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Introduction

Every year Rothmans International Group publishes a geographical
business report. In this report the different Asian geographical regions are
compared with one another concerning profit, costs, sales etc. Before 1996,
Rothmans of Pall Mall Indonesia was always at the 1% place concerning profit.
This is because of the low costs spent in Indonesia. In 1996 profits were
declining and their place at the hit list was taken by Malaysia. This wakened the
management in Jakarta and Malang. The Profit numbers were still declining due
the higher costs than expected (sales maintain constant). The costs increased in
the year of 1996 with 10% (usually between 4% and 6%). Those 10% total for a
RP 2,6 billion: 1996. According to the management there were two main causes
for the 1996 year’s high costs :

1. High contributions to the personnel of the Indonesian government

2. Production costs were higher then expected at the factory in

Malang.
The causces of the higher production costs were :
1. Extra labor costs (approx. RP 1 billion).

2. Due the major changes of managers in key positions the efficiency

of the running of the factory declined.

The efficiency of the factory had to be improved. To get a clear picture
on the 1996 situation of the production process and to get an idea about which
machines and departments had to be improved and how to improve them,
Rothmans of Pall Mall Indonesia wanted to have an analysis what was
happened with the business logistics in 1997,
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Using Yin’s case study method (Yin, 1989), the objective of this paper
is to investigate the 1997 logistical system where this is the started turmoil year
of the Indonesian economy. Rothmans Indonesia was working with
old-fashioned machines and in the past there had been made ad-hoc
improvements for the purpose of solving bottlenecks and problems in the
factory. Therefore extra production hours were used.

What was happened

The two major problems mentioned before indicate the areas of the
logistical process in which a detailed investigation had been done. The first was
a bottleneck. flow analysis and time study of the business logistics, the second
was efficiency measurement of the different processes of the logistical process.

How should it be done

The overhead method of the investigation was based on the black-box
model of In 't Veldg. This was because of the complexity and open-endnes of
the problem description. The investigation process had to be conducted bottom
up because of the location of the researchers and their place within the
organization. As a philosophy behind this bottom-up research the ideas of
Goldratt; were adopted. Problems were highlighted and further investigated. If
the cause of the problem could not be found on the operational level of the
organization. a study was made of the tactical and strategic levels. This kind of
study was also like Het lamp model of Potgens; concerning the study of the
tactical and strategic level.

The whole research was completed as follows:

I. An overall view of the organization was established

2. A detailed vision of the production process was made

3. Time/quantity studies about resources and occupation levels were
completed

4. Interesting parts of the process were analyzed further (bottleneck and
inefficient resource)

5. Conclusions were made and solutions were established

6. Solutions were presented and implemented them into the organization

Explanation of the report classifications

The limits of the study are described. A small description of Rothmans
can be found (for a full description: Appendix 1). The study also describes the
methods of the investigation, giving a detailed view of the research methods and
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their origin. The results of the analysis are described. The conclusions and
recommendations will be discussed. Finally, in chapter 6 the implementation of
a new planning-system will be analyzed.

In the whole report small alphabetic letters are used to link back to the
table of authorities. In the table of authorities are the same letters used, which
gives the exactly information about the source. The small numbers behind the
words refer to footnotes.

A remark is made about the exchange rate of the Rupiah. In 1996 the
RP was at 6.000 to the US dollar, January 1998 the RP reached an ultimo dept
of 9.000.

Table of term

The following is an overview of the specific abbreviations used by PT
Rothimans of Pall Mall in 1997 and their meaning.

Abbreviation | Explanation . - .. ' l

Dl Dunbhill International

DIM Dunhill International Menthol

Dii Dunhill Light

DKS Dunhill King Size

DKSM Blue Ribbon Super Size

BLRSS Kansas Plain

KanP Kansas King-size Filter

KanKF ~ | Kansas Menthol
| KanL Kansas Light |

KanMLi Kansas Menthol Light ‘,
| WHRLS White Horse Long Size -

MSB Mars Brand Shag 1
. MBP Mars Brand Paper
' 3RHL 3 row box
' 2RHL 2 row box j,

KOOP Customer Order Detachment Point (planning vs customer-specific) }
?Rothn_]a’ns PT Rothmans of Pall Mall Indonesia B
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A survey of the terms used by Rothmans and their meaning in the 1997.

| Explanatign el 2
Bandrol Tax label
' Blend Mix of various tobacco’s which make specific a brand
| Casting Flavor
| Flavor Sauce with the blend is mixed to make a specific taste
:, Packaging Department where Rothmans package the cigarettes into
1 boxes, sleeves and cardboard’s
| Primary Department where Rothmans make the blend of the tobacco
Stick Cigarette
Stick-making | Department where Rothmans produce the cigarette (with the
tobacco, filter and paper)

Criteria of the investigation

The products that Rothmans produces in 1997 were Dunhill and Mars
Brand for the International market and Kansas White Horse and Blue Ribbon
for the domestic market. These brands were available in different sizes,
filter/non-filter, packages and menthol versions. This totals the number of
blends at 9 and the number of end products at 14. The total annual revenue of
Rothmans of Pall Mall Indonesia was about RP 100 billion with approximately
2.400,000,000 cigarettes product a year.

The head office of Rothmans of Pall Mall Indonesia was situated in
Jakarta. The production and storage for raw materials and finished goods
inventory was maintained in the factory in Malang. The domestic tobacco in
1997 was 65 %. The rest mainly imported from America and Brazil but they
were bought around the world by Rothmans International. Every brand had it's
own blend (mixture of tobacco). A blend was made from 15 till 32 types of
tobacco and flavored with a casting. Every brand had its unique casting, which
was imported from Europe.

For the production of the cigarettes Rothmans Indonesia makes used of
2 GLT-machines, 3 blend-machines, 11 production machines, 11 packaging
machines and 60 warehouses spreading over all the Indonesian archipelago. The
people in the factory work 40 hours a week, from 7.00 till 16.00 with a break of
| hour at noon.

It was mentioned that not all activities of the company took place in
Malang, Jakarta was the head-office of Rothmans. The President Director,
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Marketing Director, Financial Director. Human resources Director and the
complete Marketing and Financial department were in Jakarta. For the
investigation, only the factory in Malang was investigated. The place of the
researchers in the organization was directed under the Human resource manager
of Malang. In order of level it was on tactical level. The organization chart can
de seen in figure 1. All functions which were situated in Malang were gray. The
position of the investigators was shown in red.

[
Vicy Presaient
Loga & Ca Ovacior l
I | nl
Legal & Commercal || Comornie Attprs Legel 6 Ca
Manager Jaxws Maraget Jokavia Mernger Mateng
Generst Manager Geners Manager Commercan
Malarg Cpacohon Caoup Daveicoment Duecrn
F . 1 .
Fackry Quably acory Maage | = Inform, Servces r:::
parnge 9 Manages (saharta) Menage (veleng)
| T o
tew Area Cev Packrg Prvvary Iy Manages
]
Servces

Engmesnng Mandectnng [
Owackx Sarvoss Drechr Onecton
ng Product Seneces
Deecior Manager

FIGURE 1: ORGANIZATION CHART OF ROTHMANS [Source;;Own investigation]

Malang was directed by two managers, the GMM (General Manager
Malang) and the GMMO (General Manager Malang Operations. The GMM was
responsible for organizational task whereas the GMMO was responsible for the
production process.

The Production Process

The manufacturing process of the cigarette was easy. The raw tobacco
leaves were harvested and pre dried. They arrived at Rothmans in 80 KG backs.
Here, they were shortly stored until further production follows. The first part of
the production was the green-leaves trashing. Here the leaves and the nerves
were separated, washed, steamed and dried, cut and boxed for a long time
storage. To gain quality the tobacco was now stored, depending on each brand
until /2 or | year.

After the long time storage the tobacco was steamed again to make sure
that it was not broken. Then the tobacco was cut into final size and mixed with
the cut nerves and wood. This was done by various tobacco brands at the same
time in one machine. The mixture of tobacco was called a blend. The blend was
casted with a flavor to give it some specific taste and dried. After the drying, the
tobacco goes for tree days into a cold storage.
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The blend was fed into the stick-making machine at the making
department. Here the blend was rolled into a paper and a filter was glued to it.
The sticks again go into a cold storage for three days.

Finalty. the sticks were packed into packs. sleeves and boxes. After that
the boxes have to be stored for 7 days for good quality. After that they were
distributed to the various sales-points.

The basic of this logistical process of the factory in Malang can also be
seen in figure 2. KOOP and some logistical core definitions are also presented.

The Limits of The Investigation

The investigation focused on the primary production process at
operational and tactical level (as also can be seen in figure 2 and 3 on page 13/
14, limits of the organization: The area within the dotted line is the to be
investigated area). The basic cigarette making process was analyzed. However,
one thing not taken into account was the long time storage. This was because
decisions for purchasing were made by an expert group, consisting of farmers
and growing specialists. The most important here was the quality of the
tobacco. the characteristics of a tobacco harvest and long-term harvest plans.
The investigators did not know very much about this to give an opinion and
leave therefore this part of the process to their counterparts in Wageningen.

Because of this, the purchasing of raw materials was the left limitation
of the investigation.

Further, because all strategically decisions were made in Jakarta, the
work in Malang could only span tactical and operational decisions. The research
was limited to that. On some points, some opinions were given concerning the
strategic level.

At the end of the process the products would be distributed. Some
deliveries were going directly to 40 distributors, but most of the deliveries are
going to*a stop-point (warehouse). On every major island was a stop-point. As
example Sumatra has 2 stop-points. The islands Sumatra, Java, Bali and
Lombok products are delivered by truck. For the other islands the products are
delivered by boat from Surabaya. All the deliveries are arranged from Jakarta
and therefore not conducted in this research.
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Method of Investigation

The overall method of research was the Black Box approach according
to In 't Velds. This is because of the complexity and open-endnes of the
problem description. Because of the location of the investigators (geographical)
and their place within the organization, the investigation had to be conducted
bottom up. A top-down approach may not be successful because of the
difficulties of obtaining material from Jakarta (Jakarta-Malang, 1200 Km) and
the secrecy of core-data. Due to the philosophy behind this bottom-up research
the ideas of Goldratty were adopted, concerning throughput, inventory and
operation expenses. The throughput will remain constant, the inventory and
operation expenses will be reduced.

The process steps were in the following order:

Establishing a global view of the factory

Specialized view about the production process

Specialized view about the occupation level of machines and the efficiency of
the use of resources

Analysis of the problem parts

- Solutions to the problem parts.

Special attention was paid to the analysis of the occupation level of
machines and measurement of the efficiency of the resources because this is the
starting point for further research. Graphically the investigation can be seen in
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figure 4: Overview of outline and method.

Lower production cost

of the factory

v

Overview of the
Production processes

y A\ 4
Productivity analysis e Interviews with Bottleneck analysis

. employees
- Measurement of ¢ Plant tours * Analyzing historical
v resources data
L e Capacity analysis e [Interviews with

e MMO employees

¢ MMO
FIGURE 4: OVERVIEW OF OUTLINE AND METHOD [Source: Own investigation)

The methods of research for the steps 1,2,3 and 4 will be disgust.
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Global View of The Factory

A general impression of the company was established by reading
documents, interviews with managers and viewing the factory. As a basis for
this research the "procescontingentiebenadreing" according to Heijnsdijkr was
used. The complete report of this can be found in Appendix 2 : Kind of
organization according to Heijnsdijk; Rothmans is defined as a bureaucratic
organization in all its fullness.

Global View of The Logistical/Production Function

To focus the production process, a questionnaire was made based on the
model of "Werken met Logistiek", according to Visser / V. Goorg, covering 7
major parts of business logistics. This questionnaire dealt with the following
headings:

. Production, planning and controlling
. Purchasing

. Inventory management

. Materials handling

. Inventory control of finished goods

. Depots and inventory

. Transportation decisions

~N O B LN

Based on the information obtained by the above questions, the
following parts were constructed: A detailed flow-chart (Appendix 4). The
material movement (Appendix 5), an overview of the planning-system, an
overview of depots, means of internal and external transportation, materials
handling and purchasing (Appendix 3). Sorry, not finished..

Analysis of Occupation Levels and Efficiency of The Use of Resources

The core point of investigation consisted of two closely connected
parts. One was the bottleneck analysis which measured the efficiency of each
step in the production process and the second was the performance indicator
which measured the efficiency of all the recourses in the process.

Bottleneck Analysis

To give a structured overview of the capacity and the various tasks
within the production process, Aaldersy model of machine use was copied. The
model can be viewed in figure 5.
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Available production time, amount of production 100%
| Up ume Down
time
Real production time Waiting
{ time
Useful production Slack
Ltime

FIGURE 5: ANALYSIS OF BOTTLENECK [Source: Aalderss}

The quantities which were investigated were:
Hours a day for repairing each machine
Hours a day of waiting, production on reduced speed or errors in the
process
Hours a day lost due to slack.

Also, the waste of materials was measured with each of the above
quantities.

These quantities were measured over 19 major steps of the production
process as abstracted from the flow-chart (Appendix 4).

Productivity analysis (efficiency), the performance of the process

The goal of this analysis was to measure if the recourses for production
were minimized to each step in the production process. In figure 6 you will see
how the resources were involved in the components of logistics management.
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| Management Actions ]

Input into
Logistics
Natural .
Resources | Supplier Logistics Management
Human Raw In-process | Finished Customers
Resources Materials | Inventory | Goods
Capital Vendors - --ceeeooo e
Resources K';-__‘—l>
[ Logistic Activities |
FIGURE 6: COMPONENTS OF {Source: Councit of Logistics Managementg]

LOGISTICS MANAGEMENT

Per step of the production process, it was measured how many percent
of the useful production time was lost due to human, capital (machine) or nature
(material).

The maximum possible production was almost in all cases made use of
the technical specifications of the machines in that step of the production. The
complete overview of the bottleneck analysis and the resources analyses,
according to Aalders,, can be found in figure 7.

The use of machines

Available production time, amount of
production 100% Repair Ava.ilability :
Capital
Ch
Up time Down ange Resource 4'
time Small stops
Reduced speed Performance:
Real production | Waiting " Human
: : Waiting Resource
time time
Malfunction
Useful Slack Starting/Sto
production Plaeag.
time
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FIGURE 7: ANALYSIS OF BOITLENECK/RESOURCES [Source: Aaldersa]
The whole bottleneck and performance investigations are summarized
in the efficiency diagram (this will be fully explained in chapter 4).

Efficiency diagram, the combination of bottleneck and productivity
analysis

As can be seen in figure 7. the bottleneck analysis and the performance
indicator were the same investigation. Only the number of calculation was
different. Therefore they were combined in the efficiency matrix as shown
below in table 1.

Nature Nature Capital Efficiency

Resources Resources  Resources Surplus
Task 1 o4 Nature % Human % Capital Efficiency Efficiency

(material) {machine/stock) Surplus
Total Overall

Average

Efficiency

v
—~
Define inefficient resource
TABLE I: SUMMARY OF EFFICIENCY DIAGRAM [Source: Own Investigation]

To complete this efficiency diagram, various measurements and
calculations were undertaken to gather the correct data. The data for the
efficiency diagram was for a great deal obtained from a MMO (multi moment
opname), according to Tippett, During a two week time study (normal
production week) we made 6650 measurements which spread over 19 process
steps (350 measurements per step). The overall occupation level was calculated
at 30%. The standard deviation was 2.5%. With a reliability of 95% we can say
that the true occupation level was between 25%-35%.

The maximum available production times per step of the production
were obtained by interviews with key-employees at each step and by looking at
technical machine data. The waste of production time due to machine, material
and human unproductivity were subtracted from that and the occupation level
was the remaining.
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Analysis of the problems
Interesting results from the efficiency diagram were:

* Packaging department (bottleneck)
* Human resource (least efficient resource)
* (High stock levels)

Further analysis of those three "problems" was again based on
interviews with employees and some smaller "time-studies”.

Results of The Analysis

Because of the duality of the investigation this chapter is divided into
two parts. Part one describes the bottleneck analysis, its critical points and
results. Part two is the efficiency analysis.

The bottleneck

After the construction of the efficiency diagram, the packaging
department could be distilled (occupation level of 64%) as bottleneck. In the
packaging department were /3 machines running for 9 products. In Appendix 7
the result of the whole factory analysis can be seen. After this analysis we made
the same kind of bottleneck investigation like the previous one only this time is
specialized (zoom in) on the packaging department.

In the packaging department was one machine the main-bottleneck. It
had an occupation level of 702%, it means that the daily demand was
impossible to produce within the normal 8 hours work-time. This machine
package the DI and DIM.

The other machines in the packaging department had an occupation
level less than 70%. So the daily demand could be managed theoretically. The
result of this zoom analysis can be seen in Appendix 8.

Money talks

185 employees were involved directly in the production process in
Malang, 106 employees indirectly including the managers on the work floor. 72
employees were part of the staff or working on high level as managers.
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e The minimum wage in Indonesia were approximately Fl. 800.- each

year. (RP?)

o The average wage of employees at the Malang factory was FI. 2825, -
each year.

e The average of | normal labor-hour costs Rothmans Fl. 1,36 each
person.

o The average of | extra labor-hour (over-work) costs Rothmans FI. 3,82
each person.

In 1997 there were 65406 extra labor hours. Combined with 260
working days a year, that means Rothmans had an average of 251 hours a day
extra labor hours. Therefore all employees (directly and indirectly involved)
were working nine hours a day.

The general measured output in sticks had an average of 9 million per
working day (8 hours). The average sales volume of Rothmans was 10 miilion
sticks a day. Therefore one extra labor hour was used every day to make the
missing | million sticks.

According to the investigation capacity of the various steps in the
production process, these costs were not necessary. There was only one
machine in the whole factory, which could not match with the daily demand, the
average of 10 million sticks. The packaging machine. At this machine there
were 6 employees working. They had to work theoretically 1 hour each day
extra to match with the daily demand.

Efficiency

A look at the efficiency diagram showed you that the human recourse
was the least efficient. See table 2.

Cause % Time
Reduced speed 24,8% 2h.
Waiting 23,9% 1 h SSmin.
Malfunction of 1,0% 5 min.
Process
Starting/Stopping 3,1% 14 min
Total 52,8% 4h 15min.
TABLE 2: INEFFICIENCY OF HUMAN RESOURCES [Source: Own research]
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Roughly 4 hours a day employees were not involved in actual
production. A short view about the two main causes can be found below (see
Reduced Speed and Waiting Time)

Reduced speed

The Reduced speed figure was the highest waste producer
(good for 2 hours a day) but had to be viewed with caution. This
figure was a combination of the actual measured number of
employees at a given time at the machine and the speed of
production. In mathematical form:

100 (# present employees)
Normal nr. Of employees at machine  * % Working
RS =

100

Especially the working speed was very indicative. Apart
from that, if the working speed was viewed as a problem, one had
to consider the culture of Indonesia, which was not a hard working
culture, according to Naisbitty,. This made the reduced speed factor
that was not a main point of interest for further investigation. Only
a remark was made that this factor could be an interesting point for
further study. A special point of interest could be the wage system
of Rothmans.

Waiting time

Holiday at Rothmans. Each working day | h and 55-min
the production employees spend with waiting. Roughly 70% of this
time was waiting for orders and 30% for materials.

The waiting time for orders occurred because the
planning-system did not match with the factory demand (otherwise
there would be no waiting for orders or materials, would there?).
The waiting time for materials, indicated problems with the
materials handling.

Analysis of the production planning resulted in the insight that the
planning-system had a correctness of 27% (std. 33%), see
Appendix 9, and that's amazing.
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Let's take a look at the factory:

A department got its production orders every morning
from the boss. As soon as they wanted to start producing, they find
out that input materials werc not available. They called for the
boss. The boss now looked in the various depot's and changed the
planning again. This change however was not briefed to the other
production chefs.

The little story indicated three major problems of the
planning/ controlling system:

o The centralization of the decision-authority.
e The freelancing of the various decision-makers.
¢ A planning-system that can not cope with this.

Also: The current planning-system was focused on
producing to customer wishes. The customer was taken much to far
into the organization. Because of the predictability of the sales, an
on inventory focused planning-system would be enough for
Rothmans.

The above gave three possible improvement targets.
Reorganizing the decision authority, restricting the freelancing of
the various decision-makers or making a planning system that
could handle those two situations.

The centralization of the decision authority

Discussions with Rothmans resulted in the point that it was not wishful
to decentralize the decision authority. Also because Rothmans was a very
bureaucratic organization and the culture of Indonesia which was not strong in
making personal decisions. At this time Rothmans had 185 direct production
workers. 5 department managers made the decision for their department to
change the production process to another product. This made the span of control
on average 37 and this false within the span of control stated as normal by
Heijnsdijks. Therefor, the decentralization of the decision authority was not
rejected as point of improvement.

The freelancing of the various decision-makers
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The 5 major decision-makers change.t the production planning on a
regular basis (always). The causes therefore were various, starting with
unavailability of input material, ending with the company policy of minimum
runs etc. The most heard argument was that the department managers check the
end-inventory and upon that information they rearranged the production
process. The decision-makers did not plan and produce systematical. The
communication between the various decision-makers was not optimal.

A planning-system that can not cope with this

The current planning-system was focused on a market forecast. It was a
kind of simplified MRP-system. Example of MRP could be written in Gaitherp,.
On paper this system worked well but problems came awake at the daily and
monthly planning's meetings. The various changed in the planning were
discussed but the fact that storage times had to be around three days,
complicated the overview of this meetings. Another problem was that the
planning-system was based on a customer demand. The actual planning at
Rothmans was in the first instance based on the marketing forecast but then
mixed with the inventory levels. This outcome was the actual production
planning. There was a gap between the marketing planning (order based, made
in Jakarta) and the production planning (stock level based, made in Malang).

Further. changes in the production process should also be changed in the
planning system which was mostly not done.

This indicated that the current way of planning did not support the way the
factory runs. Inefficient communication and a bad planning-system were the
causes here for.

Changing the planning-system

To improve the planning-system and improve the communication, three
major choices were open:
 Implementing a consistent customer-based planning system (MRP).
+» Changing to inventory-based production.
* Improving the clarity of the total view in the planning's meetings.

A customer-based planning-system (MRP)

If the trend of the head-office in Jakarta was followed, it was wise to
implement an all order-based planning-system. However, this had some major
drawbacks. First of all, a MRIP system means that every customer was noted by
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it selves. This means, or very short runs or grouping of a lot of orders on a huge
planning-board. Apart from that, one of the advantages of an MRP system was
that one exactly could produce what the market wanted at any given time and
therefore allowing an in-stable market demand. However, the market demand
for Rothmans was very predictable and constant. Further to that, If one planned
production to orders, the KOOP would be before production. At Rothmans the
KOOP was at the end inventory. So all activities should be based on planning.
For the above reasons, a MRIP kind of system was rejected.

Inventory-bas«! production

In favor of the factory at Malang and the KOOP, one worked according to an
inventory based planning. This was a very favorable solution. Specially, if one
took into account the possibilities of fixed production runs.

Improving the clarity of the total view in the planning-meetings

Another possible solution was improving the information management at the
planning's meetings. This solution was probably not the most "beautiful" in
business engineering terms but the easiest one. It was also the least time and
energy consuming for Rothmans.

Conclusions
Bottleneck

Conclusions:

e The production process at Rothmans had in general a high capacity.
Only 30% of this were used in 1998.

e Occupation levels of the factory could not justify extra labor hours last
vear.

e The packaging department had the lowest capacity. Therefor this
department was the bottleneck.

o The DI and DIM packaging machine had not enough capacity to pack
the daily demand in the normal 8 hours working time. This machine
was therefore the main bottleneck. It had an occupation level of 102%.

e Despite expectations the process showed a rather low down time and
slack figure.

The Human Resource

A better planning-system would reduce the waiting time for the
employees (now 2 hours a day). The reductions of the waiting time by only one
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hour would result in a total annihilation of the extra labor costs and therefore a
cost reduction of app. RIP 1 billion a year.

' If we take a deeper look into the culture at Rothmans and Indonesia in general, it was
not likely that students or low level employees gave their opinion about responsibilities
of their superior. Therefore all the solutions given had to be implemented by one of the
managers who had to be convinced about the solution and its effect.
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Implementation of Model

So let's talk structured. Let's improve the construction of the planning at
the Rothmans factory. The main problems were caused by the minimum storage
time of all stock (3 day's). A further problem was the various input material
(bandrol. filter etc) and getting them on time to the production.

To structure the meetings an Excel sheet had been made covering one
production year. The marketing figures had to be inserted into this. The logistic
manager then regrouped the orders to date and leaving figures. Then, the
department managers had to group the production runs into efficient runs and
level the secondary materials to this.

The working of this sheet had been explained to the managers. They
were willing to use it. If a department could not fulfill the planning, the
planning-system was changed according to this. A remark was made that the
stock levels probably would rise, which was true. But it did not make any
difference in financial aspects. The raw materials were lying for 1 year on stock
anyway.

A point of remark was made that this only could be a temporarily
improvement. To smoothing the production process even more, the whole
planning-system had to be changed into an on planning based information
system.

A long time improvement would be an inventory oriented
planning-system. It would optimize its production efficiency. Especially when
one took into account the possibility of producing to a fixed weekly production
schedule. This would not only improve efficiency but also significantly clear the
planning and production routine.

Evaluation

The strength of the investigation was the way the methods were used.
The methods fitted exactly in each other. That made the investigation as a
reliable investigation. The results of the investigation were also in common with
the problem description.

The weakness of the investigation was the missing of a financial
security of the recommendation. Of course Rothmans liked to know what the
amount of cost reduction was if they follow the recommendation. In the first
place it was hard to get the objection of the investigation into a quantitative
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number. After the investigation it was declared. the results of the investjgation
were more indicative than absolute. This was because of the way of
mvestigation following Dutch students' levels.

[t was going to be hard for Rothmans to adapt on the way the
investigation was held and naturally the results of the investigation. [t was not
suitable with the Indonesian culture. The problem lied on the way how to
express one's criticism. Normally Indonesians did not give direct criticism to
cach other and most of them feel reluctant to give criticism.

The moral for Rothmans was interesting. It was the first time
researchers observed the production process. The key-employees had now an
idea of how outsiders look at the process of the factory in Malang. They could
learn from this point of view.

Some interesting literature: Appendix 11: Copy of newspaper message
about increasing the price of cigarettes Appendix 12: House of Dunhill
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Appendives
Jhie Lipatyadr nrocass st Rothaans of Fall el indonss.2

Appendix 1: The Rothmans organization

P T Rcthrmans of Fall Mall Inconesia i a pan cf the Pacific Region of gne of the world'=
majar nternational tobavco araups of the Rothmans International Graup. Rothmars
irternatanal Group 1ag heen prodscing and selling ciga-ettes for over 100 years and
cver those past 100 vears the company has @rown out to be a mutinahona organization
the 4™ tamest tohaccs seller ¢l the woild Thewr products are so:d in over 200 countries
and mwolve werldwide per annuT sales of appraamate y 200 bilion cigarettes. Scme 50
factanes around the globe are constantty invoh ed v producing -his dernand

The Rothmans international Group produces mainly white, non-kretg<’ cgarette hut itis
glzo a leading word suppher of cigars, fine-cut and pipe tohacces. The major trademarks
of the Rothmans international Group are Rothmans. Dunhill and Peter Stayvesan:, which
are amcng the top 15 intamational cigarette trademarks of the world. Apac from that they
groduce a broad range of local cigarettes and tobacco brands cepanding on each global

fhigike!

T compste in the global market, Rothmans Infernatianal Groun is organized in
geographical regions and different Rothmans Holdings Ltd Rethmans of Pall Mall
&ustralin Ltd. 15 a pubhe company that 1z awned for 50% oy the Rothmans Intemational
Geaup Ui responsible far the Asia Pacffic cigarette region. covering Australia, Fiji,
Indonesa, Papua New Guinea. New Zealand and the Philippines Figure & shows how
‘he Asia Pacific region is organized

e I ——
cerems Plane NN e [ARLE racli
Loeaww FHC ! It ames e AYG Honih 2es00 e
FhobiRbn O LRVTENW OF ROTTHM AN S AL PACIEED [Seurpe: nwh mvestigaton]

PT Rothmans of Pall Mall Indonesia

OSSNV Tabaeolina Boigium estaklished s factory i Malang InMarch 1988 the
factory was transterred to Rothirans of Pall Mall Austraia Lid. They renamed t to Pt
w-thmang of Pall Mall Indonesta and was officially recpened under te new namc on the
17" of Sertember 1987

The company 15 ane of the largest white cigaretie ranutacturers in Indonesia The
company produces domestic brand and international brands of white cigarettes. The
products that Rothmans ot Pall Mall [ndenesia croduces are Dunhill and Mars Brand far
the international rarket and Kaneas, White Horse and Blue Ribkon for (e domestic
mat et These brands are availabie in different sizes packages and merthol versions

Tre arad cifice of Rathmans af Pall all Indonz51a 18 stuated in Jakarta, The production
anG storage for raw mMatenals and fimshed goods inventory are maintained in the factory

nhiaiang

o ek cigarettes contan S0% tobacco ard 539 krrtek Tha fifor of the cigareite s caaen
A gl cose fayer
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/ippendices
Tihe logeslicul provess ot Kothmans af Pafi sl indonasia

Appendix 2: Kind of arganization according to Heijnsdifke

Te get a good impression of Rethmans and ts know in what kind of directions the
change-aoiity targets are going to be. Rothmans was characterized according to
Heljnsdiks

Quantities

Organization
Assets af Rothmans: i
If we take a lock at the fixed assets of Rothmans we can see the following trends:

e Th= fized and current assets are respectively divided into 47% ¢ 53%., see Appendix
10.

« The packaging and stick-making machines ara case sensitive. The other machines
can be used for all kinds of tobacco.

¢ The divisron liabiliries ¢ equity is 14% ¢ 86%. se¢ algo Appendix 1G.

Because of the high level of equity Rothmans ¢an invest and change rather Hexible The
technical lay out of the factory aliows, apart from packaging and stick-making. production
of different kinds of tobaceo.

Organizational culture

« The erganization s hierarchies, sea tha Rothmans organization chart on page 8.

« The task, responsibilites and allowances are strictly divided hierarchicaliy

+ There are no career opporunties for tac iower lzvels

« The average age of a production worker is 41

+ The care-philosophy of Rothmars is ta make of quaiity of cigarettes. This philosophy
right not to be fet within the factory.

« There are broad planning and controliing system Palica officers are found to control
the factory.

From the above we car conclude that the culture of Rethmans is formal, stiff and strong.
Changes in the canpany wi have dfficulties te gain foothold. Changes hava to be
ntroducad in a strang y hierarchical manner

800 errplavecs ave involved in Rothmans. 353 of them at the factory in Malang, 4D in
Jakana and the rest soread all over Indonesia (working at depots of Rottmans. {ruck-
drivers etc )

Persons

There is a great diffarence between the management and the cther employees. The top-
managers are mainly European and Australian people (situated in Jakarta). the middle
managers are Indonesian peoole graduating from overseas university and the operation
level are lowly-educated Indcnesians.

v All the problems are hrstly discussed with the tirst 'Western person in the hierarchical
line, nct depending an the function of the persun. Indonesians have difficulties with
this policy
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AUpC iy
IHO JOMISHCAl ACESS &Y RANUGANS Y LCail M9 @ IeheSe

« Every employee 15 mainly focused an his or her own dapartment, function and
authorities

«  The people reaty want to torporate with each other.

« The power ot the arganization lies on the top management. There are no mternal
coalitions within the factory

Environment
To dusonbe the environment of Rothmans, some divisions have ta be mada. The
‘ollowing divisions are accerding to Heynsdijk'se conceming with organization diagrarr:

Market

« Transparent an equal amount of campetitors without naw players Always the same
brands the customers-behavior doesn't change

» Static. Probatly there will be no new competitors in the cigaretles-market. Also to
hring a new product on the market is not expected. The indonesian sonsumer has a
constant smake-behavor cf the same brand. The price and the ayailability are the
most important marketing-iNstruments

+ The market s highly compelitive b, transparent

+  The smoker s inyal to his brand

+  There are no @xtemal coalitions

+ Tne competition is fair and open

Suppliers

» Rothmans has fixed suppliers of raw matenals. These suppliers depend on the
quality of the tobacco-harvest and Fave to be arranged every year differently

¢« Rcthmans International for the intemational tabacco coordinates the purchasing. The
domestic tobaceo Is purchased by an Indonesian brake- {policy of the Indonesian
guwern niznty

Government

» The povernment makes everything complicated. Policy and rules are not always
completely clear

e« Car be dynamic cepends on payment {bribes)

» Rothmans has to follow the rules of the governmant, otherwise a fot of problems and
big sanctions will be freed

The variables
Hepusdik, has three subchapters of how to deal with this kind of information

Strategic variables
How does Rothmans deals with the described surrounding?

Fothmans only produces for tha Indonesian tax-markets. {Tax-free sellers are supplied
by Rothmans Singapore). Rothmans sefls 5 trands: Dunhill in high level class for golt-
olayers and Chinese. Kansas 1n middle class for factory-workers, Blue Ribbon and VWhite
Horse as hattam class, ezpecially cheap and Mars as the cheapest altenaltive 1o smoke

The mast important sales strategies are the prices of tha cigareties. This is for the whole
Indonesian cigarettes market the same. The second pomt is the availability o* the
products. Because of the size of Indonesia, almost the same s'z2 as whole Europe, *reve
have to bo difficult logistical strategies to compete the whole country. That is why

Vol. 12, No. 1 July 2004

© Centre for Indonesian Accounting and Management Research
Postgraduate Program, Brawijaya University



46 How Fast Tobacco Can Be: ..

Appendires
The RQISTCA Urocusy o! (Kruhinisng of al Mall toaanesia

Rothmans dossn' deliver to all igslands. {equal to her competitors) The competition
between the cigarsttes-companies is fair and open. The most impartant thing is to deal
with tha best marketing-mtx instruments.

Qesign varlables

e They have a strict functinn-description. Everybody has his own job and tasks
« The organization has a functional structure.

= Rothmans is strangly honzontally centralized.

s There are no many tasks deiegation

Staer variakles -

* The refations in Rothmans are most of them famal and are almost like in ¢he
oolonist-period. In pancival they try to standandize the jobe and tasks, but the
crealive soul of the indonesians have most of the time more successtul.

+ There are hierarchies and high-handed power-ship

»  There are few intemal education programs.

= The planning and controlling systems are strongly horizontally centralized and formal.

» Every delegated task is from the tog to the bottom.

Managemant fifter

There is only one possibhty in the factory of Malang to adapt to the changes in the
surrounding and evetything that »s delegatad. In lakarta they have aiso problems with
this matter because they have to follow the lines and regulations ot Rothmans
Interrational.

Summary

» The strategic variables ane pointed out in the market to convince the quality of the

praduct.

* The design variables are centralized and the factory is arranged functionatly

+ The steer variables are farmally and standardized, which are delegated from the top
of the managemert.

» The enviranment is stable and transparent

e The organizaton is built top-down

» The individuals are lowly educated. not concerned the company and decilc.

» Because of hierarchical difficulties (Malang - Jakarta - Auslralia} the managemen:
fiter 1s thick.

So we can conclude that Rothmans acconding to Heijnsdijke is most likely a bureaucratic
organization
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Appentixus
Tha logistical procusy at Rothmans of Pali Mal danesia

Appendix 3: The model of "Werken met Logistiek”, sccording to Visser/ V.
Goory
This modet covers the 7 major parts of business lagistics

Production, planning and controliing

Purchaging

The moest impartant raw materials (tobacco) are mainly purchased by R¢thmans
intarnational. The purchasmng of paper. glue, filter et¢ is arranged by employees of the
puichasing department in Malang

Inventory management

The are a lot of inventories in the production process, The level and duration of the
neshtery are based on tha quality of the product. Measuring the guality of the tobacce is
only far soeciahists net for this investigation. This quality measurement is especially
mteresting far the long tme sterage The tobacco has (o be stored thero for at least half a
year This s anincredible brg investment

Materials handling

The internal transportation 1s mainiy truck-dinving from and to the long time storage
depots |n the rest of the faclory are the departments close to each other That means
that the output of ore ‘s directly the inventory of the next step. From the inventory to the
next stzp is mainly human energy

Inventory contro! finished goods

"he nventery of finshed goods s alsa a critical part of the investigation. The cigarettes
have 10 be stared in this hall for at least 7 days, otherwisa the products de not have
geod quality

Depots and inventory
The depots and inventory outside the factory of Matang is organizad by the management
inJakaria.

Transportation decisions
The deliveries to the depots and distributors and organized by the management in
Jakarta.
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Appondixes

The logisnicsi punness ot Rothsins of Pak Mal oaoe o

Appendix 4: Material fiow

Domestic interna-
Tobacco tional
Tobacco

Receiving,
Entrance control

Green leaves
trashing
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Mixing

Blend
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Cutting
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Fiter

Paper,  Foll, Paper
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Ink Tear-strip Film

Cuol storage
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Storage
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Districution
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Appondires
I _ (he dugnstizal pimcrses o Ruttrrons of Pall Mad ivoncsig

Appendix 5. Flaw grocess chart
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AP dixs

TN fogishioad (2L ss & f ROMIRSNS of Fiil M indonea:

Appendix 6: Lay aut of the factory / Material flfow
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Appendixes
. I he fogustical process 3t Rothmans of Paii Mail Indonesia

Appandix 8: Analysis of the packaging department

Packaging Machine _Selesvolume [Human[nature |Capial |Eficiency surplua|T¥ Units [Reparir[Crange[Smad stap [# __ [Reduced speed g [M of process ¥ |Starting/stof sing |# _ [Remarks
Kingsize HE Biw| 118%  11w[ Z28% @4 3%n|| 87 sichs TG 01 < [756 G X} 0128 0.1] 73.2|7 machines
Supersiue HE 1% GO 0wl 3aw 1023% ] ) 1jswks| 03 o ¢l 3 o o of 18 0] 10 5[ macnine
Non fiter 5P 18%|  2.5% DMl 293% 60.0%|| 24{suers| 1o 02 o1| 3s o o1 ol 18 0| 10 5|1 machine
Supers:ze SF 7%l 218w 024 tBE% s97%|]  1.1]stexs 10 03 22| 38 o o o3| 18 0.8f 10 5|1 macrne
Kingsize SP 2%} 35.8%| G.2% 45.1% 18 9% T sUcks 27 04 02! 38 04 R3 07 18 0.8] 10.5{1 machine
Total 100% l 18% 14 J{sticks 1 40 20 115{11 machines
Average RS g% 22Rv. 64 3% 1.3 sticks 14] G2, 0.1 3 (X 0.2 03

Human Hesources ANthe mrmen enemy consimed By TRE (FOIWEER DOCESS

Nature (matenal) Resources A the materis consumed by the prodescron process
Capitat tmachine) Resources AP ibe CapRal wiCh & GoNSUMEN by The DrutuL0n SOCHLE
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Change Tatve (N2t =8 108 Buc 0 GG (Ne MrIed s § e P0Gt
Swat 1top Tuers tnat @ 03 (0 amak atas of he macene

] Nurmber of s Dat 10 Lal 31003 (M OUSANTTH

Raduced speed Time 0w 10 redced production apeed

Waiking Yeme 0wt G 10 WA for mpul matenat

Malunction of process Tarse KS1 10 sHAMIACIION 05 Me DroCess

] Nt of MRS 31 G T8 mFLREIONE Of e rOcEYs (n ousands)
Starting/scopping Tirs which @ oat (9 318109 AnG FODPNG e PrO0RsS

v

Number 0 unas WhHGh 817 1061 Mt 10 SATING ANK LIOPRING 1he FrudeLs (In Thows ande)

Vol. 12. No. | July 2004
© Centre for Indonesian Accounting and Management Research
Postgraduate Program, Brawijaya University



52  How Fast Tobacco Cun Be:

Appendixes
The logistical process at Rothmans of Pall Mall Indonesia

Appendix 9: Accuracy of the planning
Average demand and standard deyiation:

09-Fedb  10-Feb  11-Feb  12.Feb  13.Fed 16-Fed  17-Feb  18-Feb 20-Feb Total U STDEV
KanP X} 00 ao 0.0 0.0 0o 1.9 0.0 10 29 0.3 1.0
BLRSS 0o 0.0 0.0 c.0 0o 0.0 0.0 0.0 a1 0.1 0.0 0.1
KankF 28 0.0 0.0 0.0 26 0.0 58 1.0 52 17.2 19 5.0
KanMm 0.0 K] 0.0 09 13 0.2 13 05 5.4 (X3 10 28
Kani 0.0 0.0 0.0 0.0 0.3 3.1 11 1.2 a4 8.1 0s 25
KanMi 1 0.0 0.0 0.0 0.0 0.1 0.0 0.0 0.0 03 0.4 0.0 0.1
OKS 0.0 0o oo 00 0.1 1.0 40 0.1 18 [ X3 0.8 22
DKSM 0.0 0.9 0.0 0.0 0.1 1.0 1.1 01 0.9 4 0.5 1.2
on 00 0.0 0.0 00 0.0 0.0 0.1 0.0 0.2 0.3 0.0 0.1
WHRLS 0.0 (%] 00 00 0.0 0.0 [-X 0.0 0.1 0.1 0.0 0.0
TOTIRHL 28 09 a0 0.0 a5 3.2 15,2 27 19.4 a7 5.« s
o] 6.0 0.0 00 0.0 0.1 0s 1.2 0.0 1.0 29 03 ce
LY 0.0 0.0 0.0 0.0 0.1 0.0 0.1 oo o7 10 0.1 0.3
TOTZRHL 0.0 00 0.0 00 0.1 08 13 0.0 1.8 39 0.4 1.2
ToT Cig 26 09 0.0 0.0 48 39 165 28 212 525 58 15.6
MBS 0.0 0.0 0.0 [X] 950.0 0.0 100.0 16,0 400.0 1485.0 1828 4874
MBP 0.0 0.0 0.0 00 742 16 2 54,0 16.2 686 2202 255 87.5
10 28

KanP 39.8 26.0 68,7 f 0.0 Q.0 0.0
arss UM 7> 71 25 sas
KankF [TX] 96.4 a7 Q0 0.0 87.2 943 915
KanM 887 40.4 56,0 56.4 938 68 1 83,0 0.0
Kani (X1 &a4 a2.4 "0 oo " oo
KanMLI 0.0 0,0 0.0 F
DKS 88 3 479 Gec 00
oksM I abdcsaedi - 00 _ 0 438
oh
WHRLS 6o
TOTIRHLP
o1 62,0 38,7 i [ Y
o —
TOTZRHLP
ToT Cig
MBS 00 774 0.0 99.6 K oo
MBP WE oo Y X TR Y -} 925 711 C6
Cifferences greater tan 100 % are rated aiso 0 Average accuracy pian vs actual 28,5

make something not on sheduie Standary ceviaton 37.2
‘ { schedute something and not produced
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Appendixes

The logistical process at Rothmans of Pail Mall indonesia

Appendix 10: Assets of Rothmans

Fixed vs current assets 1abili x

Description Fixed assets |Current assets |Totai Description Liabilities [Equity Total

Cash / bank 2191791034 Trade payables 3874351126

Short term time deposits 13000000000 Excise duties en VAT 5204415315

Trade receivables 6645064044 Affiiiates/parent company 790705196

Receivable from affiliates 1349627234 Other payables 2470608072

Other receivebles 767845144 Pension Fund 33000000600

Inventories 16114619423 3282375286 Accrued expenses 1763863500

Prepayments 0 3286844696 Shares 104296244000

Buildings 610128480 Revaluation increments 1951987794

Machinery & Equipment 3413256048

Furniture & Fixtures 1314413330

Motor vehicles 3087807115

Land rights 27783000

Refundable deposits 236361762

construction in progress 1575135651

Long term prepaid rent 906695150

Total 27286199959 30523547438| 57809747397 Total 17403951209] 106248231794 | 123652183003
Percent 47 53 100 Percent 14 86 100

Vol. 12, No. 1 July 2004
© Centre for Indonesian Accounting and Management Research
Postgraduate Program, Brawijaya University



54 How Fust Tobacco Can Be: ...

The journal of Indonesia today

Cigarette prices set to i
ogarettes at akoosk or. L MH Intan, an employee at a prvele 10 packets of agarettes
Tanmrn hestated “Thats bank 1 thrk 1 showld buy  Same people, usually these
he said Gunavan, a bark worker, whotook upsmoding whenshe  while others are cutting dowe,
He handed back the packel sid he hed switched from attended universty Maman, 3 it seller i
Cgarete pnees aready becomebothbadertofind and studenl, serd he had been bis brand had inereased by Rp
aceased @ month ago, but Deyond his means coughing allnght afer switch 1.3 pr pack thismonth

& governmen decree tasng  lievable Rp 6000 for & twenty-  brand again” he said said Maman, who uwd o
el prcesof ol brandsol ag-  sack instead of the wual Rp  Prices ofloeal krevek (clove smoke two packs of Mariboro
ect Wednesday udhsminentontogat  becomeseffective easy. “My mouth feels dry and
The government, presed for  Popalar brands bave lready  Gudang Caram and Dyarum bt but 1 chew i candies
welasdnrbers by uang ther - ceckout counters only have Lo B 2008, while Dije Sam - govermment’s deree

Calies o bler srevenuss.  two or hwee of the leser Soe previously Ry 2 03 pack, “|can save about Rp 19,1002
expectad {0 quit soking Just have Dunhil" suida casierat - news or cigarette vendars ing," said Halimah, whose hus-
becasetbeproesdouble.  Heo supermarkel in Plas 1 sl fever than 10 pecks band satalor

JAKARTA (P} & man Virgnva Shims ightafter I ead Bendungan Hilir in Centrl
enpassible | pa:d Rp 1800 ves- teare, or Ll have to pay cou- it less money 10 bun, have
A Samoema A MIJ ad Marbom %0 Sempoema —  Swiehingbrandshusitsown Bendungan Hilir marke, had
stuokers wll e veachung even Markbom canstll e found ot ing o local, chezperbrand. T4 rather buy food for my
anets by between 60 percent 2200, i Gunawan, who bis blended agarete) brands have Lightsa day
Gdh o i of aa eonomse - disappeared fom supermarket Super,  nomally costing o remove the taste "

Grven theaddictveatweof - popular names. selsforupoRp 3000a pack  month from my family budget

Scane sokers however e Senzyanmal oacustomer  now Jused o sel four cartons  Ant-moking cam

eaching for hus usual brand of the news in rewspaner. said Jakarta. Bach carton contas
iercay and oow its B 2500 - gpagung o cheaper brands. e he usual rice” said ntan, icked the habit all together,
walked away because the former dranc had - problems. Davd, & woversty qui s soon as e leared Vg,
deeper s thew pockets when somestreetstals butat anumbe- T heve tolook for another chuléren than pay that much.”
¢ 20 penvenl comes ity sucked sce e ugh ehool o soaed before the decree  He sid gving it up was ot
s sypunistung stokers as - shelves. Tocally supermarkt Bp | A0apack nowsel forup  Thereare tosewhocheer the
ogrete. fev pepe ar Tmsomy buwemolonger  Highpnoesaefarfompond asmy husband has quit smok-
atystogun different ways ke 1 bought toree cartons of  aday” said Abroad, avendorin o laud the nva_

he dakarta Pos

again

The Ldonesian  Women
Aganst Tobaceo (WITT) saye
he decree 15 expected to -
ety help 115 cause o protect
womer and teenagers against
the "ills” o tobaero

“We're very happy because
Wil make maore people stop
awoking,” saié Enny Silkamio
Hehuwat, WITTS  deputy
chairwaman

WITT is affiaied with the
United  States-based  Inter
sational Network for Women
Against Tobacco

Once 2 smoker dersell, 'op
mode! Eney knows o wel. the
0dds of kackeag te hant. “One
shouid have swong wilpower
and support from others to stop
smoking And once you stap. nex-
&y it again.” said Enny, who
used Lo soke two packs a day

She qut seven yearsagoafter
she discovered that tigaretes
made her skin dry, her har
smell and rumed her clothes
Now Erny appears o TV

pagners - commercial for a body lotion
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The House of Dunhill

If Richard Dunhill didn't exist. his company would probably invent him. No casting agency could have
selected a man so perfectly tailored for his role as Chaiman of the Board. With his aristocratic head of
silver hair, sculptured grey beard and urbane manner, he looks like an elder statesman; he epitomizes the
qualities which his firm represents, and to which its customers devoutly aspire: elegance, refinement and
class.

Mr. Dunhil} bears a striking resemblance to his grandfather Alfred who foundcd the firm, even to the pipe
he puffs. While we talk in his London office, the tobacco which he mixes for himself from 16 exotic blends
perfumes the stately room with a sweet yet masculine aroma that suggest after-dinner

port taken in the library. Such is his air of understatement that even his solid gold laticed watchband seems
to peer discreetly from inside the immaculately stitched sleeve of his classic grey suit.

The man whom staff called &quot.Mr. Richard&quot; has an avuncular twinkle in his eye but wisps of
gentle mockey curl about the office along with the smoke . Richard Dunhill's style displays nothing so
biatant as charisma, and his well-bred distance owes more to reticence than remoteness. Finesse restrains
him from claiming any personal credit for the company's achievements. He recotls visibly when confronted
with personal questions and ascribes the firm's success to team effort.

Although Dunhill became a public company in 1923, Richard ts the third generation Dunhill to be its
chainnan. &quot,lt is desirable for the head of the company ta be identified with its products,&quot; he
says. &quot,The tradition which my grandfather started has been maintained because the family

was more conscious of his standards than other would have been. This gives continuity to the company and
confidence to the customers.&quot;

Each generation has made an outstanding contribution to the company. &quot; When my grandfather retired
he was convinced the company would coilapse, but his brother Herbert, a financial wizard, ran 1t by remote
control from Monte Carlo!&quot; Mr. Dunhill chuckles. His Aunt Mary who preceded him as Chatrperson
was a grandmother figure who occasionally smoked a pipe. An astute businesswoman who expanded and
diversified the company’s operations, she was so dynamic that on the day she died, at the age of 81, she was
out inspecting new merchandise!.

Richard Dunhill's identity is so tightly interwoven with the firm that when asked about his own personal
goals. he quips, &quot:Well, they can't promote me any further! As Chairman I've reached the end of the
line, but what drives me now 1s the challenge of ensuring that this company continues to make profits and
superbly crafted products &quot;

Now aged 62. Richard Dunhill delights in having spent his entire working life in the service of the same
company. He has never wanted to do anything else. &quot;Ever since | was at school, | assumed that if |
behaved myself | would become a director. That has always been my ambition & quot,

But there was no nepotism at Dunhill after serving in the army, Alfred's grandson had to leam the business
from the bottom.

&quot.[t taught me a great deal about the company. Besides, all | knew when 1 started was how to stick
bavonets into people and how to signal in morse code! | certainly wasn't spoilt. 1 learnt a lot about pipes and
lighters working in the repair division! In the wholesale order department, they gave me a car, which |
wouldn't had &quot, His desire to see the family involvement in the firm continue will probably be realized
s his son Simon, 25, 1s currently marketing manager in the Smoker's Division of the company.

As we talk, a pale April sun slants through the windows and illuminates an 18th Century painting depicting
a woman smoking a pipe - a self-portrait of one of the first women smokers, Mmce Le Brun, he explains.
Beside it hang other paintings of pipe smokers, part of his grandfather's collection. The

family crest that hangs behind his desk, however, is a recent addition
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The House of Dunhill

If Richard Dunhill didn't exist, his company would probably invent him. No casting agency could have
selected a man so perfectly tailored for his role as Chairman of the Board. With his aristocratic head of
silver hair, sculptured grey beard and urbane manner, he looks like an elder statesman; he epitomizes the
qualities which his firm represents, and to which its customers devoutly aspire: elegance, refinement and
class.

Mr. Dunhill bears a striking sesemblance to his grandfather Alfred who founded the firm, even to the pipe
he puffs. While we talk in his London office, the tobacco which he mixes for himself from 16 exotic blends
perfumes the stately room with a sweet yet masculine aroma that suggest after-dinner

port taken in the library. Such is his air of understatement that even his solid gold laticed watchband seems
to peer discreetly from inside the immaculately stitched sleeve of his classic grey suit.

The man whom staff called &quot;Mr. Richard& quot; has an avuncular twinkle in his eye but wisps of
gentle mockey curl about the office along with the smoke . Richard Dunhill's style displays nothing so
blatant as charisma, and his well-bred distance owes more to reticence than remoteness. Finesse restrains
him from claiming any persona! credit for the company's achievements. He recoils visibly when confronted
with personal questions and ascribes the firm's success to team effort.

Although Dunhill became a public company in 1923, Richard is the third generation Dunhill to be its
chairman. &quot;lt is desirable for the head of the company to be identified with its products,&quot; he
says. &quot,The tradition which my grandfather started has been maintained because the family

was more conscious of his standards than other would have been. This gives continuity to the company and
confidence to the customers.&quot;

Each generation has made an outstanding contribution to the company. &quot, When my grandfather retired
he was convinced the company would collapse, but his brother Herbert, a financial wizard, ran it by remote
control from Monte Carlo!&quot; Mr. Dunhill chuckles. His Aunt Mary who preceded him as Chairperson
was a grandmother figure who occasionally smoked a pipe. An astute businesswoman who expanded and
diversified the company's operations, she was so dynamic that on the day she died, at the age of 81, she was
out inspecting new merchandise!.

Richard Dunhill's identity is so tightly interwoven with the firm that when asked about his own personal
goals, he quips, &quot,Well, they can’t promote me any further! As Chairman F've reached the end of the
line, but what drives me now is the challenge of ensuring that this company continues to make profits and
superbly crafted products.&quot;

Now aged 62, Richard Dunhill delights in having spent his entire working life in the service of the same
company. He has never wanted to do anything else. &quot;Ever since | was at school, | assumed that if |
behaved myself | would become a director. That has always been my ambition.&quot;

But there was no nepotism at Dunhill after serving in the army, Alfred's grandson had to learn the business
from the bottom.

&quot; it taught me a great deal about the company. Besides, all | knew when | started was how to stick
bayonets into people and how to signal in morse code! | certainly wasn't spoilt. | learnt a lot about pipes and
lighters working in the repair division! In the wholesale order department, they gave me a car, which |
wouldn't had.&quot; His desire to sce the family involvement in the firm continue will probably be realized
s his son Simon, 25, is currently marketing manager in the Smoker's Division of the company.

As we talk, a pale April sun slants through the windows and illuminates an 18th Century painting depicting
a woman smoking a pipe - a self-portrait of one of the first women smokers, Mme Le Brun, he explains.
Beside it hang other paintings of pipe smokers, part of his grandfather’s collection. The

family crest that hangs behind his desk, however, is a recent addition.
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&quot;] designed 1t two years ago&quot;, he says and points to the motto with the stem of his pipe.
&quot,Activity, Integrity and Enthusiasm. That's what [ believe in &quot, The emblems on the coat-of-
arms are a horseshoe denoting his grandfather's original business, tobacco leaves symbolising

the origins of this company, a torch signifying fire, and a clay pipe.

The Dunhill empire began in 1907 when Alfred Dunhill opened his tobacconist shop on the same site in
Duke Street where the office and shop stand today. Richard Dunhill believes that his most valuable trait is
adaptability. It was his grandfather's strength too. An entrepreneur and inventor, Alfred

started work in his father's saddlery business. Smelling a whiff of petrof in the winds of change, his father
turned to producing motor car accessories such as big mittens foot warmers and special hats. The Dunhill
talent for inventing ingentous gadgets soon manifested itself with Alfred wind-resistant pipe whose tiny
windshield stopped the tobacco from becoming an inferno as drivers tore along the roads in their cars. The
success of this invention prompted him to open his own business, spectalizing in smoker's requisites.

Alfred's first customers were spoilt young fops with silver-topped canes and amber cigarette holders who
revelled in the indulgence of having their personal blends mixed by the owner, recorded in his special book,
and kept in a private humidor. Dunhill's famous cedar-panelled Humidor Room, filled

with the Havana cigars that connoisseurs dream about, is still located at the back of the Duke Street shop.

Besides demonstrating a flair for creating a mystique around a commonplace activity, Alfred was
determined to succeed by providing his customers with the best of everything and his philosophy that his
merchandise must be uscful, dependable. beautiful and the best of its kind, has remained Dunhill's guiding
principle to this day.

As we sip Earl Grey tea, my gaze falls on a highly polished cabinet whose shelves display miniature scales,
containers of tobacco and rows of pipes. Richard Dunhill smiles &quot;Our do-it-yourself tobacco blending
cabinet,&quot; he says. &quot;We haven't made them for years. Another unusual item we used to make was
a Leap year Pipe Case which had a different pipe for each day of the year. It contained 366 pipes arranged
In [2 drawers, so that if the owner took a vacation he could remove that month's supply of pipes and take it
with him! Sunday pipes had gold bands with a white gold emblem. Those were gimmicks and although not
profitable, they did create interest. Today, our product range is more streamlined.

Imagnatively designed. superbly crafted products, sometimes with a whimsical touch, have always been
Dushill's trademarks. but uver the decades their ingenuity has been tested by the eccentric requests of some
of their illustrious patrons

Stalin ordered a pipe with a solid gold mouthpiece; a curious request for the leader of the world's workers.
King Farouk of Egypt wanted specially designed scissors 10 cut the hairs in his nose. One Japanese
customer requested a lacquer cigarette case shaped like a sandwich with the ham protruding

Most bizarre was a request for a lighter covered with human skin. In the 1930s, an Indian Maharajah
ordered a trick-opening box made of 18ct gold and swore the manager to secrecy about the way it opened.
The following day, the Prince of Wales' equerry arrived at Duke Street with an urgent Royal Command: His
Royal Highness was consumed with impatient to learn how to open his tantalizing gift!

The list of Dunhill's patrons reads like a who's who, not just of English aristocracy but all the royalty of
Europe as well as the shakers, movers and entertainers of the world. Winston Churchill made some of his
most vital decisions while smoking Dunhiil cigars, as did John F. Kennedy. Over the years clients browsing
in the House of Dunhill rubbed shoulders with Anna Pavlova, Somerset Maugham, Rudo!ph Valentino, the
Marx Brothers and Frank Sinatra. In 1963 the firm received the ultimate stamp of approval in the Royal
Appointment to the Queen

Alfred Dunhili's inventive smoking accessories have become collectors’ items. His most spectacular success
was the &quot,Unique&quot; lighter in 1924. For the first time smokers had a reliable lighter whose
horizontal flywheel mechanism made it spark every time, and which they could hold and operate in one
hand. Luxury variants of the Unique lighter followed, one with a built-in watch. A sports model for open
cars featured a windsercen around the flame. In 1930) a &quot; Vanity&equat; version for wormen
incorporated a powder puff and fipstick. Always ahead of competitors, Dunhill went on to produce glant

Vol. 12, No. 1 July 2004

© Centre for Indonesian Accounting and Management Research
Postgraduate Program, Brawijaya University



58

How Fast Tobacco Can Be:

empire built on slavery in its early years, Dunhill today plays down its association with tobacco.
&quot; We're a bit embarrassed about it,&quot; said Mr Dunhill, thoughtfully puffing on his pipe.

Behind the counter in the Dunhill showroom, an assistant weighs out 50 grams of rich Atlanta tobacco for a
bowler-hatted customer. its deliciously intense aroma makes my head swim. The wall is decorated with
pipes, some as glossy as newly opened chestnuts, others knobbled with a shell finish.

Each has the distinctive Dunhill mark, a white dot.

&quot;Our pipes go through 90 processes before they are ready, and the mouthpiece is hand cut, not
moulded.&quot; Richard Dunhill explains. &quot;Our expert at the factory rejects 98% of all the pipes
during some stage of their production because he finds cracks, splits or holes. It's true that you can buy a
pipe for 25 pounds while ours cost from 70 pounds to one hundred and fifty pounds, but ours are
perfect.&quot;

During the last ten years, under Richard Dunhill's direction, men's clothing has been introduced. &quot;it
has required a dramatic change of thinking for us to produce two new collections each year after producing
merchandise that never dated,&quot; he said. Apart from their classic blazers and flannel slacks this
summer customers will also be able to select clothes from Dunhill's current Varsity Collection, with its
nostalgic evocation of languid college days.

&quot;Our biggest change rccently has been the introduction of strongly colour coordinated clothes,&quot;
said Mr Dunhill. The Varsity collection even Co-ordinates belt and umbrellas! Richard Dunhill is amazed
by the success of their inenswear division. &quot;lt has certainly been one of our greatest triumphs, that
after only 12 years we have become the largest supplier of luxury ties in the world!&quot;

The success of Dunhill's enterprise in Japan is probably unequalled by any other British company. Dunhill
has 30 boutiques in Japanese department stores, each one an oasis of understated indulgence. Japan now
accounts for one third of all its business.

Perhaps the biggest surprise in recent years has been Dunhill's acquisition of the French women's fashion
and fragrance house, Chloe, which will continue under its own brand name. Dunhill have negotiated ready-
to-wear licences for Chloe and Miss Chloe in Japan.

&quot;Our basic strategy will continue to be the creation of a major international enterprise by acquisition
and by internal growth &quot; said Mr. Dunhill. &quot;We expand further into fashion and custom-made
tailoring, footwear, and we'll acquire more brand names. We have 700 million pounds

available in cash. Who knows - we may get into sports services, perhaps even entertainment. The sky's the
limit.&quot;

The day after our interview, Richard Dunhill was due to fly to Jamaica to select three gold teams to
challenge the Australian champions later this year at St Andrews. With its prize of money of $US1.2
mitlion, the Dunhill Cup 1s the richest golf tournament in the world. &quot;One of our biggest
challenges is to communicate our new diversified image to the public and sponsoring the Dunhill Cup is
one means of doing that.&quot;

Richard was enthusiastic about his imminent visit to mainland China which is to compete in an international
gold tounament for the first time since the Revolution outlawed golf as a capitalist pursuit. &quot;As a
member of some of the world's leading golf clubs, I should play much better than

| do,&quot; he shakes his head gloomily. &quot;Perhaps when [ retire...&quot; In the meantime, he relaxes
landscaping his large Buckinghamshire garden and building models with antique meccano sets which he
avidly collects.

Golf tournaments, women's fashions, boutiques in Australia and Japan ... Richard Dunhill lcans forward

smiling 'My grandfather would probably have a seizure if he saw what we are doing. But | really think he'd
be incredibly impressed.&quot;
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table lighters and pocket lighters, perfecting the mechanism with the roller technique and improving the
fuel by introducing butane gas.

The man who buys a Dunhil! product is also purchasing a distinctive image: gold standard masculinity
coupled with an understated English elegance. Alfred Dunhill laid the foundation of this gentlemanly
pipedream in the gracious days of Empire; today, as England hurtles towards Great Europe, his descendants
continue to pander to the same nostalgic ideals with equal success. The Dunhill label seeks to confer
membership to an exclusive club of English gentlemen who value quality above flair, tradition above trend.
Unlike self-indulgent French bon vivants, or lusty Italians who pursue la

Dolce Vita, the quintessential Dunhill gentleman reveres restraint, moderation, classical styles and subtle
colours

As | entered the Alfred Dunhill shop in London’'s West End, the liveried doorman ushered me into the
elegant showroom. Points of light from the chandeliers danced on the intricately pattcrned parquet floor, on
which lay an antique Persian rug. Tastefully arranged against wood-panelled walls and in glass-topped
display cases was a selection of Dunhill merchandise: wallets, lighters, belts, ties umbrellas, pyjamas, shirts,
suits, raincoats, travelling bags, sunglasses, toiletries, watches, pens and cufflinks.

I marvelled at an apparently seamless black travelling bag of butter-soft lambskin that almost melted at the
touch. So cunningly designed, it secreted an attached case in a centre opening, so beautifully made that |
could hardly believe a human hand had fashioned it. In a glass display case lay a seductive array of
Masterpiece Montblanc fountain pens, elegant black bodies tapering into 14 carat gold nibs. The number
engraved on the nib, 4810, is the height of the Mont Blanc in metres! At another counter the Elite watches
entranced me with their thin casing and openwork link bracelet.

[ picked up a slender lighter with a raised barley design in cool, satin-smooth gold plate which felt so good
that | almost wished | smoked. It is interesting that the latest Dunhill lighter is a copy of Alfred's original
Unique, except that this model is gas and flint-operated, and is also produced in 9ct solid gold.

A carousel of silk ties lay fanned out on a circular table. | asked the assistant why anyone should pay over
$100 for a tie. As he patiently pointed out their unique features, | realized that thgse were not mercly ties,
they were marvels or sartorial engineering! First of all, they were made of the finest italian silk, entirely
hand-stitched and hand-pressed. Then there was the subtle pattern, exclusive to Dunhii, with the discreet
encircled &quot;d&quot; at the base. This was no mass-produced item. Moreover, these ties were padded to
ensure that they held their shape. The piece de resistance was a stiff plastic thread behind a narrow tab
which when pulled down removed any creases. '

Raising the question of price with the Chairman of Dunhill is a little like discussing the issue of privilege
with the Queen: you know ahead what the reply will be, but you are not prepared to press your argument.
&quot; We place quality above everything, regardless of the time and effort involved,

and many people are prepared to pay for our quality. We select the finest fabrics, and have our merchandise
made by consummate craftsmen wherever we find them. So our lambswool is made in Scotland, pens in
Germany, watches in Switzerland, fashions in Italy, and pipes here in England.&quot,

Alfred Dunhill once said that no gentleman is truly well-dressed without the subtle note of a fine masculine
fragrance. He introduced fragrance into the range in 1936, but this aspect of Dunhill's merchandise was not
successful until the new Editions fragrance and grooming range was launched in 1985.

Its distinctive sensual perfume of wild herbs and exotic spices results from a subtle blending of ltalian
lemon, petitgrain and Alpine lavender nils, with clary sage, basil and Asian galbanum, cedar and
sandalwood.

At the far end of the shop are the smokers' requisites, their unobtrusive location an indication of this
division's reduced role among Dunhill's enterprises. Twelve years ago, smokers' products accounted for
almost 100% of the firm's sales: today they represent only 8%.

In 1981, Dunhill sold jts tobacco business to Rothman's Intemational, who continue to produce Dunhill
brand cigarettes under licence. Ruthman's is the major shareholder in Dunhill with a 50.6% holding. Like an
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