
1995KEY AREA PAPER: SECURM AND ECONOMY OF LEAF SUPPLRES

WissionStatement

Growing: To producea domesticcropoftobaccoofacceptablequalitywitha
lowerinstockcostthan compilrablegmdes ofimported tobaccos
and therebyprovidea distinctcompetitiveedge.

Exports: To securelongterm proritabilityofthebusinew; protectBArs
sourcesofsupply; and ensurea costadvantagetoBAT visa vis
thecompetition.

Purchasing: To coordinateallbuying toensuresecurityofsupply-,and equal

orlowercostthan thecompedtion(Zmde forgrade@

Blending To ensuresuperiorsmoldng qualityofour blendscompared to
compeddon; thatkaf stockdurationsmeetsecurityofsupplyand
ageingrequirements;tohave professionalilndwelltrained
blendingsped-I*tsforthefuture.

Overall: To protectand useourNo I positioninleafworidwidetoleverage
the businesstoour advantageand wherever possibletoplaceour
competitionata disadvantagevisa vissecurityofsupply,quality
and prict.

L Domestic Tob2cco Production

I.I Quantity: PlansfordomesticcroptrustreflecttheOperatingCompar@es
requiranc= fordomesticuse(basedupon theindividualOp=dng Company
durationpolicy)and forexports(seelatersectionon ccports).Uncont:roned
expansionwith"thehope* ofexportinganynuplusesCieno commkmem) isnot
acceptable.

1.2 Quality:Plansmustshow qualityinprovementsand how thesewillbe obtained,
particularlywithregardtoimprovinggradem=uL

1.3 Yield:Mnim= targetyields/hamust besetforthea= =p (1996)foreach
typegrown. Yieldsmust show progressiveimprovernem However, thesemust
notbe tothedetrimentofquality.

1.4 Price:annualcostofproductionsurveys(tobaccoand competing=ps) must
be carriedoutto establishrealisticand competitivepurchasepricessothat
bma-V renunsstimulatetherequiredproductionwithoutadverselyaffkdng
essentialfoodcropproduction.Exportpricingimpficationsmust alsobe
considered.

Net m-n= tofarmersshouldbe competitivewithrem= achievablefromnon-
tobaccocrops.Rtmm shouldbe increasedby a combinationofimproved
yields,reducedrealcostofinputvlabouretcCieef6ciency)ratherthanhavingto
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resorttoautomaticpriceincr-,m our&rmer baseandhe= ourkeysourceof
raw nmtmal must be protectedand managed effectivelyand efficiently.

You shouldcompue thecostofyourdomestictobaczostothecostof
comparablequalityleafavailablefrom theInternationalmarkel

Your objectivemust be *toproduce a domesticcrop oftobl withan in
stockrinwarehouse cost(perkg) lowerthanimportedtobilecs ofcomparable

quajity"-otherwisewhy grow when you couldbuy tobacco from outside

cheaper.However, cam cu= be takennotto over-re= tothevolatilewolid
market sinadon by lookingatyour positionoverthemedmm term (icfrveyears).

(Obviouslyfi-eight/duty/exchingerzta/forexavailabilityhavetobe takeninto
considerationand itshouldalsobe remembered thatInternationalpricesarenow

beginningto riseoverthePlanperiod,aspreviouslyforecasl)

1-5 Master Famer Schemes: Each OperatingCompany must havean established

.schemeforidentifyingand rewarding(pdzzs.greaterrange ofcrop@@
av;WWr, etc)thebetter&mcrs. Itisappreciatedthatthese&-mers willhave

higheryieldsand bettergradeouwim Plansmust clearlyshow your scheme
(Masterfarmer,categoryA fa=ers,etc),how you intendtoidentirythem

&men and actionstosupportand motivatethem to achievebetterqualityand to
providea greaterpercentageofyour purchases.

L6 Afforemtion: EveryOperatingCompany usingwoodfuel(forallorpartof the
c.uing-fluelfire-andforbarncon=ction, etc)m= havein affbrestadon
programme withtheobjectivesofaclic%,ings& sufficiencyinwood supplyover
theshortestrealistictimeperiod.Plansmust show targetdatesforself

mfficiency.The BATCO Policyon Affbrestationmust be adheredto,

Afforestationschemes shouldbe basedaround farmer pwntings,and where
f@&uble,be suppl=cnad by company m2n, ed plant ons. Improvementsin

specificfuelcomgm#on (amountoffuelused tocureone kg oftobacco)must
be acifieved,ietargetssetand actionsshown.

AlternativeFuels -E4d OperatingCompany must reviewtheuse ofalternative
fuelsto ensurethatopportunitiesarenotlostinte= ofcost/effidencyan&or

replacementofwoodfuel toeasethepremme on afrore=don issues.Plansnwst
reflectalrrentsituationand plansforalternativefuelsifapplicable.

1.7 Crop Chen2itals:The selectionofand need forcropchemicalsmust be
criticallycvw=od and updated.BATCO policyon safi:tyintheuse and storage

ofsuch cropchemicalsmust be stringentlyfohowed.

1.9 Food Crops: Tobacco productionmust not affectfood cropproductionbut
shouldalsoseektoenhanceitthroughincreasedyieldsfrom residualfafiFLqu-,

rotatiorts,improved agriculturaltechniquesetc.

Lri
CD
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1.9 Crop F-xpenses:Must be nwnitoredand controlledeffectively.Increasesin
cropcxpemwas(ona perkg V= wci& basis)shouldbe len thandomestic
inwon Cierealsavings).These= be achievedby,forcaunple,reduced

manning leveli,improved loanrecovery,improved yieldsand perhaps retm

rwrzanisationoftheextensionfimcdontoachievesame orbettercovmge.
Howe-,w, tobaccoquav must notbe pr*diced.

Crop expansionautomaticallyre&ces cropcqmum (ona perkg basis)which
can some=es bideiimefficiouies.Itisthereforec==ely importanttoobtain

realsavingsand toensurethatwe arecompetitiveevenwithoutany crop

OTarworL

1.10 Crop Advances and CapitalLeans.-Many OperatingCompanies stillfund

cropinputsand cashadvances themselvesandtorguat=ee localbank advances.
The objectiveshouldbe tonotonlyutirm bank loansand do away withthe
guarantm butalsoto reduceand cvammuy eliminateloansto&mem Itis&ny

appreciatedthatthisisnot aw=tiy feam*bleinalloperations,butyou must
seriouslyinv@gate how faryou can go tomeetingtheseobjectivesand to
clearlystatewhat you intendtodo and by whem

Crop irqmtsicashadvances and capitalloanstofinner3can,dependingon the

typeofgmwing prograa=e, varyfrom IVIs ofthevalueoftoba=o tobe
purchasedup to 600/a.There have been casesinthepastwhere thiswas even
higherand the growing programme almostcollapsedwithexcessivedebtsand

demo&a@don of famem Each company growing tobaccomust clearlyv=e in
theirplanoutstandingloans/debtscarriedforwardfrom previouscrom planned

z&uces/loans forthebudgetyear,thevalueoftheseloansas a percentageof
thevalueofthe=p tobe purchasedand recoverytargets.(Furtherdetailswill

be fbrwardedwitheach Conipare/sspeci:EcGuideline&)The objectivemusi be
toreduceuNanmAoans (asa % ofthevalueofthecropto be purchased)to
reducensil Targetsand actionsreq=-edshouldbe dearlystated.

1.11 Safety-.AgriadarWextension sai@tyisa key issue(eg chemicaluse,wactors,
storageetc)and BATCiYs policyon safl-tymust be stringentlyfbuowed. A zu

ac6dent targetmust be setand wfflbecome partofthenomw performance
appraisalassessment.

2. Export ofDomestic Tobaccos

7-1 Quantity: Domestic reqtireznentmustfim be fixymeL Quantitiesiprown/
produced fbrexportshouldbe basedon firmindicationsfrom dealerstcustomers
(theseshouldbevninen indicationsinwhich can theymay not be legally

bin&g. orpartoftheconracaw agreementinwhich casetheycouldbe
consideredlegallybinding).Any productionoverand above fim indi=ed

ordersm= be approvedby LeafDepa=ent andtheELBU. Itisthercfbre
cxa ex,elyimportantto know yourcustomersand have tightcontractswith

deafen.With thenew ==ario on worldsupply(shortagedeveloping)and prices

Cmcrmsing)thereisan opportunitytoconsolidateand recoverexportmarkets
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and profitability.Thismustbe wellmanaged withtheobjeceiveofsecuringlong
term sales.

7-2 Run of Crop: Exportsshouldbe runofcropotherwisethereisa dangerof
debasingyour domesticcigarettequalitywhich isunacceptableinany marketand
evenmore seriousinacompetitivemarkel Ifexportsarenotrunof=p itis
difecultto tnlfycasttheseexportsand we would questionyour profitfigures.

21 PTicefflmritability:Exportsmust be profitableon theaccountingbasis
establishedbyBATCO F=nce (,paW ciadmed December 1991),unlessthem is
anoverridingneedforforexearrhngs,howeveriftheiatteris thecasethismust
be cleariystatedintheplansand agreedby yourRegionalDirector.Exports
mi, beprofimbleem withoutany localcunwmy devaluations.Devaluations
areabonus and notareal,sdcremn fbrpushingexports.

Ile 'BATCO Le&fExportPolicy",drmflatedtoallccportingCompanieson
September 1 1993,deartystatesthedirectiontheGroup istakingwithregardto
exports.The policymustbe followedand any exceptionscan onlybe approved
by LeafDepartmentandtheRBU.

MmZins ina normalyearshouldbe vifficientlylargeenough to =er for
,,m-2,ingexportprices(ictheworld tobacconirplusdepressedpricesin1994 -

the1995 rewvmy isexpectedto carryon throughtothe1996 crop-for1997
we willhaveto&um thereactionto increasedpd= on cropvolumesand
supply/dmuA

2.4 Other Factom Toba= qualitymust beacceptable,continuityofsupplymust
be &wured,cropchenicalresiduesmust be below p=Tnhted lcvtk processing
specificationsmustbemM and kdesmtioncontrolswellestabfishe&

2.5 apart Coup -pt3:I=fExpon ContractGuidelineshavebeencirculated,Each
Company mustk=Nlwmte thereco=ncxiaziorwpointsmade intheseGuidelines
when theirrespectrveExportContractsarenextrenewed(usuallyeveryyear).
Again itisimpon= totakeadvantageofaLrisingexportmarkettonegoeme
longertem saless=niry to protectour busirumifand when thenextdownturn
occurs.

3. GLT Processint

3.1 QualityControlProtacoh:AU OperatingCompanieshave alreadyreceivedthe
new quak controlprotocolsCiemethods formeasuringprocessing
specifications).Then mustbe implanewed sothatyoutwe haveconfide= in
thevariousspemficationmelvz=ents reportedandthatthefipm are
comparableoverourindustry.The new ImemationalCorati screws mustbe
usedastheyam an inSW partoftheprotocoland a BAT QC AuditTeam has
beenfbrmedtoenv= compfinm

3.2 ProcessingSpecifications:AU OperatingCompanieswillbereceivingthe
updatedprocessingspecificationtargets(move toredriedtargetswithupperand

*10
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lowerlimitstoachieveuniformiry/rni@sevariabifity).WhUg thesearefor
toba=s purchased internationallyby thetotalBAT Group, they shouldbe used

isiLst2nei:trdby aflOperatingCompanies. Most rompaniesmust planto meet
&M even exceed thesestandardsand the targetsmust be clearlyshown in the

fbnhr.oniingCompany Pi&nL Some companies, with olderequipment, =y have

difficultiesintheshorttam However, indme cages progressivehprov=e=
ffn= be shownistatc:d,actionsrequiredto achievetlisimprovement and a target

date setformeeting/cwzeding BAT standards.

Export cz,stmers processingspecificationsmust be meL

Itisimportant to remember thatthe domestic cigarettefactoryisalsoik

customer just likeany export customer.

3.3 Proceising Costs: VAulu itisfuuy appreciatedthatwe need to upgrade plant

and eqwpment with theknock-on eff= of depreciationincreasingprocessing

cosm we must remain fiirycompedtim Processingcostsinsome operationsare

stilltoo high and every effortmust be made to reduce these,targetsm= be

shown and actionsclearlystatedto achievethesetargets.

3.4 Infaudon Control: Good housekeepingand cleanlinessarethebasisotgood

inf@on con=oi. The selection,use and storageofinfestationcontrol

chemicalsmmm be strictlyinaccordancewith BATCO poficy(Lmed February

1992 with updated additions).

4. Imported Tobaccos

4.1 Purchut Requirements: AU order3lrequirementsforimported tobaccosmust

be placedthrough BATCO LeafDepa=mt, Woldng. who areresponsiblefor

coordinating,supervisingand negotiatingpricesforGroup purchisel

4.2 Buying Commission: The BATCO Board have agreed to a standardised

worldwide buying commission of 3% which isnow applicableto aU tobaccos

from allsupplysources. Wherever po=blc thecommission willbe builtintothe

ageed pricesto allow propercomparisons to be made. Otherwise itwiD be

chargedcffi=dyto the customer.

4.3 Import Restrictions:Where importedtobaccos areessentialto witmce the

srnoldngqualityof domestic tobaccos and thusprovide a competitive advantage,

Government pressureto reducelefiminateimports must be resisted.

4.4 World Supply/StocJcs: With theend of theworld surplussiumfioninsight@a

dramaticshifttoa shortagepositionish=inent forafltypesoftoba=. Prices

reachedtheirlow pointin 1994 and an upann, necessaryto support and

stimulatethefarmer and tobacco production.isnow in pmgress. However, the

dramaticchange inthe economic siontioninBrazil(a major player/suppfierto

theworld market) is=w@otating thepricescenario;the exceptionsarethose

sourceswith a market support system (egUSA. Camda).
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Most majorsupplycountriescutproductionin 1994 and havenot
9'9productiontoforcethesaleofsurplusstock and revit2Lisethewa@ddi=9As

aresult,thequantitytobe tradedin1995 isnot &dy to changeanddorefore
may weflbe below worldtraderequirements.

19% productionofalltypesislikelyto@@ inresponsetothisshiftinoverall
supplyand reactionto higherprices.Hovievw, due to theleadtimeofan
agriculturalcrop,maqorsupplyproblem couldbe prevalentin1996 forcing
pricestoincreasefiu-ther.

Itisessenri21to protectthesupplyoftheraw materialand greenlaf prices
beeqected toincmse Suppho-JdcWersmarg@m we alsocpxted tobeforced
up astheytryw compalize forlosses4owprofiubflityof1993/1994.

Togetherthesefi=orswillhave amajor in:fluenceon pricesin1996. The lear@s
what willhappen in1997/1998ifproperand se=ble m2n- ement ofthis
situationdoesnotoccur.

The situationcontinuestobe volatileand BATCO LeafDepartmentwM provide
updatedinformationthroughtheirquarterlyreview.

4.5 Visits-BATCO LeafDepartmenthavetoapproveand coordinateallvWu from
BATCO OperatingCompaniestomajor producingareas.

E. StockDurationPolicy/StockRerWers

5.1 Durations-.BATCO OperatingCompanies must establishstockdurationlevels
withinthepolicyguidelinesgivenbytheBATCO Board,re=pising thei=fii-dc
differencesbetween"fideeand *Imur' tob2 s,theageingperiodrequired
and theuse oftwo cropblendingfbrflavourgmdes -essentialcontnb=rs to
smoking qualityand henceconsumer acceptance.

However, giventhevolatilenatureofsalesincatainmarketsand thetobacco
supply==ario (seeabove@BATCO OperatingCompanies shouldwork mdlbin
lbgflenbgitygiym inft atidgune&.to mah=in higherthannormalstock
durationsof thoseimportedtobaccosconsideredtobe atriskortotake
advantageofattractivelypricedtobaccos.

Any decisionto purchaseexu tobaccosatattractivepricesagainstfutureyem
requirementsnum be firstapprovedby BATCO LeafDepartrncmandthe
RegionalDirector.

5.2 StockRegisters:Both theImpoitedTobacco StockRegisteranda Domestic
StockRegisterarenow opemtionalBATCO OpwAfing Companies arerequired
to participateinreturninginformationfortheseschemesso thatbettercontrol
andpotentialmovement ofstockscanbe organisedwitlintheGroup.
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6. FunctionalExpertise

6.1 Recruitment: BATCO OperafingCompanies must continueto rccntithigh
cabrr, highpotentiallocalnationallofstafeParticularemphasismust begiven

torecndm=t forleafblendingand productdevelopmenl

6.2 Training: Training/developmemprogmmmes mun be drawn up and carried
throughforallmanagers identifiedashavinghighpotentialwith particular

emphasison theLeaf FunctionalTrAfi%ingCourses beingofraredby Souza Cruz,
theOrientalCourses beingofferedby BATCO, theBknding Courses being,
offeredby BATCO and a GLT umitag/developmm programme currentlybeing

developedby asubcommitteeoftheLTG WTrading Group). AU leaf

managersshouldatsome stageoftheircar= =end a detailedfimee course
andneed tobe fLtUyaware ofthefin-ridsimpactoftheirdecisionson the
Company asa whole. Allrequestsfbruainingmust be channelledthrough

BATCO LeafDepartrncntwho willapprove and assistcompanies withtheir
trainingrequiremc=.

6-3 RegionalBlenders: BATCO OperatingCompanies shouldmaintaincloseliaison

withtheirRegionalBlender,callingon hisserviceswhen required.

6.4 Blenders: The TSG initiativeon Carew Developmentforblendersernph2sises

theneed toreward blendersand productmanagers asspeciahm.

6.5 New BusinessDevelopments: The a== initiativesintoEasternEuropejthe

Former SovietLTr@onand theFar Eastcouldwellresultinan inacased
requirememforexpe6enced leafpersonnel Thesewillfirstbe sourcedintmay

fmm withintheGroup. Itisthereforeim@e thatyou trainand develophigh
ffi= asquicklyaspossibleand thatyou have successionplansinplaceto allow

theGroup to callupon OperatingCompanies toprovideleafpemnnel

(Imernatioaalsmffand localstafffort 2 yearattachments)ifand when required.

21mwa 1"5

Lri
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