssetand actionssho,%-n.

AlternativeFuels-Each OperatingCompany must reviewtheuseofalternative
fuelstoensurethatopportunitiesarenotlostintermsofcost/efficienc,.,and/or
rep[acementofwoodfuettocasethepressureon afforestationissues.Plansmust
reflectcurrentsituationand plansforalternativefuelsifapplicable.

1.7 Crop Chemicals: The selectionofand need forcropchemicalsmustbe
criticallyevaluatedand updated.BATCO policyon safetyintheuseand storage
ofsuchcropchemicalsmust be stringentlyfollowed.

1.8 Food Crops: Tobacco productionmust notaffectfoodcropproductionbut
shouldalsoseektoenhanceitthroughincreasedyieldsftom residualfertilisers,
rotations.improvedaeticulturaltechniquesetc. CD
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1.9 Crop Expenses: Must be monitored and controlledeffectively.Increasesin
crop expenses (on a per kg green weight basis)should be lessthan domestic
inflation(ierealsavings).These can be achieved by, forexample, reduced
manning levels,improved loan recovery,improved yieldsand perhaps even
reorganisationoftheextensionfunctiontoachievesame orbettercoverage.
However, tobaccoqualitymustnotbe prejudiced.

Crop etpansionautomaticallyreducescropexpenses(on d perkg basis)which
can sometimeshideinefficiencies,Itisthereforeextremelyimportantto obtain
realsavingsand to ensurethatwe arecompetitiveeven withoutanycrop
exr)ansion.

1,10 Crop Advances and CapitalLoans: Many OperatingCompaniesstillfund
crop Inputsand cashadvancesthemselvesand/orguaranteelocalbank advances.
The oojectiveshouldbe tonotonlyutilisebankloansand do away withthe
guarantee,butalsotoreduceandeventuallyeliminateloansto farmers.ItisfLIly
appreciatedthatthisisnotcurrentlyfeasibleinalloperations,butyou must
senouslyinvestigatehow faryou cango tomeetingtheseobject@vesand to
c!ea.rl%-statewhat you intendtodo and by when.

C,-oc!nputs/cashadvancesand cat3italloanstofarmerscan,dependinizon the
typeot-growingprograr=e,varyfrom 10% ofthevalueoftobacco-.obe
purc,iasedup to60%. There havebeencasesinthepastwhere this-.vaseven
higherand thegrowing proizrammealmostcollapsedwithexcessivedebtsand
de.,notivationoffarmers.Each company growingtobaccomust clearivstatein
theirplanoutstandingloans/debtscarriedforwardfrom previouscrops,planned
advances/loansforthebudgetyear,thevalueoftheseloansasa percentageof
thevajueofthecroptobe purchasedand recoverytareets.(Furtherdetailswill
be forvardedwitheachCompanys specificGuidelines.)The objec@vemustbe
toreduceadvances;loans(asa @loofthevalueofthecrop tobe purchased)to
red,,;cLrisk.Targetsandactionsrequiredshouldbe clearlystated.

1.11 Safer-,-:Agricultural/extensionsafetyisa keyissue(eachemicaluse,tractors,
storageetc)and BATCo's policyon safetymustbe stringentlyfoilo%ved.A zero
accidenttargetmust be setand willbecome partof thenormalperformance
appra@salassessment

2. Exl)ortofDomtsticTobnccos

2.1 Quantity: Domesticrequirementmust firstbe fullymet. Quantitieszrownj
produz:edforexportshouldbe basedon firmindicationsfrom dealem customers
(theseshouldbe writtenindicationsinwhich casetheymay notbe legauv
bindinsz,or partofthecontractualagreementinwhich casetheycouldbe
consi@eredlegallybinding).Any productionoverand above firmindicated
ordersmust be approvedby LeafDepartmentand theRBU. Itistherefore
extremelyimportanttoknow yourcustomersand havetightcontractswith L-1
deale.-s.With thenew scenarioon world supply(shortaizedeveloping)andprices
(,inc.-easing)thereisan opportui@tytoconsolidateand recoverexportmarkets

r@j
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andprofitability.Thismust be wellmanaged withtheobjectiveof securinglong
term sales.

2.2 Run of Crop: Exportsshouldbe runof cropotherwisethereisa dangerof
debasingyour domesticcigarettequalitywhichisunacceptableinany marketand
evenmore seriousinacompetitivemarket.Ifexportsarenotrun ofcropitis
difficulttotrulycosttheseexportsand we would questionyourprofltfigures.

2.3 Price/Proritability-Exportsmust be profitableon theaccountingbasis
establishedby BATCO Finance(papercirculatedDecember 1991),unlessthereis
an overridingneed forforexearnings,however ifthelatteristhecaseti@smust
be clearlystatedintheplansand agreedby yourRezionalDirector.Exports
must be profitableevenwithoutany localcurrencydevaluations.Devaluations
area bonusand notarealisticreasonforpushingexports.

The "BATCO L@-@Expor-,Policy",circulatedto allexportingCompanies on
September 1.1993,cleaxivstatesthedirec@iontheGroup istakingwith re2ardto
exports-The policymust be followedand anyexcepeioriscanonlybe approved
bv LeafDepartmentand theRBU.

.vfar2insina-ior-malyearshouldbe sufficientlylarizeenouqh tocaterfor
tluctuatinqexportprices(ictheworld tobaccosurplusdepressedpricesin1994-
,he1995 re.-o%-eryisexpectedtocarryon throughtothe1996 crop -for1997
we willha%-eo assessthereactiontoincreasedpriceson crop volumes and
suppiv/demar.d.

2.4 Other Factors:Tobacco qualitymust be acceptable,continuityof supplymust
be assured,c,-opchemicalresiduesmust be below perniinedlevels,processing
specificationsmust be met,and infestationcontrolswellestablished.

2.5 Export Contracts:LeafExportContractGuidelineshavebeencirculated.Each
Company must incorporatetherecommendations/pointsmade intheseGuidelines
when their-espectiveExport Contractsarenextrenewed(usuallyeveryyear).
Aizainitisimportanttotakeadvantageofa risingexportmarkettonegotiate
lonzerterm salessecurityto protectour businessifand when thene.-ctdownturn
occurs

3. GLT Processina-

3.1 QualityControlProtocols:AllOperatingCompanieshavealreadyreceivedthe
new qualitycontrolprotocols(icmethods formeasuringprocessing
specifications).These must be implementedso thatyoulwe haveconfidencein
thevariousspecificationmeasurementsreportedand thatthefiguresare
comparableo%-erour industry.The new InternationalCorestascreensmust be
usedas theyarean integralpartoftheprotocol,and a BAT QC AuditTeam has
been formed toensurecompliance.

3.2 Processin%Specifications:AllOperatinszCompanieswillbe receivingthe
updatedproc.-ssingspecificationtargets(move toredhedtargetswithupper and C-\
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lowerlimitstoachieveuniformity/minimisevariabdity).Whilstthesearefor
tobaccospurchasedinternationallyby thetotalBAT Group, theyshouldbe used

asa standardby ailOperatingCompanies. i\4ostcompanies must planto meet

and even exceedthesestandardsand thetargetsmust be clearlyshown inthe
forthcomingCompany Plans.Some companies,witholderequipment,may have

difficultiesintheshortterm. However, inthesecases,progressiveimprovements
must be showrk/stated,actionsrequiredtoachievethisimprovement and a target

datese- or,-,,eetlngiexceedinszBAT standards.

Expor- zustome.-sprocessinizspecificationsmust be me,.

Itisimportanttoremember thatthedomestic cigarettefactoryisalsoa
customerjustlikeany exportcustomer.

3.3 ProcessingCosts: Whilstitisfullyappreciatedthatwe need toupgrade plant

and eq,--I.omer.E%"-Ith-.heknock-on effectof depreciationincreasingprocessing
costs,.ve-nustremain fullycompetitive.Processinszcostsinsome operationsare
stilltoo '.i!2hand -%-e.-yeffortmust be made toreduce these,targetsmust be
sho%4-nand ac:@cnsccarly statedto achieve thesetargets.

3.4 InfestationControl: Good iousekeep*Lngand cleanlinessare thebasisofgood
infesta,icncontrol The selection,use and storageofinfestationcontrol

chen-@caismust be szrctlyinaccordancewithBATCO policy(issuedFebruary
1992 .;,iEhupdated additions,).

4. Imported Tobiccos

4.1 Purchase Requirements: AJIorders/requirementsforimportedtobaccosmust

be piac.-dthrou2hBATCO LeafDepartment,Woldniz,who areresponsiblefor
coordinating,supenisingand negotiatingpricesforGroup purchases.

4.2 Buying Commission: The BATCO Board have agreedtoa standardised

world%,.idebu@,inizcomn@ssion of 3% which isnow applicableto alltobaccos
from allsupplysources.Wherever possiblethecommissionwillbe budt intothe
as!reed-@hcesto allow propercomparisons to be made. Otherwise it%,@illbe

charize,-@directlyto the customer.

4.3 Import Restr-ictions-.Where importedtobaccosareessentialtoenhance the
smokina qualityofdomestictobaccosand thusprovidea competitiveadvantage,
Gove=, entpressuretoreduceleliminateimportsmust be resisted.

4.4 World SuppiviStocks:With :heend oftheworld surplussituationinsight,a
dramaticshiftto a shorta minent foraH tvge positionisim ,pes oftobacco.Prices
reachedt@,eirlow pointin1994 and an upturn,necessarytosupportand
stimulatethefarmerand tobacco production,isnow inprogress.However, the

dramaticchangeintheeconomic situationInBrazil(amajor player/supplierto
theworld market)isexacerbatingthepricescenario;theexceptionsare those
sources-.vitha martetsuppor,system(eg US,',,Canada).
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Most major supplycountriescutproductionin1994 and have not increased1995
productiontoforcethesaleofsurplusstocksand revitafisetheworld market. As
a result,thequantitytobe tradedin1995 isnot likelytochange and therefore

may wellbe below world traderequirements.

1996 productionofalltypesislikelyto increaseinresponsetothisshiftinoverall

supplyand reactiontohigherprices.However, due to theleadtimeofan
agriculturalcrop,major sut)plvproblemscould be prevalentin 1996 forcing

pricestoincreasefurther.

Itisessentialto proeec-,the supplyoftheraw materialand greenleafpricescan

be expectedtoincrease.Supp6ers/dealersmargins arealsoexpectedto be forced
up astheytrytocompensate forlossesaow profitabilityof 1993/1994.

TogetherthesefactorsvAU have a major influenceon pricesin1996. T"hefearis
what willhappen in1997/1998ifproper and sensiblemanagement ofthis
situationdoes not occL.-r.

The situationcontinuestobe volatileand BATCO LeafDepartment willprovide

updated informationthrouv-hthe;rquarterlyreview

4.5 Visits:BATCO LeafDepartment have toapprove and coordinateallvisitsfrom
BATCO OperatiniaCompanies tomajor producing areas.

5. StoSk Durition Policv!StockRea-isters

5.1 Durations: BATCO OperatingCompanies must establishstockdurationlevels
withinthepolicyguide!ineszivenby theBATCO Board, recoenisingtheintrinsic
dfferencesber%veen"filler"and "flavour"tobaccos,theageing periodrequired
and theuse ofr@vocrop blendingforflavourgrades - essentialcontributorsto

smok@nizqualityand hence consumer acceptance.

Howeve,-,ziven:hevolatilenatureof salesincertainmarkets and the tobacco

supplyscenario(seeabove),BATCO OperatingCompanies shouldwork ,vithin
theflexibilitvgiveninthezuidelines,to maintainl@gherthannormal stock
durationsofthoseimportedtobaccosconsideredtobe atriskor totake
advantaizeofattraczivelypricedtobaccos.

.Anydecisioncopurchaseextratobaccosatattractivepricesagainstfutureyears

requirementsmust be firstapproved by BATCO Leaf Department and the
Regional Dire-c-,or.

5.2 Stock Registers:Both theImportedTobacco Stock Registerand a Domestic
Stock Reizisterarenow operational.BATCO OperatingCompanies arerequired
to participateinreturnin_ginformationfortheseschemes so thatbettercontrol

and potentialmovement ofstockscan be organisedwithintheGroup.
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6. FunctionalExgSrtise

6.1 Recruitment:BATCO OperatingCompaniesmustcondnuetorecruitl@gh
calibre,highpoten6allocalnationalleafstaffParticularemphasismustbegiven
torecruitmentforleafblendingand productdevelopment.

6.2 Tr2ining:Trainingidevelopmentprogrammes must be drawn up andcarried
throughforallmanagersidentifiedas havinghighpotentialwithparticular
emphasison theLeafFunctionalTrainingCoursesbeingofferedby Souza Cruz,
theOrientalCoursesbeingofferedby BATCO, theBlendingCourses being
offeredby BATCO anda GLT trair@ng/developmentprogranunecurrentlybeing
developedby asubconur@tteeof theLTG (LeafTradingGroup). Allleaf
managersshouldatsome stageoftheircareerattenda detailedfinancecourse
and needtobe fullyaware of thefinanc;alimpactof theirdecisionson the
Company asawhole. Allrequestsfortrainingmust be channelledthrough
BATCO LegDepartment who willapproveand assistcompanieswiththeir
trainingrequirements.

6.3 Re-ionalBlenders:BATCO OperatingCompaniesshouldmaintaincloseliaison
7.wit;theirRegionalBlender,callir:izon russerviceswhen required.

6.4 Blenders:The TSG initiativeon CareerDevelopment forblendersemphasises
theneed toreward blendersand produc-,managersas specialists.

6.5 @'4ewBusinessDevelopments: The currentinitiativesintoEasternEurope(the
Former SovietUnion and theFarEastcouldwellresultinan increased
requirementforexperiencedleafpersonnel.These willfirstbe sourcedinternally
fromwithintheGroup. Itisthereforeimperativethatyou trainand develophigh
fliersasquicklyaspossibleand thatyou have successionplansinplaceto allow
theGroup tocallupon Operatin2Compar@es toprovideleafpersonnel
(Intemarionalstaffand localstafffor@-2 vearattachments)ifand when required.
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