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1995KEY AREA PAPER: PURCHASINGIPROCURE?4ENT

The purchasingenvironmentfacingBATCO haschangeddramaticallyduringthelm
12month& BATCO isnow purchasinginanenviromentthathasthefollowingissues:-

1. Subs=tiallyrisingcommodity prices-e.g.woodpulp pricesrising
from S350/tonneto estimatedlevelsofoverS1000/tonne

2. Suppliersina positionwhere demand exceedssupplyfrom their
production

3. A hardeningofthemarketplaceand thesuppeers'approach duleto I
and 2 above.

Inthisenvironmentthestrategyfor1995 willbe

1. Continuetohavesecurityof supplyastheprimaryimperative
2. Ensurethecontinuityand developmentofthequalityof oursuppliers
3. ReducetheTotalAcquisitionCostsofourpurchases.

Inadditiontothis,threefurtherareaswillbe developed:-

1. To gaina closerrelationshipwithcoresuppliersinordertohavea
proacdveinnovationbetween BATCO and itssuppliers

2. To havesupplierscommittedto supportofBATCO inthere-
sociauutionof smoking

3. The identificationand developmentofBATCO peopleto act@vetl@s.

Withinthecontextoftheabove,thefollowinghavebeenidentifiedas
Purchasing/ProcurementPrimary Objectives:

I To ensurethat,withintheboundsofcommercialviabilitythehighest
availablelevelsofsecurity,qualityand consistencyof materialsareused
on ourkeybrands.particularlyInternationalBrands.

2. To reduceBATCo's materialsspendinrealtermsaga@= themarket,
throughouttheplanperiodby takingadvantageofBATCo's andBAT
Industriesarimw materialpurchasingvolumes.

3. To ensurethatmatmialsused minirt@setotalcost-takingintoaccount
allcostsincurred-icpurchaseprice.overheadcosts,delivery,packing,
storage,finance,importduties,machineperformanceand actual
materialwastage.

4. To understandthecurrentlevelofcompetenceofBATCO Procurement
peopleagainstworld classstandardsanddevelopa change programme
toachievethisstandard.

S. To m,,iewpurchasingof itemsotherdm wrappingmaterialsthatmay
offerGroup wide benefitifvolumesor negotiationsareco-ordinated Ln
and inordertoperformthistodevelopasystemto cohectand manage
appropriatedataacrossBAT.
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6. To ensure thatmaterialsused meet allestablishedcriteriaand guidelines
laiddown by the Additivesand MaterialsGuidance panelregarding

Healthand Safetyofour workforce,our neighboursand our customers

and thattheirminufiw=e, pacidng.use or disposalisinlinewith
BArs Environmentalpoliciesand guidehnes.

Specificstrategiestoachievetheabove include:

a) InconjunctionwiththeMG, todevelop,implementand monitor

comprehensivePackagingMate" Standardsforeach brand.

b) To rationafisematerialspecificationsused throughouttheGroup

withoutdetrimenttoproductquality,designB='bUityormanufacturing

efficiency,thereaftertofifflydocument agreedspecifications.

c) To rationaliseBATs suppliersforkey materialsworidihideinorderto
focusour purchasingpower withquafivsupplierswho areableto

supportour longtermgrowth and developmem.

d) To use selectedsupplierswhere practicabletobe thesolesourceof

particularmaterialstoindividualmanufilmfing locationseg Single
sourcingoftow toany one company toiinprovelogisticsand

stockholding.

e) To identifythestructureand personnelinvolvedinallprocurement

worldwide and from thisgroup to manage an assesse=t and
development programme toachievebest-in-class'standards.

To review,selectand implementan appropriateProcurement/
Purchasing/OrderProcessingsystem capableofworldwide

implementationtosupportthe above.

g) To verify,where appropriatewithAdditiveand MaterialsGuidance

Panel(AMGP -basedatBATCO Technology Centre,Southampton)
and Group Environmentalmanagement, allmaterialsthatareused.

h) To agreeand implementa BAT Tobacco Group wide supplierrating
system.

Inorderforthestrategiesnoted above tobe developed,BATCO has alreadyi.6tiated
wrapping materialfertiliserslagrochemicalsand vel@clesurveysworldwide.The

responsestothesesurveysarecurrentlybeingreviewed. Itistheintention,during

1995, thatfurtherRegionalPurchasingConferencesbe heldtoidentifyspecific
people,issues,suppbersand strategiesappropriatetoeachregion.In parallelwith

this,therearecontinuedra6on4sadon projeasunderway forfiltertow,cigarette Ln
paper,fod,tippingand board which shouldbe availableduring1995. C>
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Ar-cordingly,itisrecommended that:

- Pack2ging Qualitystand2rds forInternationalBrands shouldcontinuetobe

verifiedtoensureconformancetointmaiionalbrandstandards.Areasof
doubt shouldbe raisedwithEBGs or ttisdeparunent Standardsforlocal

brandsshould be developedtomirrorthoseofInternationalBrand manuals.
R.ationalisaon apporrur@tiesbetween brandsshouldbe sought tominirnise

stockitemsand cost eg Teartapes,7ippingsetc.

- AU locallysoumed materialsincoat= withourproductshouldbe confirmed

asapproved by AMGP and othermaterialsmust conform to localfood and
healthlegislationor,ifnot avahableor suitable,toUS Food and Drug
legislation.

- No new speciricationsor suppliersshouldbe introducedforkey materials
sourcedfrom internationalmanufa=rers withoutfirstdiscussingtheproposal

with thisdepument-

- Current localsuppliersofmaterialsshouldbe assessedby Operating
Companies intermsof quility,servietjkndcost.Local rankingsshouldbe
developed toidentifyordersof preference.Alternativesuppliersshouldbe
identifiedand investigatedtodeterminesuitability.Localmaterialsuppees

shouldbe reviewed-toidentifydifferenctsinquality,serviceor costwith
currentinternationalstandards.

From this,sourcingstrategiesforlocajpurchasesshouldbe identifiedby

each OperatingCompany - ident&yingspecificationsuppliers,percentage
splitand reasonforit; forthecuffentyearand theplanperiod.These should
be discussedand agreedwith localProductionand Qua@ty management.

Within thesestrategies,thefollowingshouldbe considered:

- Rational@tionof sourcesshouldbe soughtwithoutcompromising
materialavailability-

- Stock durationsofmaterialsshouldbe reviewedtoefiminate
unnecessarybufferstock.

- For locallysourcedmaterialswithestablishedsupplylines,internally

heldstockcould be < 1 month.
- Stock holdingofinternationallysourcedmaterialsshouldbe reviewed

withthisdepartmentas possiblecommon regionalstockpointsmay be
created.

For locallysourced/negotiatedmaterialsa fullSupplierCostingAn2lysis

shouldbe developedby OperatingCompanies, ifpossibleidentifying:-

- Raw materialusage eg tonnesofboard per millioncartons,sourceand
costs;

- Conversioncostswithbreakdown intolabour,energy,depreciation,
wastage;
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Support costsforadministrationoverhea4 stockfinancing,credit

termsfu=cing,

packaging.storageand freight;
Margin or profit.

Negotiationswith suppliersshouldalwaysbe supportedby documentationto

identifywhat objectiveswere set@justificationforour stance,actualresult
achieved.

Itisstronglyrecon=ended thatnegotiationswithsuppliersare attended-by a
minimum oftwo BAT personnelwho arebothMy briefedregardingstrategy
and negotiationtacticsand have thenecessarynegotiationskills.

Negotiationsmust cover.

- Qualityrequirementsand any improvements needed;
- Volumes forecastand allowablevariances;
- Servicelevelseg leadtimes,supplierstockholding,qualityinformation,

deliveriesschedulingand method, materialspackaging;
- Priceand vabdity- ideallyI yearorlonger,payment terms and interest

rates,handlingof currencymovements ifappropriate

NB Suppliers'pricesand negotiationsshouldalwaysbe based on ex-works or
FOB withadditionalcostsidentifiedseparately.

Negotiationsby OperatingCompanies shouldaim to reduce costsforour
businessinrcajterms icinflationadjusted.Every opportunityshouldbe sou.Sht
to reducecostsjointlywithour suppliersand to encouragethem toundertake
longer-termqualityor serviceimprovementsand costreductionprogrammes
through investmentor personnelchanges.

Supplierrelationships-BATCO must aim forthehigh= possiblebusiness

ethicsand professionah= inaL our dealingswithsuppliers.We shouldnot
allowsupplierstoirifluenceus throughinappropriategiftsor entertainment.

We shouldinsiston absoluteintegrityand honestyfrom ourselvesand the

supplierregardinginformationabout eachother.We shouldnever divulgetheir
pricingtotheircompetitors.

Where possiblewe shouldaim to establishlong-termrelationshipswithour
supplybase thatallowcontinuityand awarenessofeach othersneeds and

futurerequirements.

Ffigoticafl,v,suppliershave takentheapproachtoorganisationslikeourselves
of 'divideand conquer. We must ensurethatcommunicationwithinour

Group issufficientlygood topreventthisoccurringand suppliersmust be made
aware ofthisand your adherencetodefinedcorporatesourcingstrategies.
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Local suppliersmust not be allowedto hidebehindbarriersand tarffswhich

precludecompetitiveimports.They must be encouragedateveryopportunity
to compare thanselm withcurrentint=ationalstandards.

Conversely,localsupplierswho arecompetitiveinquality,serviceand price

my be ofsi@cam intereutootherGroup members and shouldbe
encouragedtoconta= thisofficeafterdiscussiorl
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