
DRAFT 2
PROJECT UMPIRE

SKELETON BUSINESS PLAN

SECTION 1. Execut ive Summary

The uzbek cigarette market is estimated to be 22 bill ion cigarettes although
domestic production at rashkent Tobacco Factory (TTF) istunenuy only iute to
supply 4 bill ion. lmporled brands from both the west and other Eastern and
Central European countries supply the shortfall.

Uzbekistan grows around 45 thousand tonnes of semi-oriental tobacco eacn
year. A small proportion of thrs is used to satisfy domestic cigarette
manufacturing requirements and the remainder is sold or bartered to other cls
countries by the state.

Following signature of a Memorandum of Understanding on 5th october 1993
wrth the Uzbek authorities, and in addition signalure of i protocol of Intent on
16th December 1993 by sir patrick Sheehy and First Deputy prime Mininster Mr
lsmailJurabekov supporting the MoU, NBD have conducted an in depth review
of the Uzbek tobacco industry.

These studies are now substantialiy complete and have been used to formulate
this BAT business plan covering the first ten years of operations. The ptan will be
used as the basis for the negotiation and agreement of a Joint venture
incorporating all aspects of the Uzbek tobacco industry.

The BAT objective is to dominate the local cigarette market and where possible,
export cigarettes to neighbouring countries. A rapidly growing population and
future improvements in the economic situation of the region snouto create the
opportunity for the JV to sell 25 bill ion cigarettes by 1999.

An investrnent of s44mn w;ll be made in the existing cigarette factory in Tashkent
to bring capacity up to 10 bill ion cigarettes by 1gg6 and to improve product
quality and safety standards.

Further expansion of the Tashkent factory is limited by the small factory site and
construction of a new cigarette factory rn Samarkand, at an estimated cost of
s147mn. is planned to commence in year 1. The new factory willbe designed to
have a capacity of 20 bill ion cigarettes wrth future expansion capability to 30
billion cigarettes. However, capacig will initially be restricted to 15 billtn
cigarettes,, Full production levels will be reached in 199g and at this time moves/
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will be made to close down the Tashkent factory ana foJequipment and staff tobe transferred to the new factory.

A leaf extension programme to improve the existing semi-oriental tobaccos and # Zf +to in t roducef luecuredandbur ley tobaccos , togetherw i thas ; } f f i . , , /
Urgut fermentation plant to improve existing facilities and forihe installation of aGreen Leaf rhreshing plant, will improve the quarity of reaf for domestic use andadd value to leaf exports.

The development of flue cured and burley tobaccos is intended for domestic useonly and exports will be restricled to semi-oriental style tobacco. The overaliquantity of leaf to be exported will reduce from a current total of 25 million kg to
-?fimillion kg fcheck this figure]by 2003, but revenues will increase from an
estimated S18mn[check this figure]to 949 mn.

iteeesSar t ir bcl* co,,^lnl',*i,le *./ p"ll+i"of rearor.5
It will be aptili{ieaf*eeeseif-to incltide the samarkand fermentation plant in theJV atthouqh the orant is a riability because of tre vgq_pc9l_gg!4gi9n of some ofthe facilitiJs. jp-1u.--

#A, t *-&nsrerthe.employees to the new cigarette factory. Notwithstandins, inuJt,.,,,unt ).,oJls?mn wil be necessary to ertend the rife of the main prooucto-n'i;il;.}:" 
WHto recti! the more dangerous defficiencies 

{:f, Sa^_

I para on JV structure] 
ffi W

fpara on financiatanatysis] ^Flri'i,..ffi'a
SECTION 2. Business Objectives and Strategies 

{".*;W l*
2.1 cisarettes & Leaf l:1.-y+;.\*

cigareftes ffi ,1":-l!+*#^t "Jt-
Satrsfi domestic demand and explore export opportunities * 

/t * *
te*,- ori silz|

Maintain and develop locar bnnds/eventual manufacture of tFB,s j "y,

Distibution- - relationship with Bakalea
- develop pnvate distribution networks

The opportunity lies in exploiting the severe defficiency in domestic production
(3.2 bill ion in 1993) against signrficant and growing market potential; 22 bill ion
crgarettes today rising to 32 brllion cigarettes in 1ggg. There are also
opportunities to export cigarettes to neighbouring countries not all of which have
a local cigarette industry.
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(b)

(c)

Fermentation

Refurbish and increase production at lJryut - instailation of GLT

Eventual closure of samafuand - wish to utitise emproyeesaf GFS fpossrb/e

LEC' I

lmprove quality and value of oriental

Commence groMh of FCV and Burtey

Le af extension progra m me

Essential elements in any BAT investrnent

[Schroders note: these conditions falt into three groups:

2.2

those which are absolute pre-conditions for investment: I suggest
freedom to price and distibute, termination of the state dtir
freedom to contnct with farmerc, access to brands, naA cun iiy,
envircnmental indemnifrcation 

.(subject to any environmentat survey
and excise (suhje.ct to David Bishopb report);

those which are disireabre but not mandatory: / suggesf that these
night be freedom to expott, freedom to barter, ciiain of the tax
exemptions, freedom to adveftise: and

those which wourd simpry confirm in detait the priviteges avairabte to
foreign investors.l

There may be other liabilities against which we would seek indemnification
nther than a pice adjustment.l

1- Freedom to price. At present, there is a regar freedom toprice tobacco products in Uzbekistan [confirm]. Howe-ver, in practice
the legal freedom is reduced by the dominant role of the state in the
form of UPP in the purchasing of ieaf and tobacco producls; Upp is
responsible for the purchase of some 50 per cent of the current
tobacco ieaf crop and ail of cunent cigarette and other tobacco
products produced at TTF. wrilst the leaf farmers can sell separately
they must meet the,"State Ordef' requirements; TTF have no tegjl
alternative. The state order system is addressed berow.
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Nonetheless, BAT would require absoiute freedom to prrce itsproducts and not to be subject to any preferentiar pn.ing joticy forthe state's requirements outside any agreement about the stateorder. BAT wourd aiso require confirmation that the Uzbek Anti-Monopories committee did not deem that any parr oi anrsinvestment woulo be subject to reguiation.

2' Freedom to distribute. At present, there is a regal freeoom lodistribute reaf and tobacco products arthough uzoaiJrav" tle statedistributor [confirmL is understood to be the excrusive distriburor oftobacco products for TTF. BAT wourd require discretion aslo *nom itused for domestic and intemationar distribution , 
-suu;e.t 'to 

"nyagreement on the future of the State Oroer.

Managing down of the state order system. rt wilr be extremervimportant for the freedom to price "na to oistnoute ** rn. t*"order system is terminated. rt is probabry unreasonarte to expeJ-iilimmediate abolition given the government's economic interest in it.Therefore, it might be appropriate to make propo."f, 
-f*'i1,"

managing down of the system untir improved ".onoril

3.

c'nl \netuti
q'ro;lab;lj l /
f,lrr., p-J

circumstances the need for it:

in free competition with other lL,trchasers. The State Ordwould be agreed in advanceGilEE-iblqv ,esv  r t r  dsvdnuE , ta fme rs  Wo t l l d  bg  Undg f  nOobligation to offer a preferential price. The State order would

i  F  t c ' i ' t
\

Leaf. The government purchases tobacco leaf for processing
as well as for intemational barter. lt is believed that th;government rnay have pledged significant amounls of leaf forfuture barter deals, so any schemJ to manage down the Stateorder for reaf may have to reflect these Jommrtments. lt isproposed that for 1994 the State Order for leaf is accepteJ
fspecify absotute amount 

.and percentage of cropl 
'anJ

thereafier on an annual basis reduced Uy a- tfrira of the 1994amount so as to be reduced to zero in lggg although thegovernment would be able to purchase leaf from the farmers

-->

not fwould have limited]access to leaf grown by those farmerscontracted to BAT under the reaf enenJron programme y- ct*e. &47.i-o&cJ

Processed reaf. sub;ect to the commitnents.aiready made Sf;tjby the government for the barter of processed reaf, the stateOrder would be reduced on the same fldifiir urrf basis from
that proposed for teaf so that by the beginning of 499fl BAT v

H#']p",S:"Y;::.'"'"',:*1i"";-;::i1|i"i#"*-4ffi -f *orl
/Schroders note: this timetabte for the ,",rigii{ o\down of the srale order shoutd arso reflect n" i^ul"iiJ"ri, c)

O
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investment in production so that BAT retains as muchdiscretion as possrb/e over the use of the product of ne niiinvestmentl

Tobacco products (principaily cigarettes). lt isunderstood that the government's economic interest intobacco products may be more limited in relation to cigarettesand smoking tobacco which may be used as payment in kindfor government employees. Logicaily, as the new currency isintroduced and the economic position stabilises and as thedomestic supply of low 
. cosWFM cigarettes improves,payment in cigarettes shourd decrine. However, rn order topromote this process and to avoid the State believing it cansimply increase the State Order to improve its hard .lu"un"V

eaming potentral through 
.barter and export, lt might beappropriate to require the following:

. 1994 State Order is an absolute ceiling for the
/oLr^r, ,ut/) 11 :, e.t remainder of the State order system's life;
J,i",-^C[u i*tn !;,.cit ' the 1994 state order volume will be reduced in even;i' i,,\l; i"t'"e 19e-- ? lr? I H";H ?j5lj::I ::.:n ", oy tn e oeii n,'. n .i*Lfr"1fr; r;(31-- ]!lljg: been terminated;and

cFJ#4ft.':",",,y.t,. ffi' 
9t|<.1,*1 add€{€.ln�#e{len6e*abler,.f,tadlo"tmffi,

e\ a .f)/\^l lLialr"-+F:1'".'l ffi;-aretrw-a
i I'f li\firnu.:-,.,."( i' ulr,f \ lrHdvs€€€'

cc.*L$i'i)' An important part of agreeing the termination of the state order willbe convincing the government that improved quality ""0 .uppV *iilallow it to satisff its requirements on the open markit ruror"or"i, ir..'"government will need to be persuaded that its principal ;";;;;;interesl ries in the pre-tax profitabirity of rrF, urgianJirre gE;ffi .=site 
€

4. Freedom to contract with teaf farmers. BAf would requireabsolute freedom tc contract with any reaf farmer it wishes to do so
Bn-[ .r,r irov;g-. on an equal basis with the state should the State oroersystem siii
5'l"ri{.! ,r!-', 

be in existence. In addition, it wourd be a term of participatio;;; i l;
f'b +il4-5 leaf extension programme that BAT had priority access/ right or firsi
Q:r :*^i 

.:rrrril 5fusal 
for the product of participating leaf farmers. fschroders nofe;

,*'tle5 iiiir*..o" 
i! is hiohlr likely that the govemment witt seek iome """"r"-io

;rrr\"r., 
.--* * 

x#;:i ::;lE :::"?: i::::,:,{;;::i:!::H:r:y i;:r,)iproduced as pirt of the extension programmes.l
5. Freedom to import the capital eqiuipmenq raw materials andother goods necessary for the imprementation and maintenance
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', ̂1 VftT

,*-i n> sr@t

of the investmenl BAT wirl require the appropriate iicenses toimport:

' capital equipment necessary for investment fschroders note: itwourd be apprcpriate to specify this in a-s much aetiil a,spossrbie for that if specific lbenses are needed they can ieobtained as .soon as posslb/e. Ctearly, it would t" aipiprilte
to secure discretion to impoft other capital goods.l

. raw materials necessary for the leaf extension programme,
leaf processing and the production of cigarettur.'rslnioi"l
note: it would be apprcpiate to specify in ietail.J

G. Freedom to exporl BAT would require to be licensed so that ithas freedom to export reaf, processed leaf and tobacco products atits discretjon. lt would be appropriate to emphasize geT.

::TT]:r""t 
to irypr,oving.the supply of tobacco products in thef,:ff'�ilffiryWW:W"ffiM:*

r r 
t' 

lf,"1"t3bjrter.BAT wbuld iequire to be ricensed to barter with(t' nrc'lr;ty any goods I or services ikr''rs for both domestic "nu "rporttalqr.c5 e. t purposes' lt is expected that involvement in barter should oiri,iisnlrh<..o Fd""tr) over time as the currenry becomes internally and extemally- convertible.

Access to brands' BAT would require untrammelied access to rocal
dormanland an undertaking that by Upp that no

P-::]^":-'1.t.e,^1:oonal-EiEn6wouldberesisterei/f r;'faitl;;;;;;;
prior consultation with BAT. ffi

9. Freedom to advertise. BAT wourd require freedom to advertiseits domestic and intemationar tobacco products both generarry"ni ,tthe point of sale. gAT would require an undertiking f., i i,"govemment not to irnpose restrictions on the advertisinf of tobaccoproducls for a period of [sevenf years from the agreement to invest.

fschrodens note: this has not been drbcus sed in any detair andMurray Man may wish to consider what is necessary. The legalposition and practice in relation to adveftising aipea, to--,i.,]inconsistent.l

Licensing for the domestic processing of leaf and manufacture
of tobacco products. gAT would require that for a period oi

- ---V
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15. Excise. [o await paper from David Bishool.

15. Otherindemnif icat ion?

SECTION 3 Cigarette Marketing and Sales Strategy

3.1 The Uzbek Market

Accurate markel data is not available and the best estimate, based on on figuresquoted by BAKALEA, the state distribution agency, is that cunent consumption is22billion cigarettes. of this, oniy 3.2 biilion cigarette. were proJu."o inuzbekistan in 1993- rmported cigarettes frornF.S.U., aurg"ria,lhe subcontinent,"the west" and other 3rd country imports make up the balince oi ta.g ulttioncigarettes' ^oly.q4 u- .t z"i.i.L'"Lrra-L<

,"^W:{,*,"{"H!:;,{,0#!;",
the present market. lf a more affordabre mix of cigarettes *"ru ,"0" avaiiabre to .consumers then increased demand and consumption is likery to resurt.

Historicaily. TTF has been abre to produce in greater quantities, and in 19g5manufactured 7 billion cigarettes, an estimated 33o/o oi the locai consumption of21 bill ion cigarettes. output s.ince then has gradually declined aue to tne fumiliarF.s.U. probrems of raw materials suppry shohages and lack of investrnent inequipment.

wlth a current popuration of 20.s milrion, and an estimated market oi 22 bill ioncigarettes, annuar per capita consumption is carcurated at "pprorim"tery 1r 00unrts, which is consjderabty rower that the F.s.U. averag" or'r700 ,;;i"';;fttthis may be exprained by the fact that Uzbekistan is an J-sramic state (non_fundamental) with correspondingly ress conspicu_ous consumpl,on "ron grtwomen. rn addition, given the harsh economic climate, there is " ."u"r"shortage of the more affordabre low cost rocaily produced aigar"tt", .

cisarettes tp.m. rrF "rrd;';;;fr'/""nn rhe state distribution asency
?1KA:EA:^ii*6decid{ailoiations, and 

-enruig 
tnu physicar distribution orcigarettes in rural areas through a network or iz regionat wareirouses. A smalrquantrty of cigarettes are imported by the state to make up the ,,state orde/,, andthe remainder are brought in.by private importers and businessmen. There is nosmuggling as such because import duties have been removec in iesponse to ttredomestic shortages.
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3.2 Market Trends
,- dones/-,c

Thermarket segment trend forecast up to 2003 is shown below:
T'
dutt

1997 1998 2003

4.3  3 .8
8 . 2  1 0 . 1
9 . 4  1 0 . 1
3 .4  3 .3
' 1  ?  1 1

1 . 2  1 . 2
27.8 29.8

' High inflation coupled with low disposable income will prevail for several years,
although economic conditions will gradually improve over the plan period.
consequently, consumers will be very price-conscious with correspondingly high
demand for inexpensive cigareftes.

o Better supply of cigarettes can be expected in the future as capacity in F.s.U.
increases and distribution infrastructure yields more efficiency in reaching the
consumer.

e Most smokers are used to the flavour of semi-oriental tobaccos, but the longer
USB styles remain in the rnarket due to shortages, the more the trend will be
towards the latter. This will be reinforced by the impact of high birth rates in the
1980s and starters adopting USB styles.

t Dramatic growth will occur in the market during the first 6 years of the plan driven
by;

a) rapid population groMh (+ 2.5 % p.a)
b) increased per capita consumption revers as economy improves
c) increased availability of inexpensive cigarettes
d) groMh in incidence amongst women as curtural stigma on smoking

recedes.

f t is estimated that the market will grow trom 22 billion cigarettes presenfly to
approximately 32 biltion in 1999 after which it wiil stabilise. conespondingly, per
capita consumption will rise from 1 100 to 1300 over the same period.

Papirossi will cease to exist as machinery becomes obsolete, whilst plain
cigarettes will experience a temporary resurgence compensating for papirossi

(%MS)
Bi l l ions  1  993 1994 1995 1996
Papirossi  0 5 (3%) 0.0 0.0
Plains 5.5 (25%) 6.0 6.0 4.a
Economy 4.5 (20%) 4.6 5.2 7.0
vFM 7 .5 (34o/o) 7.7 8.3 8.8
Low ( lFB3's) 2.4 (11%) 2.5 2.7 3.0
Med ( lFBZ's) 0.6 (30lo) 0.8 1.0 1.2
High( lFB1 's )  1 .0  (4Vo)  i .0  1 .1  1 .2
Totalvolume 22 22.6 24.3 26.A

(100%)

2.5 (8o/o)
12.0 (38o/o)
10.8 (u%)
3.s (11%)
1.5 (5o/o)
1.4 (4!o)
31.7 (100%)
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demise, before a rong term decrine to g% of the market in 2003, kom2s%currently. The reasons for this rapid decline are:

smallfranchise at present, relative to F.S.U. (35%)
increasing srnoking and health issues
competitive "econ omy,' fi lter offers
no "starter'' consumers, old franchise will get oider

Economy segment w'expenence dramatic arowth in earryyears as suppryincreasingly meets demand for better quality i'n"xpensiue fitter cigarettes withUzbek pedigree.

"varue for money" segment wilr maintarn its segment share over the pranperiod, but its present fragmented nature, with a myriad of cheap, pseudo_
western imports, will rationalise down to a few dominant brands'wiih a quasi_western imagery e.g. Apcllo Soyuz, as the major manuhcture* become moreproactive in this segment. These segments wiil account for 72vo or,.n"*"i oythe end of the period

lFBs' presently over-represented at 18% of the market due to imbalanced mix ofcigareftes avairabre, wilr experience graduar grouh to 20o/o of market u/zooi. 
-

lmage will become important to an increasingty targe proportion of consumers asdisposable income levels increase.

-2 A general consumer survily and a trade mark survey will be carried out to obtainfurther confirmation of the above trends and ,rrrrition, A- /../";;il;r;*\ ts  .^^t  been *-a l . ] ' ,a,  
-  - -  s"y gesv" ' , ,uwtt - '  r  

.J
3.3 Marketing Strategy

The JV vorume and segment share forecast up to 2003 is shown berow:

a)
b)

d)

? l a i n s
.  (  rnc  Pap i ro !s i )

Eco ncn./

va lu€

lau
( I F B  ] }
Hediun
( I F S  2 l

( r r i  r t
Tocel Sr lT,/TTF

1 9 9 3  1 9 9 {  1 9 9 5
, 2 . 7  r . l  5 _ : ,

{ 5  5 5  8 5
0 . 5  1 . 2  t . :

t r  2 5  2 t
1 . 0

5 L 2
0 . 2  c . 9

l 0
u , t

< n

l . :  a . ?  a . 9

1996 t997
{ . {  1 . 9

9 2  9 0
1 . 5  t l  . 0
2 3  { 9

2 . S  s . 5
2 S  6 0

0 . t  2 . {
2 1  ? 0

0 . 5  o . E
1 Z  5 0

0 - 2  0 . 5
1 7  5 0

1 0 . 0  1 7 . 1

1 9 9 8  1 9 9 9  2 0 o l
I . , i  I - 2  2 . 2

9 0  9 0  9 0
8 . 5  9 . {  l o . 2

8 5  e 5  8 5
8 . 1  3 . 5  8 . 5

8 0  6 0  g o
2 . {  2 . 5  2 . 6

7 O  7 0  7 O
0 . 8  0 . 8  0 . 9

6 0  5 0  G o
0 . s  0 . ?  0 . 7

5 0  5 0  5 0
2 1 . 8  2 5 . 2  2 5 . 2

t s s

tss
vol
tss
vol
tss
voI
t ss
VoI
t ss
Vol
tHS r { . 5  2 5 . r  t 6 . 8 . S  6 2 . 7 9 . 8  1 9 . 8  ? 9 . 8

/N.8. saies figures are the latest available as af 2u1/g4 but the segment sharefigures need to be updated by M.Manl
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il:'li".li:1n":,T:J:lr^::-:1113!-f"r'_" nve yearperiod folowins the sisnins of
:l: jY^l:,:i::ll_"! llaj n1a uctio n constra ints witr oe ou"|'"o, Joy j ftl ;;othe objective wilr then be to secure a dominant position-in ii,e;;;";;
achieve 80% share.

Iqrn S;se" )
kry #ntly have r1*i,"ffiry"6y.616Esover locaily
f 
r rt u/-- n":ilTH:l :,t,:r:[|^rf-lt 

is essentiat that this situation be remedied ly trrePr,E"a
Free ( :T li:-,::""1-lu l"_lo,: to-pf?gy"" substantiai quantities of cisarenes and at the
ii;rJ "_l 

very least a "level plaving field" be created.

sales are cunently constrained by production capacity rimitations. Theplan therefore demands that overall production capacity in excess of 25 bill ioncrgarettes be deveroped in the most rapid time scare possible, and that a

Formulation of a strategic porffolio of our brands for the Uzbekistan market is animmediate key objeAive because:

*c'^s
rt provrdes crear Froin{s for the alrocation of marketing spend, and resourceand most importantly

i i) itprepares the ground, in terms of buirding a consumer franchise for thoseof our trademarks.which wiil ultimatery be domesticatty manutacn:reo
under licence by the joint_venture.

The overalr portfolio of brands must cover the entire spectrum of market demand/particularly in reration to low price offers. The core wilr be as foilows:

,-(uil\ )L-
L 4 e q t - -*evtt^

t Y"A,n -

''f:"'
q , t t  e J .

r
d"f;

_2 i)

"f Yw_
el4, trlir\
u r  l l

d;fr*)

_-__:) believe/
-/ |l rs €nsum€d that rrF have no trademarks of their own, nor any which areprotectable under internationar raw W|rilst the Uzbekistan brand might beunique to TTF, because it is a geographical reference it is not exclusive to TTF.This is an inherent weakness and therefore new, protectaute traoemarks need tobe developed that can serve as brands in a joint-venture scenario, particularly forthe "Economy" and ,Value for monev..offers.
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KS HL or SC Filter

Pall Matt or Equiviieni
as-abor€

t {s  u /
t t a

N,B, Erand Choice to be confirmed by consumer research
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trr tAo
tto"

The following brand initiatives will to undertaken in two phases:

Phase I - lrnmediate

Co.:rT d
Astra oval piains will be relaunched as 70mm Bmd cigarettes in a Latin
pack. Existing pack design graphics to be adhered/o.

Uzbekistan Filter 80mrn sc will be reraunched in g4mm sc and HL
versions, both of which will carry the same design, lt wiil be positioned as
cheapest filter cigarette on the market.

ilt is estimated by T Hirji of BATco that change in physical specification of
cigarefte from 80mm/18mm to 84mml21mm will not readily aiter smoking
characteristic, which under present circumstances are hugely variabie in
any case. A triai production at the new specification will be analysed by
BATCo terminal to check if any modification to product construciion are
required in order to / closely,presenl cjgarettqll

c_ t+tdfeh

Phase 2 - for action in 1g95, subject to consumer research:

- Oevelopment and introduction of new plain trademark either alongside or
as ultimate substitute for Astra. Blend would be identical for both brands,

- Development and"introduction of Economy brand (protectable tradernark)
to complement uzbekistan, and act as long-term defensive measure.
Possible centralAsian positioning to accommcdate export potential to
neighbouring republics ("Blue Dome"). new blend specification will be
required.
LxJ

- €egrqn€tfuaa1! variants of UZBEKISTAN product (1 or 2) e.g.
Samarkand, Bukhara, to satisfy ethnic differences.

- lntroduction of value for money y(nter brand, probably modifieci U.s.
Blend, quasi-westem imaqery.'

Preparation of 70mm filter offel in case of price attack from competitor
(PMl ex Alma

v r  P r  r v e  a t t q u ^

t lo be heA in feserrs
Distribution strategies need to be confirmed for a combined portfolio of domestic
and licensed trademarks using state (Bakalea) and private independenr
operators. With reference to Bakalea. the JV willseek to establish €+r*{rrltca pr,v, leyo{

This should not preclude the t rdistribution arra
use of other artners, whilst it would offer an immediated means of
channelling cigarettes distribution points, rural and urban.

by ryhi,,h iA' O/ hig 'lb r,fut ( W ftt sol m
o(  ]qk^ lea c i laehle a lzvY,  

I  '

v
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Ad/ o se.fi ry 4* ftn1t#oa,

Independent of completion o/successfut joint-venture, a commerctal teamshourd be sef up with the appropriate trade marketing and consimer marketingindividuars, to imptement the marketing sfrategres, given the maftet potentiar andcompetitor proximity. As a matter of urgency core brand portfolio ano supporlpriorities across the gmup's range of tradema*s should be immediatery
established, together with a distnbution stntegyl.

3.4 Brand Strategy

The background to these strategies is an anticipated threat from pMl out ofKazakhstan - specificaily, aggressive positioning of their L&M and Apoilo soyuzbrands in rFB2 and VFM segments respectivery. Additionaily, the possibirty of anultra cheap filter offer cannot be ignored.

The overall objective is to deverop rocaily produced lFBs to account for
approximatery 6570 segment share by the end of the plan period, and to develop ."economy" and "value for money" domestic filter offers with an imafe premium
which will drive BAT/TTF share of this potentially dominant sector ibove a2%.

A reserve 70 mm firter sc b.and shourd be "on the stocks,,, should our"economy" offer come under threat from a cheaper competitor.

IFB brand mix will confornl to group strategic brand prionties.

l F B l - M a i n S t r a t e g i e s :

- Segment share objective 50%

- Manage retair sefiing price to remain at parity with other rFB 1s.

- Highly serective distribution in early years to reach "opinion leaders,,.

- Move to rocar production onry when assured that imagery and perception
of product quality will not be compromised.

- Highry targeted communcations support programme arrived at y.A.u.s.
High quality point of sale materials.

o\
o
O
U-l
O

5
O
0\

lFP2 - Main Strategies: , _/
'-\> - segment share oolectiveK"z"

Manage retail price position to achieve parity with L+M.
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- Move to rocar production to remain competitive with competitor tFB2s(L+M from Almaty)

- Emproy above and berow-the-rine support to buird awareness at point ofsale and brand imagery.

- serective diskibution poliry in early years, assuring availability in
appropriate trade channels.

lFB3 - Main Strategies:

o\
O
O

O
\I
r-

O

\
-+ - Segment share ooiective{zo%

- Retair seiling price should reflect "auth-entic,,western 
imagery. siight price

advantage (ao/o) over competitor lFB3s shourd be achierieo due to import
duty agreement, whilst maintaining value position to attract other IFg3
consumers and those trading up from non_lFB.

' commence rocal production as soon as quarity, price and quantrty can beassured.

- Estabrish broad distribution base supported by point of sale, image
communications and trade incentives.

- Menthoi variant to be considered for female market.

Value for Money - Main Strategies:

- Segment Share objective 80olo.

- Position against Apolto Soyuz as intemational quality ,'varue for money,,
offer, reinforced with clear imagery (suitable traoemirt< to be confirmed byconsumer research).

- Initially price at parity with Apollo Soyuz, but with the objective over tlme ofachieving a sright price premium and bridging the gap bltween rFB 3 andeconomy domestic filter, which will open up as cheap imports are
rationalised.

- comprehensive, widespread distribution from day 1 is essential in making
the brand widely availabre, to encourage up-trading from prains and
switching from economy.
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- Intensive beJow-the-iine, point of sale promotion, trade incentives shouldbe complemented by heavy media communication.

- Develop immediately line extensions, e g. Menthol, 100s.

Economy - Main Strategies

- Segment share objective g5%.

- Deverop economy brand (Uzbekistan and/or new proprietary brand) withdomestic valu es' trad itiona I smokin g characteristics, ihat facilitiates
trading up from prains. (consumer research needed to estabrish
trademark.)

- Enhance packaging quarity, through more efficient sourcing and purchase
of wrapping matterials.

- Ensure consistent producl and smoking quaiity.

- Ensure widespread distribution though alr channels, urban and rurar.
- No marketing support programme, except point of sare communication inearry years 1-2 to reinforce packaging/product enhancernent andconsistency.

- Ensure it is rowest priced firter brand in the market., by having in reserve a70mm SC version.

Other Brands - Main Strategies:

- Papirossi wiil be discontinued at the earriest opportunity to provide ractoryspace and capacity for filter cigarettes.

- Prains shourd be made a consistent offer in terms of packaging andproduct charateristics. The strategy wiil be to move this category into a- conventional round cigarette in a iitin pact or in a soft cup pack with apaper bundfe .  C, o.
- Development of a proprietary trademark instead of Astra shoutd be testedas a possibre rong-term defensive measure (Astra from Kazahkstan). Nosupport necessary in either case.

3.5 ProducUpackagingstrategy
o\
O
Cf,

O
\
5
c)
c)
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product consistency against laid down specifications is criticar for all cigarettestyles:

.Development work, shouid be initiated on Menthor, 100s and ,,rights,,variants.

'Packaging materiars quarity needs to be enhanced for prains and domestrcailyproduced filter e.g. quality of board, consistency of inks, construction andassembly of 20s packs.

.All filter products shourd_be g4mm in rength in rine with internationar trends, withthe exception of reserve 70mm offer.

.HL bqXdfiouid be the stander.t oaedtna fnmar tae ̂ n Gtt^- -:-^-F
e "p6^y a s t h i s', ; ; ",''il l: :iffi^ :,1.T3' J::: 

" t' tgr** s, exce p t

'porypropyrene wrap for Ejl fiiter 20s packages shourd be standard, as a meansof aiding product quality and consistency, eipecially in present distribugonenvironment' Paper bundle wrap should be minimum requirement for all fi lterproducts.

T* | iq r^t '.f 3'6 communication Strategy

P,' o 
-)frvestment revers wiil be as if operating in a free market, wrth no ,,monopory,,

+4"1 guarantees eritant. as there remains the need to build brands in advance of

f;T-, 
possible advertising restrictions, and the continuing existence "r o.lr.p. -p",tr.

laqi oa) Inrtially all creative printeo matter and Pos material will need to be sourced' offshore for both IFB's and non_tFBs.

The future situation regarding the advertising environment remains unclear interms of restrictions and this will affect the mix of communcations spend.Presently, cigarette advertising on brllboards at major road interseciion", *i,it.t---> 
not iliegal, is not recomm"no"ip,="oto"*Jl#&-wth reference to strategieslisted ebove investment levels will be as per Exhibit 4.

-> U zbe ki s ta n o, o, o r,,uffi";i*,."H "" r;, #;'"fJ;;- th e re ra u n ch period.
1994 costs include packaging development costs, adaptation of f i lms for lFB,sand production of a film for the value for money offer which will be renewedevery two years.

lnvestment in some corporate adverlisrng and public relations excerises wilf benecessary to reinforce credibirity of rocaily manufactured rFB quarity, i.". ;;;-machinery , methods, standards and transfer of technology wiit uring oo.".ticmanufacture up to intematjonal levers

-7
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3.7 Distribution

--) 
TVu JV wiil adopt a proactive stance in deveroping a distnbutjonsystem which
meets the requirements of a growing market, diverse brands
availability for the consumer. Both the state organisatio
selected private enterprises willplay a role in the short tohffi,

lnvestment in a network of 4 to 6 depots to ensure regionar coverage and
channel penetration will be considered. Additionally, investment in-transport toguarantee physical distribution of cigarettes and merchandising materiais toregional distribution warehouses may be required. ffhis might'require a fleet ofapproximately 6 x 15 tonnes trucks at s30,o0o cash, total siao,oool.

Trade marketing requirements willrerquire a totalstaff of 100 people, divided
amongst the 6 depots:

- 50 field force (including 5 Sales Managers)

- 50 administration staff.

Distribution Price Build" Up

(1)  :Nat ional

\

v{- i"
l loa K
c*?5

Ex-Factory
VAT
Excise
Distributor
Wholesaler
Retailer

(21 lmports

ctF

Tax/Mark Up

N/{
307;....
20% \
2070 (max\.
20Yo
20%

Tax/Mark Up

o\
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O
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O
\
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O
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erm.

./-\
Sefl Out lnde{
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Factory
lmport Tax
VAT
Distributor
Wholesaler
RetailerM/holesaler2
Retailer 2

ln both instances,
high (40% -
25%) as
BAT to be

J n nt v v

--_-? 100
I  n nt v u

125
1 q n

180
216

N/A
0 . 1 5
20

l v u

1 00 .1  3
1
50.2

180.25
216.3
260

20
2A
z v

N::?rr,?^,:rade margin ", . p"rlirtag-e of retait price is very
; whtch needs to be revised to more reasinqble levels (20y0 _
bution infrastruc'ture develops over time. Herice the interest for
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:
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3.8 Pricing Strategy

Status at 15.10 93

_---)

Real price increases should be applied in year 1 to plains and Economy,
the former to a greater degree due to its relatively very low price.

[caveat: these brands must remain cheaper than competitor imports.]

Prices should be inflated at the agreed rate of real price increases.

The retail price of Value offer should progressively move upward over
years 3 through 7, reflecting increasing brand equity

vfdari
bs,*1
d"b"

'{r,"*
t l "

* \u*< ic l

arc\ti s.

'  The retail qrice of BATs IFB 3 should be positioned at 10-20% below
) other IFB 3-in year ' l  with a progression to IFB 3 level in year 5.

Al,a inG o, hLet i"vt/ 1*e-tnta- \$At,(- )r,, {/.*L.

CA
(f

c)
U-l
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3.9 Product Development Strategy

AverageRetail
US$ per
Packet 20

Average Retail
US $ Per Ml l le

net

Approx. Ex-
factory Price

net
of Tax and
Distribution
Cost US$ Per
Mil le

Papirossi
Plains

t
Economy (

Value

IFB 3
IFB 2
IFB 1

us $0.04
us $0.10

us $0.20

us $0.28

us $ 0.32

us $ 0.36

us $0.48
us $0.60
us $0.76

s2.00
$5.00

$ 1 0 . 0 0

$ 1  4 .00

s  16 .00

$ 1 8 . 0 0

$24.00
$30.00
s38.00

u s  $ 1 . 1 4
us $2.86

us $5.71

us $8.00

us $9.14

us  $10.3

us  $13.71
us  $17.14
us $21.71
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The following projects would be initiated immediately

' lmprovement of blend qualig on all brands.

' rmprovement of secondary manufacturing and packaging process
incruding the redesgin of ail case packaging to fit in w]th intemational
standards.

. The introduction of bundle packaging in 200s.

' Deveropment of new and existing trademarks and packaging for the
overall olan.

' Deveropment of enhanced packaging for Astra (not withstanding above).
' Development of new enhanced packaging for Uzbekistan.

' Development of nevy'"value for money" brand in full flavour and menthol
variants (Hilton?) using consumer research findinqs.

3.10 Excise Strategy

lnput frcm David Bishop, due 31/1r94

SECTION 4. Production Stmtegy Cigarettes

4.1 Introduction

The Marketins pr.?_l req.uires the deveropment of an overail production capacity
in excess of 25 bilrion cigarettes in the most rapid timescare possibre.

TTF, occupies a very small site (2.6 hectares)with limited opportunity for further expansion. Even when developed to its fullpotential, capacity will be timited to 1 0 -12 billion cigarettes. A new factory of2$
@ls thereforerequired to exploitthe market
opportunities.

construstion and commissioning of a new factory will take 2.5_3 years and it willnot reach full production until the 4th year. ln the interirn, TTF wili play a key roleand appropriate development is planned to obtain output ievels of 10 bill ion
cigarettes from it.

The lbng term intention is to close TTF and to concentrate all manufacturing inthe new factory This cannot be discussed openly at present but it is inherent in

o\
O
o
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O
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the investment proposars and wirl resurt in the new factory having less than itsfull compiement of SMD equipment to begin with.

o\
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The pianned growth in production wilrtherefore be as foilows:

B i l l i ons  1993 1994
Tashkent 3.2 4.7

1995 1996 1997 1998 1999
9 . 1  1 0 . 9  1 0 . 8  1 0 . 5  1 0 . 3

2003
I U . J

In terms of types of cigarefte the combined capacities of rrF and the new factorywill be as follows:

I  Q a ?

Papirosi 0.2
Ova l -P la in  2 ,5
SC -Plain 0.1
SC -Filter 0.4

"Y *T 1990 l99Z 1es8 leee

4 . 1
1 1

z - J

1 . 1
4 . 1
4 . 1

?aa3

2 . 3
1 8 . 6

4 .7
Y . T

? ?

1 . 2
3 . 1  2 3

1 7 . 9  1 8 . 6
1

4.2 Tashkent Tobacco Factory (TTF)

In almost all regards TTF facilitiesand performance (quality, efficiency, waste,health & safety, etc) fall far below BAT standards and'large amounts of moneyand effort will be required.to put them right.

It also has the disadvantage that it is located in a prime residential area, next toa maternity hospital, and is likely to come under increasing pressure irom itsneighbours on environmental matters.

Totalproduction for 1993 was 3.15 bill ion cigarettes plus .l biil ion cigarettesequivalent of smoking tobacco which is subitantially below the quot"ed ."p".itvof 7 billion cigarettes. This was principally due to ftre lack or wrapping n.,-"-i;[but also reflects the poor state of the production equipment.
---> Depite the manifold problems of TTF, itfcontinued existence and developmentover the next 4-5 years is an essential-part of the overall joint venture propo."t.- > However, due to iis p€{€itie#t limited future, it is not the intention to develop TTFto full BAT standards. Notwithstanding, the proposat for TTF has the roiro*i"g 

' '

,Z aims:

I 
l.^crease output to 10 bill ion cigarettes as rapidly as possibte.

/ -rmprove product quality to acceptable standards.
| 

-lncrease Health & Safety levels to acceptable standards.
I

I
I' 
Additiro"l eorf lo b,,y -rt F +/4 :e ]o F*l *,1*,+ , .fl -. r r  . i  |  (  l l
Willl,or1*,
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An overall capitalinvestment of $44mn is planned to meet the above. This willconsist of a preliminary caoital investment of $1 1mn to help increase capacity
under the terms of the MoU followed by a further $33mn to be invested
predominant ly in 1995-96.

4.2.1 Primary Manufacturing Department (pMD)

The current pMD consists of a pair of simple lamina lines and as it stands cannot
be used to manufacture cut tobacco for BAT rFB or VFM brands. In additionecut
tobacco quality is poor and must be improved if we are to provide a decent lr--
cigarefte for the consumer.

An investment of s2.9mn is planned in which the two processing rines are
combined into one and performance improved by the installatioi of a bale slicer,
DCC, new cufters, and a new drier. Besides the local semi-oriental tobacco, this
line will also be able to handle imported flue cured and burrey. tn aoJition an add
back system will be instalied so that imported ready proces"ed "ornponents suchas stem can be combined with locally processed lamina to create cut tobacco for
BAT brands.

A stem line or a cased leaf line is not planned for TTF as in the longer term thestate of the art PMD in the new factory will have sufficient capacityio supply theneeds of both factories. lt is assumed that the cut tobacco requirements ioirtr,
if it is kept running, will eventually be totally supplied by the new factory, or, at
the very least blend components such as stem which iannot be processed on a
gimple lamina line. Besides tfre economic argumentsJor this, there are- 

-r;

, bearing in mind it#location, in terms of
reduced dust, process waste water, and odour levers. [The uzbek parties arc
unlikely to welcome this proposat and it witt have to bi strongly argued in the
context of the overall investment. lf we are unsuccessful the-inlyiredibte
altemative will be to instalt a new pMD in TTF which wiil not beinnsferabre tothe new factory and, wilr make TTF difficult to walk away from in the future.l

when the factory is closed there will not be a substantial requirement for the newPMD equipment installed in TTF to be transferred to the new factory. lt willeither
have to be resold, if possible, or wrifien off.

4.2.2 Secondary Manufacturing Departrnent (SMD)

Planned production figures for TTF are as follows:

Bi l l i ons  1993  1994
Papiros i  0.2
Ova l -P la in  2 .5  3 .3
SC -Pla in 0.1 0.0

1995  1996  1997  1998  1999 ZUVJ

4 . 1  1 . 1
1  . 1  4 . 1  4 . 7  3 . 1 2.3 2.3 o\

O
O
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SC -F i t te r  0 .4  1 .2  ? .3  4 .1  4 .5  S  8  6 .4  6 .4

An investment of 329mn is planned involving the installation of additionaiproduction capacity., and the phased repracement and, where approprate,refurbishment of existing p.roduction equipment. By 1992 att cigJiete makrng wi'be carried out on rebuilt Mk9 and proios 
1ry3"ii""i '"ri ,i O""ing wi1 becarned out on rebuirt HLp, sasib 6000, and GDXl p".-r-iig ,".fi.",

The investment in rebuilt and refurbished equipment is not onry neccessary toachieve the required production levers, but p. erhaps more importanfly, it wiil readto a significant improvement in product quality.

Production revers in 1gg4 wiil be increased initiaily through the instailation of 4refurbished machine grrp. ( 2 for soft cup filter ina z i.i, rringe'tiol roio*"0 rya switch from singre shift to doubre shift operation. The .pr"Jo".upred by thepapirosi machines wirr be required for the new machine groups and manufactureof papirosi phased out.

The requirement for low ccst cigarettes for peopre on fow incomes is currenuysatisfied by papirossi and ovar ptarns. Neither styres are convenient for moderncigarefte making and packing equipment and the strategy will be to move thiscategory into pfain round"cigarette brands in either f"tin]6, ,oilui pacrs with apaper bundre. Manufacturing capacity for this wiil be prou,oeJ of .lfurbishingMk9 machines currenry used for ovai ptarn c;garettes "no ,"rri.iring them withrebuilt Sasib soft cup packers. lt is planned that all manufacture ;;o* cost plaincigaretles wjll be carried out on Mkg/Sasib groups by 1997.

Further increases in capacity for soft cup firter manufacture wi[ be achieved bythe insta'ation of three protos_7OlGDX1 groups. The first group is scheduled tobe insta,,ed in fourth quafter 1995, by wrrlch time suustant-iar i-Jplilrunt. in "uttobacco quarity wiil have been obtarned. The remaining t*o gi;lpr'*irr uu
[rji:: 

during 1e96, and the existins Garant + and L6G g.Jrp-.-Lroved ftom

L:lf.r:.q.: in hinge lid capac*y is ptanned for TTF above the 2 rebuittMk9/MM S/HLP groups to be installed in 1994..further hinge tio ii"l.,ura.turingcapacity will be provided by the new factory in 1997.

rf the decision is taken to close TTF once the new factory has come on stream,then ail of the new, rebuirt and refurbished sMD equipment in TTF can betransferred to it.

4.2.3 Upgrading of Services and Faci l i t ies

o\
O
O
(tl
a
\
-s

\

BATCo document for Lon sch Hyg & Trop Med g November 2001



The estimated expenditure required to bring existing services and facriities upto areasonable standard is shown below:

Buildings & Structures
Fire & Safety

S3.24mn
51.22mn

Mechanical&Environmental  S1.64mn
Electrical $2.26mn
Professional Fees 51.3gmn
Totat Sg 74mn

This will not result in an ergonomic 1Obn cigs/annum BAT standard factory (the
equivalent costs to do th:s are estimated at $2g.smn) but simply aims to remedythe major problem areas.

In the above there will be diversity between BAT and uzbek standards and it isunlikely that they wilr expect to see so great an expenditure on these items.

when TTF is closed armost the totar expenditure in this area will have to bewritten off.

4-2.4 Health & Safety

some, but by no rneans ail, aspects of Hearth & safety will be covered by theexpenditure on "upgrading of services and Facilities,'. Areas not covered willinclude machinery guarding, equipment for safe working at rreights, protective
clothing and equipment, etc.

It is not possibre to anaryse this in detair at this stage but a budget of $2mnshould be set for expenditure in this area.

There is some evidence of Hearth & safety aclivity in TTF but it is unlikely thatthe factory wourd reach doubre figures in j gnr aldit. Besioes "rp"noitur" toimprove the safety of equipment prant & machinery and workinjpi*"orr"r,
considerable efforts will be required to raise levels of safety aw"aieness anc toinstill a Health & Safety culture in the factory workforce.

The only way to coordinate and progress this in an acceptable manner will be toappoint an expatriate Health & safety manager. The managers resfonsibilities
would extend to all BAT operating sites in Uzbekistan.

4.2.5 Erpatriate production Staff
cr\
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A technicalprojects manager wiil be required for a period of three years tocoordinate the various technicar deveropment projects in TTF, tn" n"* factory ,and Urgut.

In TTF itserf there wiil be the requirement for a. prodlgtjgn manager supported bytwo expatriate sMD technicians and one expatriate pMD techniclan.

A Hearth & safety manager wilr be required for three years to coordinate andprogress activities in the various operating sites in uztekistan-

4.3 Green Fietd Site (GFS)

A new factory on a green field site is required because TTF, even if deveroped toits full potential, will not have sufficient capacity to satisfi martei oemano.

The new factory wiil have a design capacity of 20 billion cigarettes on 3 shiftswith future expansion capabirity up to 30 biirion cigarettes and wiil be abre toproduce the full range of irternational quality cigarenes.

lnitially sMD equipment sufficient to produce 15 biil ion cigarettes only wiil beinstalled pending the closure and subseguent transfer "r suro "qripment fromTTF.

The overall cost of the new factory incruding sMD equipment to 15 biil ioncrgarettes capacity is estimated to be S146mn.

It is planned that the new factory be buirt in or crose to samarkand. compeilingreasons for this include.

-lt is the preferred choice of president Karimov in his effort to establish newindustry oulside of Tashkent.

-closure of the samarkand Fermentation prant wiil become poriticaily acceptabre.

-we will have the fuil support of the Regionar Govemor of sama*and asopposed to his full opposition if it is located eslewhere.

,( All things being e,qual Tashkent would probably be the first choice location for a
{ \ 

new.factory, but Samarkancj would certainly be the second, and a not
/ unattractive, chorce.
L

4.3.1 Product ion p lan

A realistic estimate of the time to burld and commission the new factoty, takingrnto account the diff icurties of operatrng rn Uzbekistan, is 2.5 " s y"";. After that
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it will take a further year to bring the factory up to fuil production and
schedule for capacity coming on-line is as follows:

the

Bil l ionq
SC -Plain
SC -Filter

.F

leeir ree4 frgsr 1ee0 
:xx

2001

|  1 . 2

rt is not pranned that any equipment be instalred to produce low cost soft cupplain cigarettes. These wiil be produced in TTF up untir ttre oto iactory is crosedand the equipment transferred across to the new factory; not sirown on theabove schedule.

4.3.2 Site Requirements

Details of the site requirements are given in Appendix (?) [specification preparcdby OveArupl

4.3.3 EquipmentRequirements

The PMD wiil be a two shift state of the art instailation capable of supporting a 25billion cigarette operation with the capabiltty to be expandea to cofe"with a 30billion cigarette operation,.and will be able io produce cut tobacco'to support thefull range of BAT brands.

Pro_tos 70 making machines and GDXI and GDX2 packing machines is the revero.t s-�tvro technorogy envisaged for the new factory. inis wiiiu. "p"r"t"o on threeshifts.

4.3.4 Staff & Manning Requirements

A total workforce of around 700 emproyees wifl be required to operate the newfactory when operating at 15 billion cigarettes.

In terms of expatriate staff there will be a requirement for a production Director,Factory Manager, and chief Engineer. There may arso be an initiar requirementfor expatriate SMD and pMD technicians.
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