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EXECUTIVE SUMMARY

This document presents the deliverable ol Task 5.1.2.: “Audit”™ prepared
according to the proposal for Restructuring the Regic. The purpose of the audit
being “to assess the present markel size and position, and determine the strengths
and weaknesses of Regie”. For maximum consistency, every effort was made in
order to present the audit assessment (section 3.} in accordance with Exhibit 1:
“Audit” of the proposal. '

In pursuing the objectives of this particular task, the study team started by
identifying official bodies within the Regie for the anticipated need for support,
guidance, relevant information, and other sources ol information. Table (1.1)
presents the Main Official Bodies Interviewed.

The Audit process began by  studying all identiliable and accessible
documentation on the Regic. The study team soon realised that while most of the
submitted information was dircclly usable, more data gathering had to be done
via direct contact and interviews with sclected Regie executives within the
various departments. Table (1.2) presents the Official Docnments and
Sources Used for the Audit Process.

Within the overall objeclives ol the study, focusing on the specific purpose of the
Audit task, a thorough review of the Regic was carried out under the following
main headings:

- Legal Audit

- Market Audit

- Technical Audit

- Management Audit

- Human Resources Audil

- Financial Audil

As such, the audit assessment covers the cvolution ol the legal status of the

Regic, its present market size and position, ils management perlormance, human

resources qualitics, and its recent performance in the main financial areas.

The major reasons for the delay in delivering this report include:

- Approval lor the release of certain requested information had to be given by
such high authoritics as the Minister ol Finance.

- Data received [rom the various departments and sources within the Regic
needed multi-level validations, and structuring it into tabulated formats
underwent up 1o cight iterations in the process ol ensuring maximum
accuracy. Initial analysis of the financial data, which is based on unaudited
statements, revealed that Turther consolidation is nceded 1o ensure optimum
accuracy as input [or the forthcoming financial modelling.
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- The extending need to conduct external rescarch and macro agronomic {act
finding in an environment where such resources are severely under-funded.

Upon perpetuation ol the delay in recciving requested information, a project

management decision was taken (on October 21, 1996) to deliver a first draftof

the Audit Interim Report by November 1, 1996. Gaps in the audit assessment
presented in this report are highlighted in the relevant parts which are yet to be
completed  belore this report can be ol optimum bencelit [or subsequent tasks and
phascs of the project.
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TABLE (L.1)

MAIN OFFICIAL BODIES INTERVIEWED

POSITION

DATE OF NAME (S) OF SITE NAMLE SITE
INTERVIEW PERSONNEL and FUNCTION
INTERVIEWID LLOCATION
May 30, 1996 Mr. Kamal Atrissi Coordinalion Manager
Mr. Ali Srour Inspection Manager
Mr. Khalil Ghawi EDP Manager
Mr. Joseph Aoun Head of Dist and Sales Dept Regie
Mr. Antoinc Madi Head of PR Dept Hadath Headquarter
Mr. Samir Nasser Head ol Store Dept {Beirul) -Cigareute
Mr. Ibrahim Jamali Head of Production Dept Manufacture
Mr. Michel Awad Foreman - Wholesale
Mr. Shirbil Hajj Maintenance Engincer Distribution
Mr. Ghazi Mrad Head ol Exploitation Deplt - Storage
June 22, 1996 Mr. Abdel Mawla Mawla Head of Saadiyal Cenler Saadiyat Laboratory
{South)
Junc 22, 1996 Mr. Ali Srour Regional Manager Ghazich Sorting and
of the South (South) Storage of
Tobacco
Junc 22, 1996 Mr. Ali Hajj Mohammed Head of Storing Dept Nabatich Storage
{South Region) of Tobacco

June 25, 1996

Mr. Naim Sarroufim

Head of Technical Dept

Sorting and

Mr. Antoine Samaha Inspection Manager Beklaya Storage of
Mr. Elias Abu Haydar Store Keeper (North Region) Tobacco and
Mr. Joseph Abu Elias Head of Storing Dept Tombac
June 25, 1996 Mr. Assal Bassil Head of Storing Dept. Baltroun Storage of
Mr. Salim Shedid Head of Adm. Division (North Region) Tobacco
June 25, 1996 Mr. Mahmoud Sanjakdar Regional Manager ol the Tripoli Sorting and

North

{North Region)

Manufacture o
Tombac

June 25, 1996

Mr. Adnan Ajam

Head of Kfamsaroun Center

Ktarsaroun
(North Region)

Laboratory
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TABLE (1.1) CONT’D (i teo
MAIN OFFICIAL BODIES INTERVIEWED
DATE OF NAME (S) OF POSITION SITE SITE
INTERVIEW PERSONNEL NAME and
INTERVIEWED LOCATION N

July 4, 1996 Mr. Kamal Atrissi Coordination Manager Regie Headguarter

Mr. George Hobeika Production Manager Hadath (Beirut)
July 15, 1996 Mr. Kamal Atrissi Coordination Manager Regie Headquarter
July 24, 1996 Mr. Kamal Atrissi Coordination Manager Regie Headquarter
August 7, 1996 Mr. Kamal Atrissi Coordination Manager Regie Headquarter
August 20, 1996 Mr. Kamal Atrissi Coordination Manager Regie Headquarter
September 24, 1996 Mr. Kamal Atrissi Coordination Manager Regie Headquarter
October 2, 1996 Mr. Kamal Atrissi Coordination Manager Regie Headquarter
October 10, 1996 Mr. Kamal Atrissi Coordination Manager Regie Headquarter
QOctober 15, 1996 Mr. Mahmoud Regional Manager of the Tripoli Tripoli

Sanjakdar North {North Region)
October 18, 1996 Mr. Kamal Atrissi Coordination Manager Regie Headquarter
November 12, 1996 Dr. Jihan Tawil Medical Officer (WHC) WHO Headquarter
November 21, 1996 Mr. Kamal Atrissi Coordination Manager Regie Headquarter
November 29, 1996 Mr. Kamal Atrissi Coordination Manager Regie Headquarter
December 9, 1996 Mr. Kamal Alrissi Coordination Manager Regie Headquarter
December 10, 1996 Dr. Ibrahim El-Hajj Head of Preventive Ministry of Headquarter

Medecine Department Health

December 17, 1996 Mr. Kamal Atrissi Coordination Manager Regie Headquarter
December 17, 1996 Dr. Mona Zreik Consultant/Planning Unit Ministry of Headquarter

Dr. John Jabbour Preventive Medecine Health

Coordinator
December 18, 1996 Mr. Kamal Atrissi Coordination Manager Regie Headquarter
December 19, 1996 Dr. Ahmad Queda Dean of Pharmacy Lebanese Ramilat El
‘ University Bayda

December 21, 1996 Mr. Kamal Atrissi Coordination Manager Regie Headquarter
December 21, 1996 Mr. Antoine Samaha Inspection Manager Regie Bekfaya
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TABLE (1.2}

OFFICIAL DOCUMENTS AND SOURCES USED FOR TIIE AUDIT PROCESS

NOCUMENT SOURCE

DOCUMENT DOCUMENT TTTLE
TYPE

LEGAL - Decree No, 151 Olflicia! Ghazetle
- Decision No. 1/14753 Minister of Finance
- Decision No. 1/2381 Minister of Finance
- Decision No. 1/430 Minister of Finance
- Decision No. 1/1857 Minister of Finance
- Decision No. 1/567 Minister of Finance
- Decision No. 2051 Dated 15/4/95 ‘| Minister of Finance
- Decision No. 2633 Dated 10/6/95 Minister of Finance
- Decision No. 6478 Dated 18/11/95 Minister of Finance
- Decision No. 10412 Dated 27/9/1994 Minister of Finance
- Decision No. 16 L.R. Dated 30/1/1935 Regie
- Decision No. 1/ 3759 Dated August 20, 1992, Regie
- Decision for Regie Top Management Employment Regic
- Terms of Relerence according 1o Decision No.16. Regie
- Rules concerning the organisation of Tobacco and Tombac Regie

cultivation in Lebanon .
- Wholesale Distribution Centers Dated 5/7/1995. Regic
- Evolution of the Legal Status of Regie Regie
Licenses [or Import and Sales of Tobacco and Tombac Regic
Products in Lebanon.

MANAGEMENT& | - Samples and forms of Regice Dircclorates. Regie

HUMAN - Additional compensation for carly retirement Dated 2/11/1994 | Regie

RESOURCES - Employment Application form.
- Organisation structures Regic
- Job Titie and No. ol StalT Regic
- Regie personnel system dated 1979 Regie
- Perlormance appraisal system Regie
- Total Regic cadre Regie
- Administrative order No.29 Dated 16/2/1996 Regie
- Promotion of employecs to Head of Bureau Regie
- Regic Personnel Rules and Regulations since 1979 Regice
- Basic Information on Regic Adminstration Regi.e
- Regie current existing cadre Regie
- Performance appraisal report Regie
- Job description of Regie stafl Regic
- Plans and projects ol the Regic llieggc

cgic

- Messenger duties and responsibilities.

Regie




TABLE (1.2) CONTINUED

MARKET - List of Local and forcign Brands
-The movement of Tombac production process from 1990- Regic
1996. Regic
- The cultivation ol Tobacco in Lebanon ]
- Cigareltc Brands and origin. Regic
- Market shares from 1991-Present Regic
- The {inal result of Tombac & Tobacco production crop. geg{c
. . egie
- Tombac and Tobacco farmers and the cultivated lands. Regie
- Information on annual production, exports, sales, clc. Regic
- Life cycle of Toabeco Regic
- Campaign against Tobacco smuggling Regic
- Geographical distribution For Tobacco Cultivation (N/A) Regic
- Tombac Crop since 1990 - 1995 | Regic
- Classification ol Tombac chf
-Agricultural guidelines for improving Tobacco & Tombac Regic
Crops.
-Guidelincs  booklet  regarding  various  agricultural Regic
operations including Burley Tobacco.
-Guidclines booklets regarding the cultivation of Tombac | Regie
FINANCIAL - Additiona!l Compensation lor Early Retirement Regic
“Tobacco and Tombac Yicld produclion results for the year | Regie
1992/93/94.
- Regic Budget from 1976-1994 in LL. & USD. Regic
- Payroli expenses from 1994-1/10/1995. Regic
- Financial Situation for the year 1995. Regie
- Estimated Financial results Litl the end of October 1995. Regie
- Statement of Results til! the end of Oclober 1995. Regic
- Production report from the year 1968-1995. Regic
- Sales Status from 1/1/1995 ill 1/11/1995. Regie
-Balance sheel & linancial statement year ended Deember 31, Regie
1992.
-Balance sheet & [inancial statement year ended Deember 31, | Regic
1993/94.
- Cost of subsidics ol Tobacco and Tombac crop Regie
-Evolulion of Tobacco and lombac cultivation and production | Regic
during the last sixty years.
-The current situation ol imported cigareties sales from 1992 - | Regie
tilt Oclober 1995,
“The financial results for production from 1985- till the end of | Regie
1994.
- Advanced payments to Regic Regie
- Land and buildings: arcas and valuves. Regic
- Non audited balance sheel up to 31/12/1995 Regie
- Salaries and wages ol Regic stall. Regic
- Identification of price list. Regic
- Tranfer of Funds from Regic to Treasury for the years | Regie

1992/3/5




TECHNICAL

-Revival of equipment related 0 segmentation ol Tombac
lcaf :

-Project for manufacturing local cigarelles with a complele
technical study

- Letter No. 399 Minister of Financial Affairs

- Chain ol general preparation - Hadath factory

-Terms of reference related to the stages of preparing and
packaging of tombac for Tripoli factory

Regic
Regic

Regie
Regic
Regie
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2. Background

2.1. Agricultural Status

Research Findings

An investigation of the agricultural degradation of Lebanon confirms the absence or at
best the narrow approach the Lebanese government has adopted towards the agricultural
sector. For example, comparing production levels and the contribution of the agricultural
sector to the whole economy between the pre-1960s and the 1990s, we can clearly notice
that the country has transformed from a net exporter to a net importer of food crops. The
fruits, vegetables, silk, tobacco, and olive ot industries, once symbols of the country’s
agricultural reputation, have witnessed sharp declines. Today, the country can barely
meet 30% of its food needs. It has often reverted to buying cereal items through aid
programs because it could not afford to acquire them through the international market
price. The agricultural sector is so poorly managed that it contributes only 10% of the
gross national product, down from 60% five decades ago.

As for the environmental toll, it is not much better. Whatever is left of the shallow soil is
eroding at an alarming rate. Starting with farmers' practices, or rather malpractice’s, of
the land management (from over-grazing to the application of dangerous chemicals, to
over-fishing), combined with the lack of governmental regulations, Lebanon is
guaranteed to lose its topsoil within two generations. Urban expansion and the open rape
of the forest (which today covers less than five percent of Lebanon, down from 25
percent just 15 years ago), has additionally taken its toll on prime agricultural land. This
environmental abuse is affecting underground water replenishment, the little surviving
wildlife, air quality, and the overall health condition of the population.

On the economic front, the agricultural sector is still struggling. Marketing channels have
been disrupted due to the Lebanese Civil War (1975-1990) and are facing tough
competition from regional producers. Agricultural land is either too expensive to own or
lease, or is unsuitable for cultivation without large amounts of capital investment to
reclaim it. Food prices are so high for the consumers that they drain up to 70 percent of
their personal incomes. At the same time, high food prices do not benefit farmers as much
as the middlemen. Agricultural credit is barely available, and conventional banks operate

on high interest, making it practically impossible for farmers to invest in long term
projects.

Long-term planning is lacking, consistency is non-existent, and policies change with
every incoming administration. Ministers of agricuiture are usually appointed according
to their religious background and social status, instead of their qualifications and wisdom
in understanding the complexity of the agricultural challenges. The Agricultural Ministry
is conventionally known as the "forgotten administration" and receives the "leftovers" of
the State Budget. The allocation to the Agricultural Ministry has traditionally averaged
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0.64% of the state budget, although the agricultural sector contributes more than 11% of
the country's GNP, and positively contributes to the trade balance.

Government corruption exists from the lowest to the highest ranking official. It is
manifested by officials taking bribes and giving preferential treatment to one village over
the other. The only consistency in agricultural policy during the past fifty years has been
the constant abuse of power, corruption, irresponsibility and exploitation of the farmer.
As of today, the majority of land reclamation and other projects have been paid for by
private citizens, but their humble efforts are far behind the available natural resources,
and are way beyond their financial capabilities.

Today, many barren fields and thousands of trees await cultivating, pruning, or picking,
but the farmers have either migrated, emigrated, or are too frightened to come back. The
crisis has contributed to the brain drain among the educated and to the financial drain
among the investors. Today, Lebanon is in chaos with a corrupt bureaucracy and an
alienated population searching for any means of short-term survival.

The facts are clear. Lebanon has become a net importer of food. It has lost its agricultural
industry, its rural population is migrating, and agricultural labor costs are high. Incomes
are low, while food is unaffordable. Soil, forests, water, and wildlife are depleting
rapidly, and a corrupt leadership is not held accountable for its policies.

The Assessment by the UNDDP

According to the 1994 UNDP Development Cooperation for Lebanon report concerning
the agricultural sector, “... its rchabilitation and development are made difficult by the
absence of a coherent agricultural strategy, absence of clear policies, and of commitment
to implement or enforce them, and lack of capacity to develop and manage programs.
According to the private Lebanese Centre for Agricultural Research and Studies
(CREAL), Lebanon’s agriculture is in tatters due to official neglect and a flood of
produce and worker from neighbouring Syria.”

According to the 1995 UNDP Development Cooperation for Lebanon report, “The
agricultural sector has been in perennial crisis due to the absence of a strategy and a long-
term development programme, the marginalisation of capacity of the agricultural
administration, marketing problems, and the absence of agricultural finance. The latter
constitutes the basis for modernising the productive assets of the sector. The private
sector remains hesitant to commit resources to agriculture in view of the relatively high
risk and because of systematic subsidisation which conflicts with the profit motive. The
country’s competitive position in agriculture can be redressed from the moment a
decision is taken to develop a strong agriculture and the necessary means are made
available for research, development and marketing.”

RGD-2
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According to the same report, activity in the agricultural and industrial sectors remained
subdued, not withstanding the good performance of exports and the significant increase
of bank loans to these sectors (up by 30% in 1995). Both sectors are dominated by

traditional enterprises, which are badly under-capitalized and are in need of restructuring
and modernising their productive apparatus.

The Assessment of the Lebanese Chamber of Industry and Commerce (LCIC)

The following excerpts outline the major findings of the 1995 annual report (not
published when this report went to print) regarding the agricultural sector in general:

¢ The current output from agricultural activities contributes to less than 10% of the
GNP.

e Self-sufficiency regarding agricultural produce has been dropping drastically.
Lebanon today imports more than 70% of consumer demand on cereals and meats/
poultry, and more than 75% on foodstuffs.

e Lebanese fresh fruit exports stumped to 164,456 tons in 1995 after reaching 370,934
tons in 1973.

e In 1995, the export value of agricultural produce and processed foodstuffs was around
USDI145m contributing 17.54% of the total export value, while the import value for
the same categories of products was around USD1,402m reaching 10 folds by
comparison to the export value. '

e Only 65,000 hectares of the potentially fertile 300,000 hectares of land is supported by
modern artificial means of irrigation that makes it suitable for modern intensive
farming, while the rest of farming areas depend on rainfall irrigation.

e Forest land has receded to around 7% of the total Lebanese territory. The high
population density (around 400 per square kilometer), has caused further degradation
to the natural environment due to the ever expanding residential and grazing areas, in
addition to the damage caused by negligent or pre-meditated fires.

e The rising cost of agricultural production due to the cessation of government subsidy
for seeds and fertilizers as well as the rising labor cost, contributes to lessening the
economic feasibility of farming to the extent of rendering it uncompetitive regionally.

e There has been limited government action to remedy this situation, primarily
manifested in the allocation of only 2% of the national budget for the Ministry of
Agriculture, 80% of which is allocated for salaries. ~Government sponsored
agricultural projects supported by various international bodies lack collaboration,

BGD-3
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integration and working within pre-defined priorities and a focused political
framework for agricultural development at the national level.

The Ministry of Agriculture endeavors to provide advice on best farming practices in

addition to supplying fertilizers and pesticides to farmers. The Ministry hasalso

issued an Agricultural Calendar to protect the interests of the farmers and domestic
Crops.

Action has been taken to promote local produce to international markets. Agreements
have been recently signed for exporting potatoes, grapes, citrus fruits and apples to
Jordan, and citrus fruits to Syria, while Libya will be importing Lebanese apples.

Lebanese agricultural produce is currently being subjected to quality inspection in
terms of trading conditions, standards and packaging. '

Import of tropical fruits is subjected to licensing regulations, and tax on these
commodities has been raised to 100%. ‘

The Council of Ministers has approved the commissioning mandate of the Agricultural

Development Bank with a capital of 30,000,000,000 LL. The Ministry of Agriculture
aims to secure 80% of the finances from the private sector.

The Ministry of Agriculture, through the Council for Development and
Reconstruction, endeavors to secure finances for irrigation projects from the World

Bank for Agricultural Development and the Arab Organisation for Agricultural
Development.

The Lebanese Parliament has authorised the Lebanese Government to sign an
agreement for a loan from the World Bank for Agricultural Development for the
modernisation and rehabilitation of the irrigation sector. The loan amount is around
9,920,000 USD, while the total cost of the project is 57,000,000 USD. The project
will benefit some 33,000 farming family, and will cover an area of 17,500 hectares of
land, and will be implemented within 5 years.

Agricultural pricing policies have succeeded in reactivating agricultural output and

encouraged the return of farmers to their land.

Initiation of the Agricultural Survey Project

According to a report published in Al-Nahar newspaper on October 4, 1995, the initial
stage of the Agricultural Survey Project had just been launched, after a period of 35 year
long absence of agricultural statistics. This work will be a collaboration between national
and foreign experts spanning over a period of 3 years, and is financed by the World Bank,

BGD-4

11_tacka.doc



the Lebanese government and the Food & Agriculture Organisation (FAQ). It is worth
noting that output of official agricultural statistics have ceased since 1974 and that the
latest comprehensive available figures date back to 1970. As a result of the long civil war
and the unanticipated changes it imposed on the socio-economic structure, the
informative value of existing agricultural statistics has vanished altogether. This lack of
government statistics on agricultural, and all other kinds of economic activities, profess a
huge gap in terms of the need for information support for socio-economic planning in
Lebanon in the post civil war era; the unavailability of reliable statistics remains to be the
main impediment to any socio-economic planning.

2.2. Industrial Status

Prior to the civil war (1975 - 1990), Lebanon was viewed by neighbouring Arab and Gulf
states as the leading Arab exporter in terms of quality and variety of manufactured goods
in addition to agricultural produce and commercial services. According to economic
analysts, maintaining this position was largely due to the continuation of the traditionally
open market economy. Successive governments were always receptive of new ideas in
support of social progress and economic growth. The positive response in this respect is
evident through the related legislations, which in its structure and form, is comparable to
legislations in developed countries.

According to the 1994 UNDP Development Cooperation for Lebanon report, an issue of
major importance concerns the privatisation of public services, which could be seen as a
major step towards the reconstruction of the devastated infrastructure and the operation of
rehabilitated public services. The government took an important initiative in this respect
when it considered and approved in February 1994 a draft bill to create mixed companies
of public and private capital for managing pubtic utilities.

According to the 1995 UNDP Development Cooperation for Lebanon report, the
industrial sector which provides 140,000 jobs is also seriously hindered in its
development by, among others, lack of adequate financing. In 1995, 431 factories were
established, a little more than in earlier years (but 700 closed down); these factories
employed 3,450 workers and had a cumulative capital of USD60m. Imports of industrial
machinery decreased slightly in the past few years. The adoption of a strategy for
industrial development focusing on the promotion of industries where Lebanon has a
comparative advantage and of a supporting programme, is very much required.

According to the same report, private sector organisations repeatedly called for
privatisation of public infrastructure and public services. It was argued that the
rehabilitation and operation of the public utilities can be delegated to the private sector
under agreed arrangements and under strict supervision according to clear policies for
pricing and marketing services. The private sector, both in the country and abroad, has
big financial capabilities, a considerable human potential and high technical abilities.
The government has continued preparatory activities towards restructuring of public
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services with a view to reviewing the status and/or management and operational
arrangements.

To give a quick overview of the current level of industrialization in Lebanon, the
Ministry of Industry and Petroleum’s Report of Industrial Census ascertains that the
Lebanese industry is a recent one. Out of the 23,518 Lebanese industrial enterprises
(satisfying the criteria of at least one machine, one worker, one material input and a
finished product), only 12% have been established before the seventies. The years 1990
to mid-1994 saw a rise of 7,000 industrial units, of which 1,808 (25.8%) were established
in the first half year of 1994.

The production infrastructure is outmoded and enfeebled by the damages caused by the

civil war. Productivity has dropped due to lack of skilled labor and out-of-date
production equipment and techniques. '

There is no adoption of, nor existence for, a national industrial policy, perhaps because
there is a serious lack of statistical and other information, such as on exports and new

markets. The absence of industrial zones and reliable public services discourages new
and heavy industrial investments.

The Industrial Census of the Ministry of Industry and Petroleum indicates that the
following measures have been taken:

¢ Some new industrial investments have been exempted from tax payments, according
to criteria such as the type of industry, the zone location and the investment amount.

s Locally manufactured products have received customs protection (from 8 to 10% for
staple products, and from 18% to 40% for the others), and occasionally some export

subsidies, in addition to custom duty exemptions on manufacturing equipment, spare
parts and raw material.

e Special credit institutions, such as BANQUE DU CREDIT AGRICOL, INDUSTRIEL
ET FONCIER (BCAIF)and BANQUE NATIONALE/ POUR LE DEVELOPPEMENT
DE L’INDUSTRIE ET DU TRAVAIL (BNDIT) have been founded to give out loans at
discounted interest rates and with favorable terms.

» Energy resources prices have been subsidized.

o Preferential treatment has been given out to the Lebanese industry on government
projects.

e A professional training policy has been adopted through the establishment of technical
and professional training.
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» Industrial exports are being promoted through trade agreements signed with the Arab
countries and the European Union.

All the reports and articles reviewed in the course of this study have made
recommendations for reviving the industrial sector in Lebanon. They include:

e The Lebanese povernment must adopt an industrial strategy, promote small and
medium scale industries, and encourage niche industries. Furthermore, an industrial
information system and promotion programme must be implemented and the main
service institutions such as the Industrial Research Institute and the Lebanese
Standards Institute (LIBNOR) rehabilitated. As the General Directorate of Industry of
the Ministry of Industry and Petroleum is well on its way to conclude its final stage of
the industrial census, the gathered information could be of main service to establishing
an industrial information system. Moreover, the information will help formulating and
adopting the appropriate industrial policy for Lebanon. The government could then
play an effective role in guiding potential investors as to what industries they should
invest in and provide them with all the needed statistics and information.

e Local universities and industries should cooperate in order to align the university
research with the industrial needs. A starting point for the cotlaboration would be the
establishment of intelligent -manufacturing centers in the universities with members
from the regional industries.

« While governmental awareness programmes should be developed to create new jobs
for workers replaced by automation, the educational system and training programmes
must take into account the progressive transformation of employment structures and
the related changes in the required skills for the existing industries and the new ones
that will be created.

A

e Investors and industrialists must be made aware of the great benefits they can draw
from automation and intelligent control. This entails the training of the labour force on
the new technology and its re-direction towards more engaging jobs. This industrial
automation must be accompanied with the relevant organisational changes and
production strategies that new and high technologies impose.

e Long-term planning of local industries must be prioritised over short-term quick
money making plans.

» Lebanon, being a developing nation, must customise the available manufacturing
technologies to meet its local needs and constraints. It should not try to blindly
implement the system that developed countries are following. Instead, investors and
industrialists must take into consideration the local conditions, market size, labor
relations, degree of skills, logistical systems, and available financial and monetary
institutions.
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~» The restructuring of the industrial sector must be achieved with other sectors and take
into consideration the interests of the community and the consumers. A comprehensive

industrial policy should be formulated with other ministries and included in a global
development programme.

2.3. Status of the Public Administration

The National Administrative Rehabilitation Programme (NARP) was initiated in 1994 to
restore minimum working conditions and the management capacity required to restart
basic public services and to prepare the ground for administrative reforms. The
programme is meant to be implemented over a three to five year period. According to the
1995 UNDP Development Cooperation for Lebanon report, the preliminary NARP
appraisal, which was completed in March 1995, encompassed:

¢ Six (6) core administrative institutions
o Twenty-four (24) line ministries
» Twelve (12} autonomous agencies

The results of this appraisal led to a total requirement for $106.3m which encompassed,;

» Computerisation and acquisition of basic equipment (44%)
» Training (19%)
» Advisory services ((37%)

The office of the Minister of State for Administrative Reform understands the need for
constant updating to account for:

* A sectorial and cross-departmental programming approach

¢ A coordinated appraisal of sector institutions requirements

* An on-going review of the mandates and attributions of all public institutions and,
» A rising demand for better and more efficient public services.

However, in an interview published in Al-Safeer newspaper on October 21, 1996, the
Minister of State for Administrative Reforms blamed the prevailing sectarian policy of
the government and the adverse role of the politicians, for impeding the implementation
of the administrative reforms. Ile reaffirmed that administrative reforms can not be
attained in Lebanon before a political decision is made and endorsed to support such
reforms, sighting that there should be a political reform that is conducive to the
objectives of the intended administrative reforms. He also articulated that politicians
insist on interfering in every minute detail in the management of public services, thus
hammering the basis of righteous and fair management, and diverting the loyalty of
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employees to outside the public service, aiming to exploit their ministerial positions for
personal ends.

2.4. Status of the Government Information Infrastructure

In the aftermath of the devastating 15-year civil war (1975-1990), Lebanon’s re-
construction, development and rechabilitation programmes are hindered by the
obsolescence of government statistics. However, the Central Administration of Statistics
with support from UNDP and other donors published annual statistics for the years 1992
and 1993 and initiated the publication of the monthly bulletin of statistics early in 1995; it
also initiated field work towards the re-establishment of the national statistical frame.
Still, funding bodies are reluctant to release finances already agreed for certain projects
due to the inadequacy of firm planning information. While foreign investors continue to
eye Lebanon as having the ideal socio-economic complexion for good cash returns, the
unavailability of basic macro-economic data presents a serious impediment to conducting

feasibility studies. The following is a selection of the observations made by potential
investors:

« Lack of a base supporting service and integral environment that helps the industry.

» No government guidance or information for investors on what to invest their money
and how.

¢ Lack of information on market needs.

« The nonexistence of a harmonised form for commercial trade and socio-economic data
capture, resulting in the difficulty of consolidating related statistics from various
s0urces.

e When an industrial information system becomes active, the government could then
define and present its objectives clearly, and allocate resources effectively, leading to a
more attractive arena for international investors.

2.5. The State of the Lebanese Tobacco Farming and Industry
Overview of Tobacco Cultivation and Manufacture in Lebanon

Tobacco has been cultivated in Lebanon since the days of Al-Amir Fakhr El-Dine Al-
Ma’ni in the beginning of the 17" century. It was in the year 1625 that the plant of
tobacco was introduced in Lebanon by the “Inkshariyah” armies (Ottoman Army) who
were fighting the Persians. This plant was known as the Arabian Tobacco. Later on,

Turkish tobacco seeds ( From the Turkish states : ‘Samson’, ‘Bafra’, and ‘Izmir’) entered
Lebanon.

The tobacco industry in Lebanon fits the monopolistic model. Before the monopolistic

model, tobacco cultivation was subject to two different agricultural systems, namely the
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free cultivation system in the ‘Mutassarifiah’ of Mount of Lebanon, and the Ottoman
“Regie” system in the state of Beirut. Nevertheless, the practical distribution of licenses
for cultivating tobacco has been done by the present “Regie” system which was
established by the French mandate administration. The regulations of tobacco cultivation
define conditions necessary to give the farmer the right to cultivate tobacco.

The tombac, another class of fobaccum, which is derived from the genus Retonoid
Nicotana- was brought to Lebanon from Latikia in 1940. In the same year experiments
conducted on this class were made in Tamra, Jarmak and Saida. This kind of tombac was
known as Abu Jilda or tombac Baladi. Later on, from 1944 to 1948, the Iranian Tombac
(Asfahani) currently known as Saadi 33 was introduced in Lebanon. Nowadays, Regie is
trying to add some artificial flavor (sauce) in order to exactly match the Iranian Tombac
qualities.

The Lebanese tobacco and tombac monopoly “the Regie”, is legally endorsed by the

monopoly status granted to it by the Lebanese government. Its main business operations
are:

e Domestic manufacture and management of [ebanese tobacco and tombac.
* Wholesale distribution of all imported cigarettes and tobacco products.

According to the Lebanese Chamber of Indusiry and Commerce (LCIC) report already
referenced:

e Tobacco cultivation achieved a notable growth that surpassed all expectations.
Tobacco and tombac yicld recorded the following output (in tons): -

1991 1992 | 1993 1994 | 1995

700 | 1,800 2,700 | 4,500} 8,000

s At the manufacturing level, rehabilitation of all tobacco sorting equipment was
completed, and tombac production (inthe North of Lebanon) increased from 7 to 30
tons per month.

s At the commercial level, and as a result of the eradication of smuggling, the Regie
cash returns included 2,500,000,000LL in Due Fines in 1993, and 1,300,000,000LL, in
1994, Sales volume in 1994 increased by 30% compared to 1992. At the financial
level, Regie’s total returns (in Billion LL) were:

1993 11994 | 1995

81 1231 150
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¢ In 1995, comparative tobacco and tombac trading recorded the following:

Trade Category Import Value Ixport Value
(USD) (USD)
Trade Total 7,303,061,800 824,000,260
Agricultural Products 1,401,743,106 144,547,462
Tobacco and Tombac 220,813,854 11,926,280
Tobacco and Tombac to Agriculture 15.75% 8.25%
Agriculture to Trade Total 19.19% 17.54%
Tobacco and Tombac to Trade Total 3.02% 1.45%

The importance of the Regie to the Lebanese government is both economic and political.
From the economic perspective, the Regie is considered as onc of the largest companies
in Lebanon. Those who benefit and are related to the Regie are estimated at over 60,000
persons supporting between 400,000 and 500,000 people. Morcover, the business of the
Regie is interconnected with the agricultural, industrial, and commercial sectors, making
it a vital resource to the Treasury Department. According to Eco News weekly
newspaper June 10, 1996. It is estimated that the related government authorities received
$100m (in various taxations) from the sale and import of tobacco products in 1995, $41m
being earned through stamp duties on imported products (which remains at a high of
25% since July 1995).

From the socio-political perspective the position of the Regie has become more critical.
As described inan address on July 27, 1996 to a visiting delegation of Regie employees
headed by Mr. Naseef Saqlawi (Regic’s Managing Director), Mr. Nabih Berri (President
of the Lebanese Parliament) underlined the important role of the Regie by saying: *...80%
of our families in the territorial strip (the Israeli Occupied Zone of South Lebanon) would
have left, had it not been for the tobacco plant and yourselves ...”.

Underlying the strategic objective above, is the government’s directives to the Regie
concerning the financial support it grants to tobacco and tombac farmers in the form of
farming subsidies. This subsidy is aimed at the following objectives:

e To encourage the farmers to stay on their land instead of migrating to the cities.

¢ To promote the replacement of illicit crops.

As such, the difference between the international market price and the actual purchase
price of the tobacco crop is bore by the government in the form of a state subsidy in
accordance with its above mentioned two-fold commitment. The eradication of illicit
crops cultivation is also supported by the United Nations Drug Control Program fund of
$1,178,000, according to the UNDP's 1994 Development Cooperation Report on
Lebanon.
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Tobacco is currently bought from Lebanese growers at the regionally high price of
around 8,500LL per kg (over $5 at the average exchange rate in 1996), and exported
(after sorting and quality grading) at the average price of $0.65 per kg (around only

1,000LL). Tombac is purchased at the average rates of 4,000L1, and 16,000LL per kgm ..
of poor and high quality respectively.

This study was initiated in recognition of the difficulties above, and the inherited
problems of outdated technical equipment, and managerial and technical expertise and
skills, and in accordance with the overall government strategy to rehabilitate the public
service sector through restructuring.

Main sources of the background assessment status include:
® UNDP Development Cooperation for Lebanon reports for 1994 and 1995,
* Lebanese Chamber of Industry and Commerce (LCIC) annua! report 1995,
¢ Doueiri, Dani A. . Towards a Comprehensive Understanding_of the Agricultural
Policy_Question in Lebanon, A Ph.D. Dissertation from the University of California
at Los Angeles, 1996.
¢ Salih, Mohammed. “The Lebanese Regie” of Tobaccos and Tambacs: Current

Problems and Recommended Solutions, A Master’s Thesis at the American University
of Beirut, Beirut, 1990,
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3.1

3.1

3.1.1

LEGAL AUDIT

LEGAL AUDIT

LEGAL TEXTS PERTAINING TO THE REGIE

Evolution of the Legal Status of The Regie

This texL was prepared in Arabic by Mr. Kamal Alrissi, the coordinator

manager al the Regie. A copy was given 1o Team and translated into
English.

Under The Investing (Managing) Company

The monopoly was founded on 30/1/1935 as per Decree No.16 issued by
the French resident mandate. This decree regulated the monopoly of
growing, manulacturing, marketing, and transportation of Tobacco &
Tombac and their derivatives of the entire Lebancse and Syrian territories.

On the basis of this decree, the French resident issued, on the same date, a
tcnder document relating (o the monopoly ol the Tobacco & Tombac
industry, empowering the utilization of thc monopoly to a mutual interest

management, as the monopoliser for a period of 25 years expiring on
31/12/1960.

In thc implementation ol provision No. 11 of the tender document an
anonymous company was cstablished called “The Anonymous Company of
Mutual Intcrest for the Monopoly of Tobacco and Tombac in Syria and
Lebanon™, with a paid capital of 1.250 Million Lebanese Pounds. This
capital was later increased 1o 1.375 Million Lebanese Pounds.

When the economic segregation between Syria and Lebanon took place in
1950, thc monopoly was divided between the two countries with its assets
and  employces redistributed  belween  the  respeclive  independent
management ol each country. This scgregation was [ollowed by

compatible with the new status. Subscquently, the supervision board ol
the Lebancse monopoly was changed, becoming dircctly linked to the
Lebancse Ministry of Finance in compliance with the Legislative Decree
No.3 issucd on 24/3/1950.

On 12/6/1959, the Legislative Decrce No. 151 was issucd allowing the
governmenl 10 monitor the management of the monopoly in aclear and
delailed manner. This defined the function of the monitoring staff in the
Ministry of Finance; from the Minister to the Director General including the
government represcntative and the managerial auditor.

1.GT-1
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With the expiry of the franchisc on 31/12/1960, and in implementing Arlicle
22 of the tender document based on monopoly law, the entire assets ol the
company werc (ransferrcd to the Lebanese slate without constraints, and
concurrently the government bore all liabilitics. Meanwhile the companies’
shares had no nominal value alter their gradual depreciation starting [rom
the company establishment and ending on the expiry of the franchise. This is
nol withstanding that the company paid 5% inlcrest per annum o the
holders of thosc shares that had not been depreciated tully by the expiry of
the franchise.

By the cxpiry of this franchisc on 31/12/1960, the state was unable to
{ormulate a legal structure for the monopoly. In the face of this vacuum, the
state had to request that the outgoing company continuc to run the
monopoly on temporary basis. This temporary measure lasted until
27/5/1964 when the staie extended the franchise until 31/12/1973 in
accordance with Decrec No. 16693 - on the understanding that the
relationship belween the  state and thc managing company was to be
reorganised on the basis of a new adhoc tender document.

The stale continued Lo re-appoint the same managing company after 1973 to
run the monopoly by periodical decrees issued by the Council of Ministers
1984, allecrwhich the company continued to function in
managing the monopoly by delault until 1991.

The Phase of Monopoly Retrieval

The Council of Ministers decided on 28/11/1991 (Decrec No.59/8) to
terminate the scrvices ol thc managing company and appoint a 6 member
commiltec to run the monopoly in accordance with the prevailing rules and
regulations.

The  Council of Ministers decided on 14/7/1992 (Decree No. 5/10) (o
replace the 6 member commitice with a 3 member committee all of its
members being recruited from the employees ol the monopoly.

On 27/2/1993 (Dccree 22/31) a general manager was appointed in addition
to the 3 member committec and this appoiniment gave the right to the
General Manager to excrcise all the functions that are specified {or gencral
managers in the public scclor, in harmony with the functions of the
temporary 3 member commillce until such a time that a final law could be
formulated [or the company.

(END OF TRANSLATED TEXT PERTAINING TO THE REGIE).
Current Legal Status
The Regic is currently owned by the Lebanese State and has been granted a

monopoly on the manufacture, distribution, and importation of tobacco. The
Regic monopoly is managed in a privale {ashion, its employces are not civil

(.62
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3.1.2

3.1.2.1

The tender document 16 RL (Cahicr dc  Charge 1935) defines the
relationship between the company and the state. This document specifies
thc organisational structurc and function of the Regic as well as ils
operations. The company is  under the tutclage ol the Minister of Finance.
All personnel and financial aspects  are subject to the authority ol this
ministry.

Legislative Decree No. 151/59 complements the previous laws pertinent to
Regie rules and regulations, This dcfines mainly the overall control of the
Regic of the Lebanese State.

The Regie is subjcct to pre-audit and post-audit control. The pre-audit
control is exercised by a dclegate of the Ministry of Finance namely Mr.
Philip Sarkiis. The post-audit control is excrcised by Regie auditors headed
by Mr. Rabah Marini.

ACQUIRED RIGHTS OF RELATED BODIES

This scclion pertains to the legal situation ol certain activities and positions
within the tobacco industry in Lebanon as it is described and organized in
the laws and regulations relaled to the Regie.

The Foreign Brands Agencies

As per the preseriptions of Ordinance 16/L.R. dated January 30, 1935, the
purchase, manufacture, and salc of tobacco regardless of its country of
origin or the form in which those activitics arc taking place, are submitted to
the Monopoly.

It is prohibited to bring tobacco or tombac crops or the manulactured
cigarctics unless they are imported lor the purposes ol the Administration of
the Monapaoly, so that any tobacco forcign brands or any local agents of
such brands arc not allowed lo pursuc any trading or manufacturing
aclivilics in Lebanan apart ol the tobaceo monopoly activity.

The above mentioned restrictions arc limited o the trade and manufacture
activitics which alfect the Lebanese market. The only [ree aclivity within
those trades is the export ol crops to lorcign markels.

In our apinion, the foreign brands agents arc not allowed o deal with the
export 1o {orcign markets through their Lebanese base which means that
they can't bring in their merchandise for the purpose of re-exporting.

The export [rom the Lcbanese territory is limited to the Monopolist
Administration.

LGE-3
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3.1.2.2

3.1.24

The Tobacconists

The third chapter ol Ordinance 16/L.R. and Decision 2381 dated July 26,

1960, conditioned the whole and the relail sale of tobacco to a license issued
in anticipation.

The said license is issucd 1o a Lebanese individual namely so thatitis
transferable by inheritance.

Therc arc two major types of licenses: a chiel tobacconist license and a retail
sale tobacconist. This last license is issued either for fixed sales or for
ambulant sales. All type of licenses are “issued by the Monopoly
Administrator alter acceptance of the Government commissioner.

The Growers

The stipulations ol Ordinance 16/L.R. are very clear and very strict
regarding the tobacco cultivation. As per the said Ordinance it is not
permitted to grow or produce tobacco belore a farmer submits a declaration
of intention and receives a license in advance.

The application is presented 1o the local authority represented by the local
mayor (Moukhtar) specifying the allocated piece of land, the type of
lobacco, the arca ol cultivation allocated to the crops 1o be sold to the
Regie, and the arca allocated to the crops to be exported.

The Ministry of Finance should preparc belore the 15th of October of each
year a list showing the names of the growers, the licensed areas as specified
above. The said list should be handed over to the Regie.

Articlc 14 ol Deccision 2381 mentioned above, gives the Monopoly
Administration a dircct right to investigate and examine the observance of
the licensed areas by the grower and permit the said administration to
destroy any contravened planlation nurscries.

The Regie's Employees Legal Situation

A previous reporl pointed oul the importance of the court case raised by the
Syndicatc of Employces of the Regic 10 annul the decision ol the Minister of
Finance Dby Interim no. /1681 issued on  Fcbruary 3, 1994, which
implemented the increments for high cost ol living on the basis of Decree
4631 of January 10, 1994, ruling the government employees, instead of the
application ol the specific regulation of the Regic based on the cost-of-living
index.

The Regic employees are still considered, despite the recuperation of the
Regie Administration by thc Ministry of Finance, having an hybrid legal
situation, giving them the right to benefit from the increments given to the
privalc scctor with all the benelits of their specific regulations.

L.GL-4
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Any ncw Regic Company will be facing the disadvantage of the actual
situation, and consequently the payment ol the amounts of the high cost of
living which arc not yet paid by the government.

Autachmenls:
The text of laws related to the information contained in the report.
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3.2. MARKET AUDIT
Procecedings of the Market Audit

1. Idcntification of Information Sources
Market Audit began by reviewing the project proposal and general Regie literature
made available upon project agreement (certain documents being undated).

2. Data Gathering

Thorough analysis of the proposal followed, al the end of which the structure, layout,
and content of the assessment, as well as the market audit methodology were agreed
on among the task tcam. Additional sources for data gathering, within the Regie, and
relevant information werce identified through a serics of contacts, site visiis and
interviews. This was followed by academic literature review (for example, an MBA
Thesis by Mr. M. Salih entitled “The Lebanese Regie” - of Tobaccos and Tambacs:
Current Problems and Recommended Solutions, dated 27 June 1990), and industrial -

and commercial field inquiries through such institutions as: UNDP, FAO, LCIC,
elc....

3. Data Organisation and Tabulation

The next stage involved the design of a set of 45 data tabulation forms, the core
instrument for market data analysis and modeling. This was followed by screening
available information and identifying missing data, which was rapidly becoming a
grave concern for the task team, due to the widening discrepancies between data

required for the intended depth of the analysis, and the actually and immediately
available data.

4. Data Validation

Further discrepancies began to surface upon receipt of data requested from the
different Regic regional sites, departments and/or individuals. This is despite the fact
the release of requested information in general and, in particular of numeric data, had
to be authorised by the Minister of Finance, the Regie Managing Director, ora
delegated high authorily within the Regie. This phenomenon reflects an individualistic
and monopolistic  style of management, and the non existence of an integrated
coherent information systems strategy within the Regie, re-confirming the Minister of
State for Administrative Reform’s criticism of the public seclor institutions.

Current Staté of the Market Audit Asscssment

The Inception Report of July 18, 1996, includes a sample of the initial set of the data
tabulation forms described. Delivered with the Inception Report was a formal request
for the information identified as critical to satisfactorily proceed with the data
gathering and analysis. Response for this request was minimal. Such requests for
~information were repeatedly dispatched, but the response came with similar
passiveness. The following critical requirements for market analysis remain on the list
of requested items (till the time of this report going to print):
¢ Role and structure of farming co-ops, including geographical distribution
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* Pricing and tax policies

¢ Disposal channcls and trends of tobacco and tombac crops by type and quality
grade

e Description of distribution channels, means and methods

+ Marketing resources and skills

¢ Tombac sales by brands

» Relative tobacco & tombac farming subsidies in relation to other crops

In the meantime, duc to the unavailability of sufficient data (to cover a time series of
10 years) it was decided to limit the time span for the forthcoming data analysis to a
five-year period (1991 -1995). Inaddition, most of the initial formats underwent up
to eight iterations and the original set of 45 table formats would become 36 and
subsequently reduced to 23 over a period of 10 weeks. Some of these iterations
underwent such radical adaptation that the direction of the intended analysis was
greatly reduced from its initial scope. Despite such frustrations, we managed after

painstaking adjustments to complete the final 23 tabulations to the highest possible
level in the face of the above circumstances.

It is important to note at this stage that the scope, comprehensiveness, accuracy and
reliability of the assessment presented 1o date has yet to be evaluated in consultation
with the Regie authorities prior to confirming its usability as the input for demand
forecasting and modeling. Data adjustiments for this end must take into consideration,
among other factors, issues such as:
o Sales figures (in terms of both value and quantity) not reflecting the real demand,
due to the unaccounted amounts sold through smuggling activities.
o The rapid and severe devaluation of the Lebanese currency over the time series
addressed in the assessment.

3.2.1 BUSINESS ENVIRONMENT AND GOVERNMENT POLICY

The Regie manages ils business activities through nine independent entities. Figurc
(3.2.1-1) presents an overview of the Regie Business Environment. Relationships
with indicated parties: farmers, importers, wholesale agents, and retail agents are
governed by associated licensing conditions and regulations described in the Legal
Audit section. Processing of applications for the various licenscs as well as operating
procedures are described in the Management Audit section. Regie’s main business
operations as legally endorsed by the monopoly status granted by the Lebanese
government are:

¢ Domestic manufacture and management of Lebanese tobacco and tombac.

» Wholesale distribution of all imported cigareties and tobacco products.

The current political situation in Lebanon has the most powerful influence on the
decisions and operations of the Regie. This has resulted, for example, in the frequent
imposition on the Regie to purchase, at subsidies prices, the tobacco crop of
unlicensed farmers. In addition, an investigative report published in Al-Diyar on
October 10, 1996, concerning the tobacco and tombac crop damage compensations in
the aftermath of the April 1996 Lebancse-Israeli conflict, revealed the ambiguity of
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rules, regulation and responsibilities of the various authorities (Ministry of Finance,
Ministry of Agriculture, and Council of the South) in relation to the allocation and
distribution of tobacco farming resources.

Another problem facing the Regie has been smuggling, which was particularly
dominant during the civil war period and until the early 1990s. The smuggled tobacco
market during that period was made up of foreign brand cigarettes smuggled into
Lebanon mainly from Limassole and Port-Said through the illegal scaports. An Anti-
Smuggling Squad (ASS) was instituted within the monopoly decrce (16/lr of January
30, 1935). Subsequent decrees, the latest being no. 1047/1 of January 27, 1994,
extended the authority of this squad. This squad was fully equipped to carry out its
duties efficiently until 1976, when civil order broke out and the government lost
control over its administrative authorities. The responsibility for law and order was
lost or overtaken by regional militias. Conscquently, the ASS became defunct, and
lucrative smuggling networks ruled the tobacco industry and market. As a resull,
sales of the Regie’s monopolised legal activities plunged to a minimal level (reaching
near zero levels in 1976, 1979 and 1984) in comparison to its traditional market
demand. This situation continued until the last quarter of 1992, when the ASS was
partially reassembled (from remaining members). However, the squad was under-
manned and under-equipped, and could not deal with the responsibilities of the
assigned regions. A rcquest for new recruits was rejected by the governing body, and
the administration was forced to resort to the temporary measure of transferring a few
daily workers from the Sorting and Manufacturing Department to the ASS. Asa
result of its tircless cfforts in coliaboration with the sccurity forces the ASS have
achieved the following results between 1/1/1993- 30/6/1996:

law suits 836
confiscated tobacco (kgs) 36,415,753
value of fines due ($) 3,916,775
value of paid fines (20% of fincs issued) and confiscated material () 798,712

Since the curtailing of illegal seaports and the restoration of peace in Lebanon,
smuggling has been controlled although not totally climinated, since new routes and
outlets have been active through foreign occupicd areas.

Internally, some Regie executives accuse the government of deliberately attempting
to deprive the Regie from potential growth in profit margins in order to reflect its
inefficiency. Their claim can be better explained through the following malpractice:

s All increases in tobacco and tombac wholesale revenues attained from tax
increments go directly to the Ministry of Finance, while the Regie is not authorised
to increase wholesale prices to at least maintain previous profit margins. This,
Regie executives maintain, is intended to justify to the Minister of Finance to
declare that Regie is a non-productive government undertaking, and as such it
should be privatised.

e In order to eliminate illicit crops, the government is encouraging Bekaa Valley
farmers to swilch to tobacco cultivation, not taking into consideration the fact that
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the Regie is already overstocked with the South and North regions’ extra crops, and
that tobacco and lombac sales turnover to international companies is negligible
compared to what Regie pays in farming subsidies. This implies that the Regie is

voluntarily subsidising the cultivation of tobacco that will subsequently be only left
to rot in poorly equipped warehouses, or incinerated.

Due to the government policy aimed at exterminating the cultivation of illicit
crops, which obligates the Regie to purchase all tobacco and tombac crop from all
Bekaa farmers, the number of these farmers is rapidly increasing while the quality
of the yicld dropping, since the farmers are assured that their crops will be
purchased. The poor quality of the yield is due to the fact that the Bekaa Valley
farmers are not uscd to cultivating tobacco and they lack the necessary experience
in this field, espccially that the cultivation process itsell needs intensive labor.
From this viewpoint, Regic has requested the support of the government to conduct
a feasibility study regarding the continuation of subsidising the cultivation of
tobacco and tombac in the Bekaa. It has been suggested that the Bekaa farmers
(especially those who were engaged in cultivating illicit crops) should switch to
cultivating wheat that could be totally consumed locally. It was accordingly
recommended that these farmers be offered social subsidies over a certain number
of years for cultivating wheat.

e The government is neglecting the potential of local cigarette production, although

it experienced a considerable period of prosperity prior -to the civil war. The
number of produced boxes dropped to 3000 boxes per month after being 20,000 per
month during the civil war. Orders from Arab and East European countries are
ignored due to the lack of investment in the modernisation of manufacturing
equipment and machinery. This is in addition to the urgent need to upgrade
managerial expertise and technical skills.
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3.2.2 ' PRESENT MARKET SIZE AND SEGMENTATION

In terms of its cigarclic brand portfolio, the Regic currently holds one brand, namely
thc CEDARS. The bulk of demand for local cigarclic brands is rcalised in the Bekaa, .
Southcrn Lebanon and Akkar, where smokers  arc less cxposcd to advertisement of
foreign cigarclic brands than smokers in other parts of Lebanon.

The capability of the Regic (o respond to the local demand on national cigaretic brands
was hampered by the destruction and thelt inflicled on its main production facilitics in
the Hadath centre during the civil war period (1975 to 1984). This resulted in the
abscnce of national brands form the markel lor a considerably long period of time
which was suflicicnt cnough to make traditional consumers switch to imported brands,
and for ncw consumers to be introduccd 1o these products. Table (3.2.3-1) presents
Market Segmentation of Regie Products to Imports 1973 - 1995.
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3.2.3 SALES AND MARKET SHARE ANALYSIS

Sales of domestic cigarette brands peaked in 1974 accounting for around 41% of total
sales. This, according to Regie authorities, was due to the widespread popularity at
that time of the CEDARS, the American blend Lebanese cigarette brand tntroduced in
1974 to compete with MARLBORO and WINSTON. The O.K. brand, which is the
Lebanese substitute for KENT launched a few years earlier, was gaining ground in the
Lebanese market. It seems possible therefore that if certain brands are manufactured
in Lebanon, it may not be difficult to export them.

In the year 1976, sales of local brands were nil, duc to the imposcd complete stoppage
of production caused by the deteriorated security situation. During the period 1977 to
1979, the local brands sales declined rapidly reaching the 9% share of the market in
1979, for the reasons mentioned carlicr, giving way to imported or smuggled brands.

Production of local cigarctte brands recorded a partial improvement in the period
1980 to 1982 only to plunge again in 1983. From 1984 onwards sales of local brands
enjoyed a steady increase fluctuating at around 15% of the markel sharc unti 1988 -
refer to Table (3.2.3-1).

The most important factor that caused the decline of the demand on national cigarette
brands during the civil war period was the rapidly flourishing smuggled cigarettes
market. Consequently, the impact of the prolonged smuggling activities eroded the
demand for Regie products resulting in the rapid decline of Regie’s market share in
favor to imported alternatives. Hence, Regie’s market share to imported products
declined to 8.2% in 1991 and further to 1.8% by 1995. Tables (3.2.3-2) to (3.2.3-7)
present Cigarctte Market Shares Analysis By Supplier & Brand.

MKT-6

532_nwki doc



_ TABLE (3.2.3-1)
Market Segmentation of Regic Products to Imports 1973-1995

Year Regic R% TS Imporis M % TS Total % T
1973 1,103,000 28.71% 2,739,000 71.29% 3,842,000] 100.00%
1974 2,301,450 56.81% 1,750,000 43.19% 4,051,450  100.00%
1975 1,584,707 52.87% 1,412,750 47.13% 2,997 457F  100.00%
1976 n/a n/a n/a n/a n/a n/a
1977 201,292 14.47% 1,189,705 85.53% 1,390,997  100.00%
1978 302,570 13.48% 1,942,429 86.52% 2244999 100.00%
1979 200,774 9.50% 1,997,703 90 50% 2207477 100.00%
1980 331,647 17.19% 1,507,651 B2 81% 1,929,298 100.00%
1981 457,730 12.78% 3,123,692 87.22% 3,581.4220  100.00%
1982 326,979 15.82% 1,739,686 84.18% 2,066,605 100.00%
1983 195,114 10.07% 1,742,466 89.93% 1,937,580 - 160.00%
1984 299,586 12.55% 2,087,556 87.45% 2.387,142]  100.00%
1985 302,612 14.38% 1,801,783 85.62% 2,104,395 100.00%
1986 388,892 16.41% 1,080,959 83.59% 2,309,851 100.00%
1987 431,018 15.20% 2,404,631 34 80% 2.835649]  100.00%
1988 53.6‘6\ 8 15.44% 2,938 889 84 56% 34755071 100.00%
1989 nfa n/a n/a n/a wa n/a
1990 n/a n/a n/a n/a nfa n/a
1991 129,275 8.24% 1,439,180 91.76% 1,568,455 100.00%
1992 89,627 5.38% 1,576,719 94.62% 1,666,346] 100.00%
1993 21,411 1.57% 1,341,259 98.43% 1,362,670 100.00%
1994 28,104 1.91% 1,444,617 98.09% 1,472,721] 100.00%
1995 27,630 1.76% 1,539,781 98.24% 1,567,411 100.00%

NOTE: 1973- 1958 FIGURES INCILUDE ALL LOCALLY PRODUCED & IMPORTELD PRODUCTS (Ag).

(Source: AUBMBA Thesis; * The Lebariese Regie © 1990).

1991-1995 FIGURES COVER CIGARETTES ONLY (Source: The Regiv)
(¢Juantity unit in boxes; cach box containing 50 Grosspacks, grosspuck =10 consurner packets ol 20 eigarclies cach).
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3.24 PRODUCT PRICES AND QUALITY

Pricing policy regulations are driven by the issuance of government decrees. The last

decree being no. 1/3759 issued by the Treasury Department on August 20, 1992, This

remains effective to-date, The current practice regarding this policy is for the

Minister of Finance to adapt, or update input variables in the pricing formulas as
economic circumstances dictate, instead of annually issuing a new decree.

All imported products retail prices are converted into Lebanese Lira according to 2
formulas including the following variables: '

Virst: ried Products with tter of Credit : 1* Formula

The retail price of one unit (in Lebanese Lira) is given by the following formula:

One Unit Retail Price =

[1.25 x ( $ One Box Purchasing Price ) +

($ One Box Shipment Expense + 15} x Actual U.S.D. Rate] /
units per box of product (i.c. 500 packs of cigarettes pcr box).

Or an equivalent

One Unit Retail Price =

1(1.339 x ($ One Box Purchasing Price ) +

1.104 x ($ One Box Shipment Expense + 16 ) x Actual U.S.D Rate] /
units per box of product (i.e. 500 packs of cigarettes per box).

Second: Imported Products Without a Letter of Credit: 2™ Formula

The retail price of one unit (in Lebanese Lira) is given by the following formula:

One Unit Retail Price =

[1.213 x ($ Onc Box Purchasing Price) +

1.03 x ($ Onc Box Shipment Expense + 15) x Actual U.S.D Rate] /
units per box of product (i.e. 500 packs of cigarcttes per box).

Or an equivalent

One Unit Retail Price =

[1.3 x ($ One Box Purchasing Price ) +

1.104 * ( $ One Box Shipment Expensc + 16) x Actual U.S.D Rate] /
units per box of product (i.c. 500 packs of cigarettes per box).
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rmini riables i hov ] las:

The input variables used in the above 2 formulas of one pack retail price is given
according to the following:

1. The One Box Purchasing Priceis F.O.B. or F.A.S. basis and is priced in U.S.D
and is represented by the letter (P).

*2. The One Box Shipment Expense , which is represented by the letter (S} is given in
the following table. These variables differ from one manufacturing country to another.

Manufacturing Country | Expense/Ton ($) | Expense/Box (8)
USA 152.35 2.44
Brazil 412.50 6.60
Mexico : 305.00 4.88
Uruguay 450.00 7.20
France 99.50 1.60
Holland + Belgium 149.30 2.39
Britain 165.30 2.72
Cyprus 35.00 0.56

3. The Actual U.S.D. Rate.

4. The average weight of One Box is 16 kg.

5. Number of Boxes per Ton is 62.5 boxes.

6. Number of Boxes per Container of 20 feet is 450 boxes.

. The Custom Duty on One Box is 5% of its declared price using the Custom U.S.D.
Rate which is : 800 LL

8. The Stamp Duty on One Box is taken by the following formula: 3 per thousand of
its declared price using the custom U.S.D. rate which is : 800 LL

9. The Quayage or Quay Handling Charge is taken by the following formula: 1% of
the declared price (The used U.S.D rate is 55% of the Actual U.S.D Rate).
Quayage = 1/100 x (Purchasing Price + Transportation S ) x 55/100
which is 0.0055 (T +8)

10. The Laisser-passer fee equals the half of quayage fee which is :
' 0.00275 x (P+S)

11. The Loading Expenses is $ 25 per a container of 20 feet = 25/450 boxes.
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12. The Transportation Fee between Port of Beirut and Hadath is 14,800LL /Ton.

. The Banking Expenses (in U.S.D). for imported cigarettes by L/C is 4.2% of its
Purchase Price.

. The Banking Expenses (in U.S.D) for imported CIgarettes without L/C is 0.5% of
its Purchase Price.

15. The Insurance is 0.1215% of the total amount to warehouse ( in U.S.D.)
0.1215% x (1.06 x P)=0.0013 P
(Knowing that 0.6 P is the freight cost to Beirut Sea Port).

16. Miscellaneous Expenses per One Box (unexpected) is $ 0.25

17. Commission
Wholesaler :1.7%
Licenser :5.0%
Total : 6.7 % of retail sale price.

. The number 93.3 % of the retail price is the stake of the Regie, while the
remaining number 6.7 % is the commission amount.

19. The number 500 represents the number of packs per One Box.

20. The number 1.25 of One Box Purchasing Price and the number 1.03 of One Box
Shipment Expense are derived from the following elements(in U.S.D)

One Box Basis (in §) (in $)
- Purchasing Price 1.00 P
- Shipment Expenses 1.00 8
- Banking Expenses with L/C o.o042rp
- Insurance 0.0013 P
-Expenses and Fees incurred in Lebanon
- Treasury Stamp Duty 3(1000P+S) 00014 P + 0.00148S
800/1800
- Custom : 5/100(P+8S) 0.0222P + 0.02228
800/1800
- Quayage 0.0055P + 0.00558
- Laissez-passer I'ee 0.00275P + 0.00275 S
- Loading Expenses 0.056
- Unexpecled Expenses 0.250
450/1800
- Transportation (Port to Hadath)* 0.2786
850*62.5/14800
- Administration General Expenses + 0.17 P+ 15.00
Administration Taxes and Profits

Total 1.24515x P + 1.03185x S + 15,5846

rounded to (1.25xP)+1.03 xS)+ 15)
* The 1).S.D rate used in the transportation fee equals 850 LL

MKT-9
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21. The number 1.213 of One Box Purchasing Price in the 2™ formula is derived
from the difference of Banking Expenses which is 4.20% - 0.5=3.7%

e The Regie has therightto round up the One Box Purchasing Price to one dollar
when the 2 formulas mentioned are used.

» Every article incompatible and prior to this decree is deemed invalid.

e The Regie must inform the governmental commissioner and take his approval
before any change of sale price due to the U.S.D rate fluctuation.

Table (3.2.4-1) presents Regie Production and Cost 1991 - 1995

Table (3.2.4-2) presents Regie Imported Cigarette Brands and Prices by Supplier
Table (3.2.4-3) presents Retail Prices & Sales Turnover of Imported Cigarettes
Table (3.2.4-4) presents Retail Prices & Sales Turnover of all Products (1/1/1995-
1/11/1995)
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. TABLE (3.2.4-2)
IMPORTED CIGARETTE BRANDS & PRICES BY SUPPLIER

SUPPLIER BRANDS LENGTII |IMPORT{ ORIGIN | PRICE/BOX
WAY (3}
BAT :
AMERICAN FULL FLAVOUR 100s 100mm F.0.B. US.A. AA*
AMERICAN FULL FLAVOUR K S. 85mm F.O.B. U.S.A. AA
AMERICAN LIGHTS 100s 100mm F.0.B. US.A. AA
AMERICAN LIGHTS K.S. 85mm F.O.B. US.A. AA
BARCLAY 100s [00mm F.O.B US.A AA
BARCLAY K.S.BOX 85mm F.0.B. US.A. AA
BENSON & HEDGES K 8. 85mm C.LL. U.K. 210.00
BENSON & HEDGES LUXURY 85mm CILF. UK. AA
CARLTON ) 100mm C.IL US.A AA
CARLTON K.8. BOX 85Smm C.LF. US.A. AA
DU MAURIER S.K. 100mm CLF U.K. AA
HOLLYWOOD BOX 85mm C.1F BRAZIL AA
KENT DELUXE SOiT 100mm F.O.B. US.A 200.00
KENT LIGHT BOX 85mm F.O.B. U.S.A. 200.00
KENT LIGHT DELUXE SOFT 100mm F.0.B. US.A 200.00
KENT SUPER LIGHTS BOX 85mm F.0.8. US.A 210.00
KENT SUPER LIGHTS SOFT 85mm F.0.B. U.S.A. AA
KIM GREEN LIGHT 100mm F.0.B. | GERMANY 145.00
KIM RED LIGHT t00mm F.0.B. | GERMANY 145.00
KIM ULTRA SLIM 100 LIGHT 100mm F.OB. | GERMANY 180.00
LUCKY STRIKE K.5.BOX 85mm F.O.B. US.A 140.00
LUCKY STRIKE K.S.SOFT 85mm F.O.B. US.A {40.00
LUCKY STRIKE NON-FILTER 80mm F.O.B. U.S.A 149.00
PALL MALL SUPER LONG 100mm F.0.B. US.A 145.00
SILK CUT BLUE K.S. 85mm F.O.B. U.K, 155.00
SILK CUT DELUXE MILD 100mm F.0.B. UK. 165.00
VICEROQY BOX 85mm F.OB. CYPRUS 88.00
VICERQOY K.S. SOFT 85mm F.0.B. US.A. 140.00
VICEROY LIGHTS BOX 85mm F.OB. CYPRUS AA

NOTIE AA (PRICE ADJUSTELD ANNUALLY).
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TABLE (3.2.4-2 Cont.)
IMPORTED CIGARETTE BRANDS & PRICES BY SUPPLIER

SUPPLIER BRANDS LENGTH | IMPORT} ORIGIN | PRICE/BOX
T WAY ($)
RJR
CAMEL 100s SOFT 100mm F.O13, USA. 140.00
CAMEL K.S. 85mm F.ODB. US A AA
CAMEL LIGHT BOX 85mm £.0.8. US.A. 140.00
MONTE CARLO 85mm F.O.B. | BELGIUM 82.00
MORE REGULAR GREEN 120mm F.0.8. US.A. 190.00
MORE REGULAR RED 120mm F.O.B. U.S.A. 190.00
SALEM 100s 100mm F.OB. U.S.A. AA
SALEM SOFT 85mm F.0.B. US A AA
VANTAGE 100s SOFT 100mm F.O.B. U.S.A. 190.00
VANTAGE BOX 85mm F.ORB. USA. 210.00
VANTAGE LIGHTS 85mm F.O.B. U.S.A. AA
WINSTON 1005 SOFT [00mm F.0O.B. U.S.A. 190.00
WINSTON K.S. SOFT 85mm F.0.B. US.A. 170.00
WINSTON LIGHTS 100s SOFT t00mm F.0.B. USA 190.00
WINSTON LIGHTS BOX 85mm F.O.B. U.S.A 190.00
WINSTON SELECT BOX 85mm F.0.B. U.S.A. 230.00
WINSTON SELECT LIGHT BOX B85mm F.0.B. U.S.A 230.00
YSL MENTHOL 100mm F.OB. US.A, AA
YSL REGULAR 100mm F.OB. U.S.A 230.00

NOTLE: AA (PRICE ADJUSTEL ANNUALLY).
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3.2.5 DISTRIBUTION SYSTEMS AND OPERATIONS

The Distribution Department is concerned with the purchase of tobacco and tombac
and the distribution of tobacco seeds to the farmers. Distribution operations are
organised on a weekly basis with the amount distributed being dependent upon the
weekly quota set by the Regie Distribution and Sales Department. This department is
also responsible for the control and inspection of distribution and sales channels - as
described in the Management Audit section.

Tobacco and tombac bales are brought by the growers to specified centres in the .
villages where tobacco is cultivated, and purchasing transactions are accomplished
directly between the growers and Regie at the purchasing centres. The crops are then
transported to the Regie storage locations. '

Distribution operations of finished and imported products are managed through two
levels of intermediaries; wholesale agents and retail agents. The dispatch of tobacco
quantities ready for export on barter basis - see the table below - is directly controlled
from the Hadath headquarters, where instructions are issued to Bekfaya (in the North)

indicating the specified quantities to be delivered to specified dealers who would then
handle export procedures.

Table (3.2.5-1)
Annual Barter Quantities & Values for the (Sa’adi 6) Tobacco
(1991-1995)

YEAR QUANTITY VALUE (8) (3) VALUE / (KG.)
(KG))
1991 689,170 3,052,165 573
1992 769,617 4,517,508 5.87
1993 1,569,519 8,570,132 5.46
1994 1,999,522 11,406,132 5.70
1995 n/a n/a n/a
MKT-11
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3.2.6 MARKETING RESOURCES AND SKILLS

Import and cxport operations of tobacco are the responsibilitics of the Marketing
Dcpartment. This dcpartment is also responsible for advertising, promoting,
transporting and selling manufactured products.
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3.2.7 CURRENT SITUATION OF TOBACCO CROTP'S

Overview

Tobacco cultivation in Lebanon was a prosperous undertaking until 1975 when the
cultivated area reached around 72,875 donums (7,875 hectares), tobacco output
reached 8,500 tons by 1971. In the intervening years, due to the social turmoil the
nation experienced, levels of output fluctuated drastically, decreasing to 300 tons by
1985. In the post-war period (1991-onwards), cultivation recovered to reach 81,659
donums (81,659 hectares) with an output of 8,207 tons by 1995.

In recent years however, a significant amount of the tobacco yield has been discarded
as damaged crop. Rates of the damaged crop varies from season to season. Exact and
reliable figures as to the annual rates however were not available.

According to a study conducted by Mr. J. Downie of British America Tobacco (BAT),
‘delivered to the Regic towards the end of 1994, a crop of acceptable quality can be
produced in Southern Lebanon, provided the area on the coastal plain is avoided.
However, the same study concluded that for the manufacturer of cigarettes, there were
problems in assessing the quality of the crop, because two of the existing factories did
not have the equipment to process the crop to a satisfactory standard. With regard to
the 1992 crop, the study advised that the three quality grades (good, medium, and
poor) would have been rejected by any international buyer even if it was offered at
very low prices.

On the other hand, there seems to be a certain amount of demand (exact figures not
available) by foreign companies for the Oriental Tobacco grown in the South of
Lebanon, since they have access to an abundant supply of a higher quality Burley
Tobacco from American growers.

The deterioration in the quality of tobacco yield presents a major problem to the

Regie, because the locally cultivated tobacco is the cheapest input for the production
of national brand cigarettes.

Many factors contributed to the deterioration of tobacco yield quality in Lebanon, the
most serious cause being the Israeli invasions in 1978 and 1982. Another important
factor contributing to the decline of tobacco quality has been the increased tendency
among the more experienced farmers and land owners to switch to substitute tobacco
cultivation with vegetables and cereals that give relatively higher incomes.

In attempting to reverse this trend, the following measures have been taken:

e Tombac and tobacco farming subsidies were extended

» Two R&D laboratories were revitalised aimed at improving the quality of tobacco
seeds.

» Quality engineers were appointed for the purpose of crops quality improvement.
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Due to these encouraging measures, the existing number of practising farmers,
licensed and unlicensed, as well as the cultivation output far exceed the demand.
Priority for the licensing of tobacco cultivation used to favor those who actually
practised the cultivation. In recent years however, this has changed so that land
owners have the priority for tobacco cullivation. As such, a large number of land
owners have the licenses that are not directly exploited by them, but rather these
licenses are rented to farmers who do not have their own licenses. This practice of
renting or leasing licenses is seen (by the Regie) as conducive to the effective and
efficient use of resources. However, despite the steady increase in the number of
licenses, there have been continuous complaints and accusations regarding the criteria
according to which licenses are granted.

Additional problems are also emerging due to imposed government regulations to

purchase all unrestricted tobacco and tombac yields, which has resulted in
overstocking.

Yicld Types and Pricing

According to 1995 statistics, around 70-80% of tobacco cultivation activities are in
the South of Lebanon. The remaining 20-30% in the Bekaa Valley, while Tombac
cultivation takes place, predominantly, in the North.

Within the category of Tebacco, two types of seeds are currently cultivated in
Lebanon, the Lebanese Oriental Tobacco, which is domestically known as Sa’adi 6,
and is predominantly grown in the South, and the local Burley seed, which is
predominantly grown in the Bekaa.

Tombac, which is a variant of the tobacco plant characterised by a special flavour and
used for smoking hubble-bubble, is also cultivated in Northern Lebanon. The
Northern city of Tripoli being the Regie centre for sorting, manufacturing,
warehousing, and distributing operations of tombac. Once again there are two types of
tombac seeds used for cultivation in Lebanon: Sa’adi 33, which is genetically derived
from the Asfahani seed of Iranian origin, and Tombac Baladi, which originated from
the Syrian Abu Jilda seed.

The Ministry of Finance, in consultation with the Regie, determines the purchase
price of the crop for the season according to three quality grades; good (superior),
medium, and poor (inferior). The table below categorises the currently cultivated
tobacco seeds in Lebanon and their 1995 purchase prices.
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Lebanese Tombac and Tobacco Kinds and their 1995 Purchase Prices
(in Lebanese Lira per Kg.)

Tobacco Kind High Medium Toor

Quality | Quality | Quality

Ordinary Tobacco

Sa’adi 6 Seeds 15,950 11,550 4,500

Shkouk (Threaded) Tobacco

Sa’adi 6 Seeds 9,250 5,250 1,200

Tobacco Leaf

Burley Seed 10,450 7,150 2,500

Tombac :

Baladi Seed 8,580 6,620 2,500

Sa’adi 33 15,950 11,550 4,500

Table (3.2.7-1) presents Development & Growth of Tobacco & Tombac

Cultivation (The North) 1991-1995.

Table (3.2.7-2) prcscnfs Development & Growth of Tobacco & Toembac

Cultivation (The Bekaa) 1991-1995.

Table (3.2.7-3) presents Development & Growth of Tobacco & Tombac

Cultivation (The South) 1991-1995.

Table (3.2.7-4) presents Development & Growth of Tobacco & Tombac

Cultivation 1991-1995.

Table (3.2.7-5) presents Tombac Yield by Quality Grade 1991-1995.
Table (3.2.7-6) presents Tobacco Yield by Quality Grade 1991-1995.

Farming Subsidices

The benefits of farming subsidies
achievements:

to farmers are manifested in the following

e The Distribution Department of the Regie supervises a number of agricultural
centres located in the tobacco cultivation areas of the various regions. These
centres provide the farmers with tobacco seeds, fertilizers, and pesticides. As such,
Regie is directly, although partially, responsible for the quality of the crops and

yield of Lebanese tobacco.

e The offering of the highest quality seeds as gifts to all farmers.

» In the month of August each year and for the past 3 years, a public fair takes place
Awards include much needed farming

in recognition of the “Ideal Farmer”.

equipment.

¢ The provision of technical advice and farming expertise through Regie specialists.
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In pursuing the twin objectives of encouraging farmers to stay on their land and the
eradication of illicit crops cultivation and trading, the government’s directives to the
Regie accentuate the financial support given to tobacco and tombac farmers in the
form of farming subsidies.

As such, the difference between the international market price and the actual purchase
price of the tobacco crop is bore by the government in the form of a state subsidy in
accordance with its above mentioned two-fold commitment. The eradication of illicit
crops growing is also supported by the United Nations Drug Control Program fund of
$1,178,000, according to the UNDP’s 1994 Development Cooperation Report on
L.ebanon,

Table (3.2.7-7) presents Tobacco & Tombac Prices per Quality Grade 1991-1995.
Table (3.2.7-8) presents Productivity of Tobacco & Tombac Growing by Quality
Grade 1991-1995.

Table (3.2.7-9) presents Total Subsidy Structure 1991-1995.

Purchasing Activities

The individual farmer delivers his harvest to the Regie buying centre in his area. A
buying committee is constituted of the following:

¢ One tobacco yield quality expert (chief of the committee)
» One tobacco yield quality expert assistant

* One storekeeper

» Two clerks for checking the count

* One accountant

e One clerk for weighing the crop

After weighing the incoming tobacco bales, they are examined and quality graded by
the quality expert, who is the one and only authority for the quality grading of the
delivered crop - refer to the Technical Audit (Section 3.3.) for the Operational
Quality Grading Criteria. After the weighing and quality grading of the delivered

crop, a payment voucher is issued immediately to the accountant who makes the
payment to the farmer.

The main problem that the current tobacco purchase procedure described above
entails, is that the employees (members of the buying committee) responsible for the
receipt, weighing, quality grading, and purchase of the crop, being in direct contact
with the farmer, are under moral and political pressures, which invariably hinder
objectivity and fairness to the selling and buying parties.
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3.3 TECHNICAL AUDIT

3.3.1 PRODUCTION PROCESSES AND TECHNOLOGY

The production activities performed by the Regie are concentrated in two
main production plants:

- The Tombac Production Plant located in Tripoli

- The Tobacco Production Plant located in Hadath, producing mostly
cigarettes and a small amount of hubble bubble tobacco ‘Maassal’.
oAl “\DDUU{{O“)

he Tombac Production Plant has been located on purpose in Tripoli, in
northern Lebanon, since most of the Lebanese tombac is cultivated in this
area.  The quantities of tombac cultivated elsewhere are collected in
regional centers and transferred to Tripoli. Tombac leaves are received
from the farmers in bales, each weighing about 25 kg. The bales are
placed in the warehouse at moderate temperatures and allowed to ferment.
Bales are turned sideways, from time to time, to enable their adequate
aeration. After the fermentation process is complete the tombac leaves go
through the following steps :

1- Preparation stage:

- Pre-Sorting Humidification: Moisture content is raised by the
use of a humidifier to avoid leaf breakage and damage during
the process. Two humidifiers exist in the Tripoli plant. Each
humidification batch takes up to three hours, it handles 800-
1000 kg of tombac.

- Sorting : This time consuming operation is performed by
groups of workers deployed over 6 sorting lines. Their duty
consists of checking, rejecting molded leaves and separating
dirt and impurities.

- Mixing : The tombac collected from the different regions is
blended together in proportional quantities in order to create,
relatively similar batches and conserve the same taste.

- Pressing: The homogenized leaves are then passed to either one
of the two pressing machines available, and then manually
packed into bales, each weighing around 20-25 kg. At this
stage the moisture content is usually in the range of 5 to 7 %.
The bales are then sent to the warehouse.

2- Production stage (also called Manipulation):

-~ Humidification: The leaves are passed, once again, through the
humidifier to raise their moisture content to about 25 %.

TEC-t
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- Cutting: The humidified leaves are passed into cither one of the’
two shredding machines available (called cutters), where they
are cut into small chunks,

- Drying: The tombac is then spread out in the open air to reduce
its moisture content to 11-13 %. This operation could be made
more efficient by the presence of a dryer,

5 5%

- Packing : Operations are carried manually. Tombac is
packed in consumer units of 100¢ram each, which in turn are
packed in boxes, each containing 100 units, and weighing 10 kg
a box. \J

_’\-l.\ l\—-\ - w?
Figure (3—3—1—1-). is a schematic representation of the different steps of the
tombac production process.

This process is far from being efficient. The heavy dependence on the
human factor, the poor condition or non-operational state of the machines,
and the lack of automation and process control are clearly reflected on the
poor quality of the products, the limited amount of productior@'ld the
cheap look of the packages. =

The Regie administration has launched several attempts to improve the
situation, but so far none was fruitful. The frequent requests for hiring
young and qualified personnel for both operational and supervisory posts
were denied, and the different scenarios presented to the Ministry of
Finance since 1990, via the Govemment Commissioner at the Regie did
not lead to any actions. Only in the fall of 1996, at the time of writing this
report, invitations for tenders to supply machinery for the tombac plant
were released. The machinery consists of a complete primary line
including humidifiers, cutters and dryers installed in series, and capable of
processing up to 1000 kg per hour, and, in the preliminary stage, only one
packing machine capable of handling 250 kg per hour, i.e. 1/4 of the total
production capacity.  When the need for more packed tombac arisegthe
packing machine could be operated on more than one shift or, a se¢ond
machine could be purchased.

The total estimated cost of these machines is about US$ 4.0 Million, and
the time needed from approval and placing of the order 3l production star@

is about two years. :
o
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The Tobacco (Cigarette) Production Plant is located in Hadath
headquarters, in a bloc annexed to the administration building. The plant

~ involves the following operations: Storing of incoming products,
~ manipulating local tobacco leaves, manufacturing and packing cigarettes
' and finally storing the finished products.
X y P

Handling the local tobacco lcaves follows a series of operations similar to
those applied to tombac described above. The tobacco leaves are left in
acrated warehouses to ferment; they are then subjected to pre-sorting
D{ humidification, and later ogg\anual sorting in order to remove the damaged
" leaves and separate the leaves by grade: Good, Medium, Low and
@i Useless. The useless crop is discarded, its weight recorded, and debited@%ﬁf#
the supplier’s account. Low grade leaves are removed, while Good and
Medium grade leaves are blended together in order to produce a relatively
homogeneous mixture. They are then pressed and manually packed in
bales, each 20-25 kg, and then stored.
L)M A
Manufacturing of cigarettes extends from the time tobacco is brought from
the warehouse and fed to the vacuum cell (Autoclave), up to the final stages
of packing. '

Burley, and Oriental are received from the warehouse. Local crop@acked
in 20-25 kg bales, American crop in 500 kg barrels, and European and
African crops in 200-250 kg boxes. Selected brands are then fed to the
autoclave, local tobacco leaves not exceeding 10% of the batch. Under
vacuung the leaves are subjected to flows of steam that infiltrate through the
packed Teaves inside out in a rather uniform manner and raise their moisture
content. Steam injection takes place, atup to five consecutive stages, in

order to reach the desired moisture content. The autoclave can handle up to
3,000 kg/hr,

b{ The carts containing tobacco leaves of different varieties, Virginia ,.

The carts are then removed from the autoclave and their contents manually
loaded onto a conveyor belt feeding a conditioning cylinder, in which the
hard leaves loaded with vapour are showered with water for 3-5 minutes.
Previously the output of this cylinder used to be fed to threshing/stripping
machines where the leaves got separated from the stems. This process is
currently bypassed due to the availability of tobacco in form of strips
(without stem) instead of the traditional loose leaves (with stem).

Leaves are then transported on conveyor belts into a soaking cylinder
where a flavouring solution of chocolate (cocoa), molasses, apple spirit and
sugar, is sprinkled. Batch time is about 7-10 minutes.

Customarily, the Burley leaves should then be fed to a toaster to remove the
strong taste (mostly associated with the Ammonia presence in Burley
tobacco). The toaster has been out of function for about three years. It is
currently being bypassed and the batch of leaves is directly sent to the
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mixing silos. At this stage the motsture content of the tobacco is about 20-
22%. There are 5 silos each having a maximum capacity of 2.7 tons. Two
of them are used for mixing, the other three are used as storage tanks
feeding the cutting machines.

The output of the silos, having elastic properties, is fed to a cutter which
continuously operates for eight hours. per day. While two cutters are
available, only one gets used, the second one is kept on stand by. A back
up cutter is necessary because of its major role in the chain: any
interruption in the cutting operation represents a hindrance in the process.
The output from the cutter being 1 mm wide, is transported by a vertical
conveyor into a vibrating feeder. 1t enters the dryer at a rate of 1200 kg/hr
through flow controllers. Vibrating screens separate the under-size shreds
and discard them. In the dryer, moisture is reduced to about 11-13%
depending on the type of cigarettes. Based on readings from moisture
detectors, an operator adjusts the flow of steam in order to achieve the
desired moisture content. Fine particles and tobacco dust are removed
across the cylinder through its perforated walls. Towards the end of the
drying cycle, a regulating pump injects small quantities of flavour in the
form of a solution called ‘sauce’. The shredded tobacco, called Scaferlati,
is then fed to one of two 3-story silos, each having a total capacity of 5,625
kg.

In the past, Scaferlati was pneumatically conveyed to the “making
machines” in overhead ducts; but because the air conditioning system has
been out of order since 1982, the pneumatic conveying process would cause
the tobacco to dry. Consequently, manual transportation using carts has
replaced this conveying system.

In the making machine, tobacco flows at a steady rate to be air lifted and
deposited over a band of paper continuously flowing from a roll. The paper
sides are rolled over and glued, by a glue nozzle, before entering a tunnel
heated by an electrical resistance to allow good adherence. The output of
the tunnel, a long rope-like tobacco roll called “Boudin” is sliced by blades
into 75 mm cigarette chunks. The chunks are fed to the filter applicator,
and two by two, are attached to 25 mm long filters, thus producing the 100
mm Cedars cigarettes. When other lengths of cigarettes have to be
produced, i.e. 80 mm and 85 mm, the length of the cigarette and relative
filter, change accordingly. Two compact cascade machines collect the
‘D% m?réttes from the filter applicator and place them in drawers or racks.
In the filling machines, sets of 20 cigareties are packed in crash proof or
soft packs that are then passed through the cellophane wrapper. The
wrapped packs are then collected in the gross packing machines in groups
of ten, and finally the “grosses” go through cellophane wrapping before
being hand-collected and packed in boxes, each containing fifty grosses.
The boxes are then sent to the finished products warehouses.

TEC-4
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The packaging materials: crash proof, soft packs, and grosses are printed in
the printing facilities of the Regie consisting of a French Chambon printing
chain, a small Chambon machine, and a German Original printer. These
are complemented by a Chambon paper roll cutter, two Swiss Borst paper
cutters, a German Schneider paper cutter and an Italian Perfecta carton

cutter. Iigure (3.3.1-2} is a schematic representation of the different steps
of the cigarette manufacturing process. . y W A\
2

A by-product of the tobacco plant is the ‘Maassal’ tobacco used sometimes
instead of tombac with the hubble bubble. A batch of Scaferlati and a
sauce, consisting mostly of sugar cane syrup or apple spirit, are mixed in a
basin at the ratio of 1:2. They are allowed to settle for about two hours so
that moisture content reaches 13-13.5%. Using a simple weighing scale,
the mixture is then hand-packed in 1/4 kg nylon bags, which are sealed,

packed in cartons, and boxed. Quantities produced follow the market
demands .

The production of cigarettes has drastically deteriorated over the years. In
addition to the market obstacles discussed in section 3.3.3 hereafter, the
poor condition of machines and support facilities played a major role in this
deterioration. The climatization system has been out of order since 1982,
which affected the quality of tobacco leaves and finished products in the
warehouses. It has also caused the pneumatic conveying system between
the storage silos and the making machines to be purposely stopped and
replaced by manual transport. The non-operational condition of the toaster,
which is responsible for the treatment of the Burley leaves to remove the
undesired ammonia, is detected on the cigarettes mediocre taste. The
tremendous amount of paperwork and the sophisticated hierarchy and

bureaucracy in processing requests has a negative effect on employees
attitudes.

A simple purchase order for spare parts may be swamped ina loop of
internal exchange of information and in-depth studies, followed by analysis
of quotations and discussions. During a visit to the Regie Cigarette Plant,
documents pertaining to a purchase order for sparc parts were presented to
us off-the-record. Three months had passed without their acquisition. Such

inefficiencies in backing-up the technical staffl has a demotivating effect on
them.

Other detrimental factors, discussed in section (3.3.4) hereafter, are the
absence of a maintenance policy, the non-existence of a quality control
system, and the lack of training. Documentation of procedures and

instructions date back to the late sixties and early seventies. They were
neither revised perupdated.

0
Il negative factors shown above, the production levels have
28,000 jpoxes in 1995, representing 2% of the total cigarette
sgie~ The management has, however, not been idle, Several

In view of

plumetted t
sales of the
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studies were conducled to improve productivity and regain portions of the
market lost to imported cigareltes.

Conclusions and recommendations were addressed to the Ministry of
Finance. Recommendations included a review of the formula currently used
for production of the local cigarettes, the introduction of new varieties of
cigarettes, the recruitment of qualified staff and technicians and the
rehabilitation of production facilities following either one of the following
scenarios:

1-

Rehabilitation of the current machinery and purchase of related spare
parts, some of them would have to be custom made. The total
estimated cost was US§ 7.0 Million in 1993. This scenario docs not
satisfy the long term plan for improvement nor does it leave room for
expansion.

2- Rehabilitation of some of the machines and their transport from the plant

to the Bekfaya plant, and their replacement by a completely refurbished
machinery, capable of raising the monthly production from about
24,000 to 75,000 boxes. The total estimated cost was US$ 23.5
Million in 1993. This second scenario better responds to the Regie
requirements and plans than the first one. Financing for such a project
can be secured from the following sources:

a- Advances from companies willing to produce their brands in the
Regie, under license. A study was conducted, and a proposal
was presented by R. J. Reynolds, in 1994, for production of
their products under license.

b- Exports, considering that Regie had to turn down several
requests for exporis because of its inability to provide the
required quantities.

mucls in the local market, that are expected to reach

75,000 boxes per month, being 50% of local market demands.
d- By deferred payments to the machine makers.
This increase in production capacity will, in addition to the direct

benefits foreseen at the Regie level, increase the demand for local crops,
and create new employment opportunities in Lebanon.

TEC-G
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3.3.2

3.3.2.1

ASSESSING THE LEAF GROWING OPERATION

Procceding of Assessing the Leaf Growing Operations

1. Identification of Information Sources
Leaf growing Assessment started - by reviewing the sub-sections’
requirements and general literature provided by the Regie.

2. Data Gathering

After agreement on the structure, layout, and content of section 3.3.2,
additional academic resources were needed to identify the best practices of
tobacco and tombac farming. This was done by referring to agricultural
literature and various documents specialized in tobacco and tombac
farming.

3. Data Validation
Visits to the Regie sites of Tripoli & Hadath where made in orderto
interview and consult with various Regie personnel on the subjects of Leaf
Growing and Cultivation. In addition, continuous requests for information
was made; almost all these queries were fully answered.
nformation requested which remains outstanding pertains to tobacco and
tomnbac characteristics. '

The assessment describes the tobacco and tombac process from farm to

Leaf Growing Process Operation

Regic Responsibility’s Toward Tobacco and Tombac Farmers

In addition to its responsibilities for economic, managerial, and technical
planning, Regie’s Planning Department is also responsible for the quality of
manufactured products and tobacco purchased from farmers. A laboratory
is attached to this department for R & D work. This is in addition to the
two main laboratories located in Saadiyat and Kafarsaroun. Their objective
is to conduct experiments towards the improvement of tobacco cultivation
practices and crop quality. Findings of successful experiments are conveyed
to farmers.

In conjunction with their production and purchasing operations
responsibilities, Regie experts of the Directorate of Agriculture and the

TEC-7
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Agricultural Extension Work Authority, monitor all tobacco growing stages

\‘\Tb m providing guidance and technical support on best practices

concerning tobacco and tombac farming to the ﬁlrmerﬂ@gmrﬁagq s

- Introducing farmers to all modern technical and scientific methods that
improve their yield in terms of both quality and quantity.

- Controlvand monitor+Jarmers’ adherence to licensing conditions
regarding cultivation quotas.

- Issuing the necessary documents to allow safe passage to the farmer
through military check points when delivering his crop to Regie
allocated centers and warehouses.

Tobacco Life Cycle
Tobacco growing is a very delicate and labor intensive process that could
only be mastered by the full-time farmer. Describing this process is crucial

to the comprehensive understanding of the Regie operations.

The tobacco life cycle could be divided into six stages:

Stage One : Seedling Production

Stage Two : Seedling Transplanting and Plant Caring
Stage Three : Harvesting

Stage ['our : Curing

Stage Five D Packing

Stage Six : Tobacco bales’ Delivery to “Regie”

Each stage of the growing process is intimately connected to the next one.
The farmer’s skill throughout this operation, from seeding to delivering his
output to the Regie collection centers, is crucial because it will ultimately
affect the final quality of the tobacco leaf.

Stage Onc - Scedling Production

The commercial production of tobacco begins with the growing of seedling
to be transplanted to the field. Management of transplant production is
particularly important because the grower is dependent on the availability
of healthy transplants. The tobacco seed has traditionally been started on
plant beds or seedbeds owing to the difficulty of direct seeding in the field.
The seed is relatively delicate andis very small (11,000 to 12,000 seeds
per gram). The use of plant bed techniques provides the grower with the
ability to control environmental conditions and thereby ensures favorable
conditions for seed germination and seedling growth.

TEC-8
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The following practices for producing tobacco transplants are general
procedures that hold for the types of tobacco produced in Lebanon:

1- Site Selection

Plant beds should be located on deep, fertile, well drained soils with
good moisture-holding capacity. .Surlace water drainage is very
important; plant bed sites should have a gentle slope and may include
drainage ditches, if necessary, to eliminate standing water in the beds.
Plant bed should be located near a clean water source for irrigation and
near the grower’s home to make day-to-day management more
convenient.

2-  Soil and Fertility Management :
A cover crop should be grown on plant beds between tobacco growing
seasons to maintain the physical conditions of the soil and to minimize
weed growth. Just prior to seeding, plant bed areas are cultivated or
disked toward the center of the bed. This “crowing” (disking and
plowing towards the center of the plant bed immediately before
seeding) of the plant bed improves water drainage. After that, the soil
5 should be harrowed until it is well-pulverized (powdered) and smooth.
Plant beds are fumigated (soil disinfection and purification) to control

weeds, and fertilized with mixed fertilizers containing nitrogen,
\g phosphorus, and potassium.

-

3- Seeding
Plant beds are seeded 60 to 65 days before a grower plans to transplant
the crop. The seeds are evenly broadcast over the bed by mixing a
small quantity of seeds with a much larger amount of inert material
(sand, lime, ash) or fertilizer. Whatever the method, tobacco seed
should be evenly scattered over the soil surface and lightly irrigated to
ensure seed-to-soil contact. Beds are lightly covered by straw to keep
seeds moist, and slightly raise the cover off the small seedlings.
Seeding rate which is the number of seeds per unit area, is a very
important parameter. The recommended rate for all Lebanese Tobacco
and Tombac is 1g/m’. Beds that are too dense result in tall, spindly

transplants, whereas too few seeds will result in short plants with large
leaves.

4- Moisture Management

Tobacco plant beds need to he watered whenever the soil begins to dry.
Soil type of the plant bed cover also influences how much and how
often plant beds must be watered. Plant beds should be watered often,
but lightly during the first three weeks after seeding. Plant beds should
also be irrigated slowly, so that water can be absorbed as it is applied.
Table (3.3.2.1-1) presents Tobacco and Tombac Seedling Stage
Requirements

TEC-9
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Tobaceco and Tombac Scedling Stage Requirements

Table G32.11) 1@0&?\3@/

Crop Type Scedling Seeds per Watering Cover Common
Period/ squared Diseases and
Season meter : Insects
All Types February- 1 gram Whenever soil | Nylon Powdery
March {10,000- begins to dry. mildew, Downy
12,000 Seeds) Mildew, Ants,
Snails

Stage Two - Secedling Transplanting and Plant Caring

While the seedlings are left to grow to a height of about 10 cm in the
nursery, the farmer turns his attention to the field. The farmer’s task in
lending the growing crop involves painstaking weeding and aerating of the

soil,

These are achieved by doing four seasonal plowings: (Autumn,

Winter, Spring and just before transplanting the seedling). The following

actions and steps, also summarized in Table (3.3.2.1-4), are taken in order
to ensure a healthy tobacco production:

1-

Soil Fertilization

Nitrogen is the most important nutrient in tobacco production. How
well the crop matures and ripens depends on the amount and
availability of nitrogen. A typical fertilization program includes two
applications of the fertilizer. Usually a complete fertilizer, containing
nitrogen, phosphorus, and potassium, is applied either before, at the
time of, or shortly after tobacco is transplanted in the field. A second
application of nitrogen or nitrogen and potassium {depending on soil
analysis) is made during an early cultivation of the crop.

Topping and Sucker Control

The production of tobacco with acceptable quality and high yield
requires the topping and control of sucker growth (removal of the top
flower. Topping is generally done by hand). Allowing the flower to
fully develop diverts resources from leaf production, thus reducing the
yield and the quality of the cured tobacco. Every leaf that has contact
with soil is  removed, because it would otherwise disturb the
distribution of nutrients and allows fungus to grow. Also, Layby is
performed when necessary. Layby is the final cultivation of the
tobacco crop in which soil from the middle of the row is thrown up
against the tobacco plant to form a large bed needed for good root
system development for nutrient uptake.

Pest Control

Diseases, insects, nematodes, and weeds can severely damage tobacco
crops. Although diseases and nematodes are often considered bigger
problems for tobacco than insects and weeds, virtually all tobacco
producers include insects and weed control practices in their tobacco
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production plans. Table (3.3.2.1-2) presents many of the most
important tobacco diseases. Many of these syndromes (e.g. black
shank) kill plants by destroying plant roots. Because leaves are the part
of the tobacco plant that is harvested and sold, foliar diseases can
severely reduce tobacco yield and quality. Fungi and bacteria cause a
number of leaf spot diseases that are important tobacco problems,

especially blue mold .

Table (3.3.2.1-2)

Common Diseases of Lebanesce Toljnccow M@é’j

Root and Stem Diseases

Foliar Disease

Fungi

Black Root, Black Shunk, Charcoal, Collar rot, Damping
off, Fusarium wilt, Sore Shin, Southern Stem Rot,
Tobacco Stunt, Verticillium wilt

Anthracnose, Blue Mold, Brown Spot,
Frogeye, Gray mold, Ragged leaf spot

Bacteria
Granville, Hollow Stalk, Black Leg

Nematodes
Brown Root, Root-Knot

Viruses

Alfalfa Mosaic Virus, Beet Curley Top,
Cucumber Mosaic, Peanut Stunt, Potato
Virus Y, Tobacco Etch Virus, Tobacco
Mosaic Virus, Tobacco Necrosis Virus,
Tobacco Rattle, Tobacco Ringspot, Tobacco
Streak, Tobacco Stunt, Tobacco Vein Mottle,

Tomato Spotted Wilt Viruses.

Keeping insect infestation under control is also essential to the successful
cultivation process. Flies, worms, beetles, and other insects can spread and
cause serious damage to a whole field within days. Table (3.3.2.1-3)
presents Common Insect Pests of Lebanese Tobacco.

\ /
Table (3.3.2.1- 3) 7 LR %ﬁ(
Common Insect Pests of Lebanese Tobacco W
Insect Pest Types/ Effects Common Name (s)
Insccts That Damage Roots and Stems Cutworm, [lea Beetles, Mole Crickets, White
Fringe Beetles, Wireworms
Insects That Damage Leaves in the Field Aphids, Budworms, Cabbage Loopers, Flea

Beetles, Grasshopers, Hornworms, Japanese
Beetles, Potato Tubeworms, Stink Bugs,
Thrips, Whiteflies

Insects That Damage Stored Tobacco Leaves Cigarette Beetles, Tobacco Moths
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Stage Three - Harvesting

The timing of tobacco harvest is a critical factor in tobacco production.
Growers must harvest only “ripe” tobacco. Farmers detect the maturity of the
tobacco leal when its color turns light green with some yellow spots. Each
tobacco plant can have about 16 to 62 leaves; each leaf has different
characteristics according to 1ts place on the stem. Oriental Tobacco leaves are

sequentially harvested or “primed” because they need to have a relatively high
sugar content.

Priming is the removal of tobacco leaves from the stalk, traditionally
performed by hand; leaves are generally harvested from the stalk as they ripen, -
so that bottom leaves are removed first and top leaves last. At each harvest,
three to five leaves are removed. Leaves towards the bottom of the stalk are
characterized by the lowest level of nicotine and burning speed, while the
leaves at the top of the plant are characterized by the highest level of nicotine
and burning speed. Harvesting period starts 50 days after seedling transplant
and extends for 50 to 70 days. In contrary to tobacco, tombac is primed from
top to bottom.

Stage Four - Curing

Curing tobacco involves the use of ventilation and heat to reduce the water
content of harvested leaves in order to manage the continued conversion of
carbohydrates within tobacco leaves to simple sugars such as glucose, fructose,
and sucrose, Table (3.3.2.1-5) presents Tobacco And Tombac Harvesting And
Curing Stage Requirements And Common Diseases And Insects. Harvested
leaves are grouped (in bundles of 250) according to their sizes and position on
the stalk, sewn onto nylon twine (thread), allowed to wilt in the shade for 24
hours in order to produce yellow colored leaves, and then placed in racks or
frames in direct sunlight for about 6 to 12 days. Curing structures must be
covered each night to prevent formation of dew on the strung leaves. After
curing, leaves are temporarily moved to a well-aired barn for about 6-8 weeks.
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Stage Five - Packing
Packing takes place through the following 4 operations:

Softening & Flattening Leaves are stored in a natural steaming
enclosure for 24 hours making leaves softer.

Flattening The softening operation allows farmers to
flatten creased leaves without harming the
leaf body. Any bad or infected leaf is taken
out.

Classification The thread is pulled out, the leaves are
classified according to their quality grade,
and arranged on a circular wooden board till
they are well dried and acquire their
distinctive color and aroma.

Boxing Drying takes three weeks after which the
graded leaves stacks (Bazes) are put into 35
x 70 x 60 cm boxes, or into jute shields
called bales, protected against humidity and
unwanted odors. The average net weight of
the box or bale is 30 kg.

“Stage Six - Tobacco Bales’ Delivery To “Regic”

Bales or boxes are taken the individual farmer to one of Regie’s
inspection centers/ warehousg,/for weighing, quality grading and pricing.
Figure (3.3.2.1-1) presents the Tobacco Leaf Growing Process from farm to

factory. Quality grading is performed according to the criteria stated in
section 3.3.2.2.

3.3.2.2 INSPECTION AND QUALITY GRADING

Tobacco leal inspection and grading criteria is explicitly elaborated in the
following sub-sections. Emphasis is made on the Oriental Tobacco

characteristics which is considered the bedrock of tobacco cultivation in
L.ebanon.

Oricntal Tobacco

The Oriental Tobacco is a class of tobacco traditionally grown in Greece {5
and Turkey. Oriental Tobacco is commonly primed and air-mﬁid/m\)m
Q\_produce lemon colored leaf that possesses its characteristic flavor\lgaves

are divided into 8 parts from top to bottom : Leoae))

Terwisseh, Tarbouneh, Rakbieh, Fahlieh 3, Fahlieh 2, Fahlieh 1, Tanweeh,
Takeebeh.
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Table (3.3.2.2-1) presents Characteristics of the Lebanese Tobacco leaf

According to its Position on the Stalk.

Table (3.3.2.2-1)
Characteristics of the Lebanese Tobacco Leaf
According to its Position on the Stalk

.
ey

Tobacco Leaf Shape Avrg. Dimension Burning Nicotine
Leafl Texture No. of {cm2) Speed Content
Leaves (WxL)
Terwisseh | Thick & Pointed 2-7 235 Nil High content o
hard texture nicotine and g1
Tarbounch | Solid & Pointed 2-8 230 Bad High content o
gluey nicotine and g1
texture,
tough to
touch
Rakbieh | Smooth, Rectangular | 2-8 2.20 Moderate | More than
firm, gluey moderate amos
texture, of nicotine and
lightly gum
tough to
touch
Fahlich 3 | Smooth, Rectangular | 2-8 2.10 Moderate | Moderate
flexible, amount of
gluey, firm nicotine and g1
texture, (Best kind of
silky to tobacco)
touch
Fahlich 2 | Mild Rectangular | 2-9 2.05 Good Ideal and
texture, moderate amol
flexible of nicotine anc
gum
(Best kind of
tobacco)
Fahlieh 1 | Weak Cgg-shape | 2-8 1.95 Good Little amount «
texture, nicotine and g
damaged
casily
Tanwech | Flaky, Round 2-7 1.85 Very Good | Poor in nicotin
damaged : and gum
easily
Takeebeh | Spongy Round 2-5 1.75 Very Good | Poor in nicotir
and gum




Table (3.3.2.2-2) presents Oriental Tobacco and Tombac Yield Per Quality

Grade in 1995.

Oriental Tobacco and Tombac Yield Per Quality Grade in 1995} ;

Table (3.3.2.2-2)

Total Yield Good Medivm | Poor Useless
(Ton)
Burley 1,705.143 nfa n/a n/a n/a
Saadi 6 4,593,389 | 30.46% 53.56% 431%
Tombac Baladi 47.059 | 27.32% 42 70% 2.37%
Saadi 33 1,803.518 | 23.10% | 38.21% 3.49%

The quality grading criteria applied can be summarized as follows:

¥y

- 1" Class (Good) Quality Grade A: which has a homogeneous texture
and color. It is also characterized by its ideal burning speed and highest
nicotine content.

- 2nd Class (Medium) Quality Grade B: which has a homogeneous
texture and color. It is characterized by its moderate burning speed and
moderate level of nicotine.

- 3rd Class {Poor) Quality Grade C: which is characterized by non-
homogeneous texture and color, high burning speed, and low level of

nicotine.

- Useless

All the three classes are examined by “Regie” experts through color, leaf
thickness, leaf size and smoke taste. Table (3.3.2.2-3) presents Tobacco
Quality Grading Criteria Applied by the Regie and v&iTable (3.3.2.2-4)

presents Tombac Quality Grading Criteria Applied by the Regie.

g
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Responsibilities of the Regic Tobacco Quality Expert

A heavy responsibility lies 1e Regie tobacco quality expert.
He must select and be able to grade tobacco leaves effectively and objectively. He
must in addition to deciding on the quality of the leaf, be sharp enough to pick out
diseased and inferior leaves hidden by shrewd farmers in bales of what appears to
be top class tobacco. Selection of the best leaf still relies mainly on the human
experience and expertise of the buyer.

The Regie expert judges the quality of leaves on the basis of his practical
experience rather than depending on formal training. The expert uses his natural
senses to grade the leaves he is presented with. The fate of the farmer’s tobacco -
whether it is selected or rejected, and the price it commands - depends initially on
the Regie expert’s use of his primary senses. Tobacco leaves are examined in three
stages, each one looking progressively closer at the quality of the leaves.

I- Judgment Inspection

The first stage of the inspection is visual and an initial appraisal can be made
by looking at the leaf from a distance. The expert notes the size and the shape
of the leaf, as these characteristics can indicate the overall quality. Color is
still relied on to a great degree in the search for satisfactory leaves. This stage
involves also a closer examination of the leaf. This reveals its thickness, grain,
venation (the number of veins in the lamina) and aroma. The leaf for cigarette
production should be a small veined leaf. Attention is paid to the aroma of the
leaf (before burning).

a- Size and Shape
The Oriental Tobacco leaf ranges between 8 and 30 cm in length. The
leal dimensions (length x width) that mostly fit for industry ranges
between 1.7 and 2.4 cm’. The leaf shape is determined by the seed

type. Climate and soil type have nothing to do with the leaves shapes.

b. LeaPs Characteristics

Every tobacco leaf is characterized by the following features:

1. Leaf Thickness Thickness is totally determined by seed
type, applied caring system, and the leaf
position on the stem.

2. Leaf Texture A leaf can have Hard, Mild or Loose
texture. Hard texture is soft to touch
like silk, while the loose texture is
rough to touch like linen. The middle
leaves - in terms of position on the
stem- in the Oriental Tobacco are the
best and softest leaves.



c_

3. Leaf Status [s the interior and exterior leaf status.
The manufacturcr divides this feature
into 6 classes: 1- Smooth and Hard
texture with abundance content of gum,
2- Solid texture and rich content of
gum, 3- Mild texture and mild gum, 4-
Weak texture and pum, 5- Loose texture
and low gum quantity, 6- Spongy
texture (Useless).

4. Elasticity & Firmity It strongly depends on the texture and
its status. The firmity of leaves
pertaining to the first 3 classes
mentioned above in Leaf Status ranges
between 145 and 205 g., while their
elasticity ranges between 10 and 14
mm.

Skeleton

The leaf skeleton consists of its midrib and the branched veins.
Skeleton shapes differ according to the leaf’s thickness and firmity,
which affect the tobacco taste and its end-products. A thick rib implies
excess content of nitrogen, i.e. bad taste, Emoke and ﬁ)mbustion.

Color Qﬂ‘%— {%,3‘

Every tobacco type has its own distinctive color. Curing method and
fermentation also affect color. Light tobacco colors indicate good
quality, and vice versa.

Aroma

Aroma is the smell of cured tobacco (without combustion). Aroma
indicates whether cured tobacco has been stored under good conditions
in the warehouse or has been affected by humidity and mold. The
descriptive terms used by experts are: fragrant, good, clean, moderate,
weak, light, bad, mold, dispusting.

Surface Rclativc\%/cight (strength)

———
The leaf strength is a considerable (measurable) pressure on a known
volume of cured tobacco for a period of time. It is of high importance
to manufacturers since it indicates the number of cigarettes that could
be produced from one kilogram of cured tobacco.

W"iﬁ



g- Hygroscopic (liquid content)/ Absorption Capacity

Hygroscopic capacity is the ability of a cured tobacco leaf to absorb
water without being harmed or damaged. Low capacity indicates poor

tobacco stuffing in the cigarette which is remarked in the Oriental
Tobacco cigarettes.

h- Cleanliness

Cleanliness of cured tobacco is what the manufacturer seeks. Cured
tobacco should be free of defects that could directly affect the quality
of the end-product. The cured tobacco cleanliness is bound by the .
following three factors: Harvesting at the right time, Good curing
system, and Packing free of humidity and mold.

II- Taste Inspection

In the second stage of testing, the leaf is tested for final taste and aroma under
combustion, and for density and gum content. Oral taste quality is needed for
all finished products but this dimension is of keenest interest to the
manufacturer. Tasting is the total sensation caused by the smoke in the mouth.
Since one can not assess the smoke taste features without knowing their direct
influences on the respiratory nerves system, the taste features are divided
according to their influences to 3 classes: A. Taste, B. Soura (Vehemence), C.
Bougha’ (Smoke smell) '

a- Taste

The smoke taste is what the smoker feels, senses, experiences by his
tongue and his palate. Taste could be graded or described as follows:

Overfull It stupefies the sensation, prickles the mouth, and creates
saliva,

Full Could be taste, because it is less influential than Overfull.

Balanced Less than Full, without bitterness.

Neutra! It has no negative or positive taste.

Hollowed It Tacks positive taste that is discovered by the nerves.

Acred Spicy taste, with low gum influence.

Sharp It is more spicy than the Acred.

Bitter Its bitterness covers all other features,

ey
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Table (3.3.2.2-4) ’) (ﬁ’Q

The Combustion Classification of Cigarettes

) S
wa""v

Grade Combustion Description
S Acclaimed Comb. Every cigarctte that combusts totally in 16 to 20 minutes.
4 Good Combustion Every cigarette that combusts totally in more than 20 minutes.
3 Speed Combustion Every cigarette that combusts totally in 12 to 16 minutes.
2 Fair Combustion Every cigarette that stops combustion after 8 to 12 minutes.
1 Weak Combustion Every cigarefic that stops combustion after 4 to 8 minutes.
0 Bad Combustion Every cigarctte that stops combustion in less than 4 minutes.
,_,_gGM R e a—
PRODUCTION CAPACITY AND UTILIZATION LEVEL

Decision making relevant to the Regie operations has a different structure from

industries in the private sector.

While in the private sector decisions are mainly

driven towards profit making, the back bone of the decisions at Regie beats socio-
political objectives. For many years tobacco and tombac cultivation was limited to
farmers licensed by the Regie, and the purchase of the crops was based on quotas
given to each. In the early ninctics the government decided to fight illicil

cultivation.

A political decision was made forcing the Regie to purchase all the crops supplied
from both licensed and non-licensed farmers at the subsidised prices. This sudden
change in the purchasing policy led to a drastic increase in the number of tobacco
farmers and areas planted. Consequently, the increase in crops delivered to Regie
exceeded Regie’s production and marketing capabilities.

In the tombac industry, the increasing gap between yield of crops and production,
over the period 1991 through 1995 is shown in figure (3.3.3-1).

The problem is amplified due to :
1- ¢~The minor share of local tombac in the local market. Figures from 1995
show a mere 44,85% share for the local tombac, 36,625 boxes were sold
against 45027 boxes of imported tombag] }.

2~ The lack of access to external markets due to the lack of marketing boards.
3- Poor quality of products counter-balanced by the good quality of the
Dk competition, mostly IranianO
4- The cheap look of the Lebanese tombac packages, thus weakening its salability.

New markets in the Arab World and possibly in Europe could be exploited by the
improvement of the local tombac taste and the introduction of appealing packages.
This could probably be achieved upon the installation of the new production
facilities in the Tripoli plant described previously in section (3.3.1.1).

In the cigarette industry, the situation has deteriorated over the years. In the
early sixties, the Regie products, such as Jockey Club, Presidency, Yenigeh, No.1
Narrow, Saidoun, Zodiac, Bafra, The Army, Tatli Sert (Narrow and Large), Karim,
Hamwi and Otous, used to cover around 80 % of the local market. These brands
were totally manufactured out of local tobacco and did not contain filters. In the

TEC-24
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mid sixties, imported brands started gaining ground on the account of local brands.
This prompled the Regie to acquire new production equipment in the early
seventies, and to produce new local brands having formulas similar to the American
new products are namely OK, Amir, Byblos, and Cedars in both King
acked in either soft or crash proof packs.

Fig. (3.3.3-2) represdats the profile of the yearly production of local cigarettes (in
boxes) over the period 1970-1995. This profile can be divided into four phases.

ears 1970-1975: annual production of local cigarettes fluctuated
between a minimum of 60,000 boxes and a maximum of 103,000.

- The Civil war years 1976-1984: the cigarette plant was exposed to fires and
burglary, decreasing production to a near collapse to reach a record low
production level of 457 boxes in 1984.

- The prosperity years 1985-1992: local cigarcties witnessed increasing
demands, mostly in the eastern European countries and other countries in the
region. These were met by higher rates of production with the years 1987 and
1988 showing a record high of about 193,000 boxes.

- The deterioration years 1993-1996: a drastic decline in production occurred
due to the decreasing demands in local and export markets. This could be
partly blamed to a managerial decision to increase the selling price of local
cigarettes, and the deterioration of the Regie’s machines and equipment
without any decision to replace them or acquire the proper spare parts. The
1994 production of 22,370 boxes was a record low in a decade.

Since 1992 the 100 mm Cedars cigarette had been the major local brand produced
and sold by the Regie. Other local products that still exist in the market in minor
quantities are Byblos and OK.

Fig. (3.3.3-3) is a profile of sales of Regie products as a percent of total sales in the
Lebanese market. It shows a peak of 56.80% in the year 1974 . Sales were
negligible in 1976 due to the deteriorating security conditions.

Fig. (3.3.3-4) shows the increasing trend of imported cigarettes as opposed to the
decreasing trend of local cigarettes, in number of boxes, during the period 1991-
1995.

EQUIPMENT CONDITION AND MAINTENANCE POLICY

Equipment Age and Condition

All manufacturing equipment have been in use for over 25 years.  They are

obsolete, pootly maintained and worn out. This deteriorating condition necessitates

intensive repairs and trouble shooting. Spare parts for most of the machines are no

longer available, they can not be found as shelf products. When needed they have

to be custom made in Europe by the machine manufacturer. It is a costly and time
TEC-25
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and” ti : procedure. 1t involves keeping the machine of!
production until the mantfacturing of the defective part is scheduled, then
performed, and finally the part shipped.

To overcome this inconvenience some parts are being made in the local market
without any guarantee of performance similar to the one offered by the machine
supplier. Furthermore, some tools were adopted during the war years to overcome
procurement  difficulties and have become with time an inherent part of the system
making it a unique hybrid process. Out of 46 machines listed for production, 22
are out of order for various reasons. Some of them were partly ripped while in the
airport customs in 1976, others have been used as source for spare parts when these
were not available in stocks and their procurement not possible.

As mentioned previously the toaster has been out of service for over ten years,
however, the process was not interrupted. It was simply modified bypassing the
defective toaster, and consequently became a modified form of the originally
designed and adopted process. Although a certain output is produced, the optimal
quality is not being attained.

Maintenance Policy

No particular maintenance policy is enforced. Machinery is allowed to produce to
its best capacity. When a problem occurs, the maintenance crew interferes.
Preventive maintenance programs are not performed any more. Although detailed
in the human resources section, it is important to mention that only one technician
in the production maintenance staff has a technical degree. All others have gained
their expertise on the premises by trial and error. Production maintenance becomes
consequently a sort of one man show. No training programs were followed in the
last two decades, neither does a training department exist. The shortage in
personnel due to resignation, retirement, and other reasons during and after the war
years was not compensated. Many requests for recruiting new people and
rehabilitating the working force in various departments were denied.

Quality control procedures

No determined Quality Control procedures are implemented. The lack of
equipment coupled with workers’ ignorance of quality standards have contributed
to the deterioration of the product quality. Quality problems are inherent in the
current system. They start from the time the crops are received in the warehouses
in large quantities. The lack of proper ventilation and temperature control in the
warehouses also plays a significant role in the deterioration of the leaves. The
absence of process contro!l and the reliance on workers to make the necessary
adjustments at different stages, allow for fluctuations in quality.

N
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33.6

CAPACITY AND CONDITION OF STORAGE FACILITIES

Information pertaining to the tobacco and tombac leaves warehouses, including
location, number of stores, as well as the surface areas and capacities, and their
projections after rehabilitation or rebuilding, are summarised in Table (3.3.5-1).

Table (3.3.5-1)

X
Tobacco And Tombac Leaves Warchouses ) ﬁ, @){

Location | Number Areca Area to be Area to be | Current Capacity
of Currently | Rchabilitated Rebuilt Capnacity After
Stores Used {m%) (m%) (m%) (Bales) | Rehab. (Bales)
Ghazieh 4 10,100 0 0 80,000 80,000
Tripoli 2 2,650 0 2,250 60,000 320,000
Nabatieh 9 15,000 20,000 0 80,000 160,000
Batroun 8 32,000 0 0 180,000 180,000
Bekfaya 5 16,000 0 0 30,000 30,000
Hadath 4 19,500 1,000 10,000 185,000 265,000

Finished products are stored in three locations only. In Tripoli, the storage area is
about 250 m’, in Ghazieh 800 m? and in Hadath, where most of the finished
products are stored in four warehouses the area is 7,800 m’,

CAPACITY AND CONDITION OF ANCILLARY EQUIPMENT

An inventory of equipment and tools in some locations was received. The
capacity, brand name, and year of manufacture of all listed equipment was not
mentioned. It also failed to list all manufacturing equipment in Hadath. A proper
format was prepared and sent to Regie to be filled out accordingly.

WASTAGE RATES IN PRODUCTION AND STORAGE

Wastage throughout the process occurs in the following areas:
1- Upon receiving the crops from the farmers.

2- During the storage of crops.

3- During the sorting and separation stage.

4-  During manufacturing.

When damaged leaves are detected in the bales received from the farmers, their

quantities are recorded and their value debited from the farmer account.
Consequently, this waste is not borne by the Regie.

conditioning and proper ventilation, the leaves may be damaged. There§ no
records of the exact amount of waste at this stage.

oy

Due to the deteriorating condition of the storage areas and the lack Ii air

SO



During the sorting and separation stages the rate of waste varies between farmers,
and between plantation areas: the low tobacco grades could reach 15%. Ina

sample of the 1994 output, being currently produced, the low grade in Saady 6
tobacco received from Southern Lebanon, reached 13.32% of the total.

During the manufacturing process, waste’{ occur’at different stages. In view of the

condition of the machines, the operating circumstances, and the technical skills of
the operators, we were informed that wastage rate in production is currently
reaching 16%.

As a consequence of the above, it can be safely determined that the total rate of
waste, from receipt of crops till the final stages of production, is more than 30%.
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3.4

3.4.1

MANAGEMENT AUDIT

ORGANISATIONAL STRUCTURE

The Regie’s current organisational structure is defined by Decision No.309 /1
dated May 23, 1979. Currently, the Regie is under the tutelage of the Minister
of Finance. [ts present organisational structure consists of:

- The Administrative Committee acting as the legislative authority over the
Regie’s daily operations.

- The General Manager

- The Government Commissionner

- A Coordination Directorate

- Four General Secretariats

The Four General Secretariats are headed by the General Manager. Each
Secretariat General is divided into several Directorates. The Directorates are
in turn subdivided into several Departments. The mission and objectives of
Directorates and Departments are described in the By-Laws of the Regie.
Figure (3.4.1-1) shows the Regie’s current organisation structure.

The four General Secretariats are:
*  The Administrative Sccretariat General (Refer to Figure 3.4.1-2)
includes:
- Public Relations Directorate
- Social Activities Department
- Foreign Relations and Publicity Department
- Inspection Directorate
- Administrative and Financial Inspection Department
- Technical Inspection Department
- Litigation & Control Directorate
- Litigation Department
- Control Department
- Personnel Directorate
- Personnel Affairs Department
- Discipline and Guards Department

*  The Commercial Secrctariat General (Refer to Table 3.4.1-3)
includes:
- Fraud and Smuggling Control Directorate
- Investigation and Coordination Department
- [Fraud and Smuggling Control Department
- Marketing Directorate
- Marketing Department
- Research and Development Department

MGT-1
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Sales Directorate

- Licenses and Wholesale Agents Affairs Department
- Distribution Department

Import and Export Directorate

- Insurance and Transport Department

- Import and Export Department

The Technical Secretariat General (Refer to Table 3.4.1-4) includes:

Buildings and Equipment Directorate

- Studies and Planning Department

- General Purchase Department

- General Maintenance Department

Industrial Directorate

- Plant Supply Department

- Matn Department

- Hadath Plant Department

Agricultural Research Directorate

- Experiments and Agricultural Guidance Department

- Agricultural Research Department

Tobacco and Tombac Technology Directorate

- Production Technology Department

- Experts Development and Professional Training
Department

- Hadath Sorting Department

Bekaa Regional Directorate

- Bekaa Department

- Bekaa Agricultural and Purchase Department

North Regional Directorate

- Batroun Department

- Tripoli Department

- North Agricultural and Purchase Department

South and Mount of Lebanon Regional Directorate

- Nabatieh Department

- Ghazieh Department

- South and Mount Lebanon Agricultural and Purchase
Department

The Financial Secretariat General (Refer to Table 3.4.1-5) includes:

Finance Directorate

- Budgeting Department

- Accounting and Banking Department
Payroll and Social Security Directorate

- Payrol! Department

- Social Welfare Department

E.D.P. Directorate

- Programming Department

- Operations Department

MGT-2
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3.4.2

The Regic plants are managed regionally as follows:

- Hadath (Headquarter) manages the Hadath Plant

- North: Tripoli, Batroun, Kfarsaroun, and Bekfaya plants
- Bekaa (Aquisition Office)

- South: Saadiyat laboratory, Ghazieh and Nabatieh plants

Figure (3.4.1-6) shows the Geographical Distribution of Regie’s Offices

It is worth noting that a consulting firm has prepared in 1968 job descriptions
and organisational structure for the Regie. Eventually job descriptions served

as a reference for job performance evaluation and subsequent upgrading or
functional promotion.

Besides, such job descriptions were used as a tool to improve the management
of the concession company at that time. However, most of the job description
manuals have been stolen or neglected during the war and the remaining
manuals are at the Regie Headquarters. These manuals are now obsolete and
can not serve anymore the Regie management due to the changes in the
number of employees, expertise and management styles and systems.

DESCRIPTION OF MANAGEMENT PROCEDURES AND SYSTEMS

Regie’s management procedures and systems are not formally documented.
The following information was concluded from Regie’s internal notes and
docurnents.

The main functions of the General Director and the Administrative

Committee were defined by Decision No. 31/22 dated February 27, 1993, as
follows:

The General Director has the authority to exercise all the functions defined
for General Directors in the public sector.

The Administrative Committec, composed of three temporary members, has
the authority to exercise its functions according to the former stipulated laws
and regulations, until a final law will be established.

The main functions of the Administrative Secretariat General comprise the
following:

- Making new or amending existing procedure in the form of issuing
informal written statements.

- Reviewing an existing procedure in the form of issuing an internal
statement or notice.

- Following-up and enforcing legal decisions.
- Issuing administrative orders related to personnel.

MGT-3
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The main functions of the Commercial Secretariat General comprise the
following:

- Initiation and expedition of Letters of Guarantee and pertinent transfer of
funds.

- Preparation of the export and import budget.

- Preparation of proposals for bidding prices and quantities.

- TFollow-up on the movement of sales in order to forecast the market
demand and supply.

- Coordination with warehouses to identify available quantities and the
status of new shipments.

- Follow-up of wholesalers deals including issuance of licenses and
collection of funds.

The main functions of the Technical Sceretariat General comprise the
following:

- Request for purchasing equipment and materials.

- Proposition of price lists of tobacco and tombac packs.
- Submission of daily and weekly production report.

- Schedule of transport orders.

- Monitor the weight of tobacco and tombac packs.

- Update stock inventory of tobacco production.

- Issuance of licenses for “laisser-passer”.

The main functions of the Financial Sceretariat General comprise the
following:

- Maintenance of the accounting books.

- Generation of periodic financial statements.

- Preparation of Letters of Guarantee and pertinent vouchers.

- Auditing and matching transactions among various sections, such as
sales, costs, overheads, and payments.

- Control of the movement of balance sheet items.
- Preparation of the annual budget for the Regie.

- Tollow-up on demands for commitment of funds.

MGT-4
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The Regie’s flow of documents follows a hierarchical process starting with
the employee level until it reaches the top management level, i.e., the Minister
of Finance. Figure (3.4.2-1) illustrates this process. Any document generated
by the employees is passed from one level to the other until it reaches the
Director. Once the Director receives this document, three possibilities are
presented: -

- The Director can deal with the document at this level and reply back to a
lower department.

- The Director forwards the document to the Central Inspection Office in
case it requires investigation and clarification. In turn, such a document is
reported through the director’s office to the Government Commissioner,
the General Manager, and if necessary to the Minister of Finance to get
the final approval.

- The Director forwards the document to the Budget/Accounting
Department in case it pertains to financial and accounting matters. Again,
such a document is reported through the director’s office to the
Government Commissioner, the General Manager, and if necessary to the
Minister of Finance to get the final approval.

The hierarchical system ensures a systematic flow of documents.
Theoretically, any document, request, or complaint can be accounted for,
passed onto the right office, and appropriately dealt with. However, the aging
bureaucratic administration has rendered the system rigid and inefficient.

PLANS AND PROJECTS
Regie’s plans and projects are summarized as follows:

With respect to the Administrative Secretariat General, the following
measures were implemented:

- Filling the vacant positions in grade B by promoting qualified employees
from grade A (the lowest position in the Regie).

- A committee was formed to study the Regie’s organisational structure
taking into consideration the deteriorating condition of the manufacturing
facilities and their output, and the need for reallocation of human
resources. However, as a result of successive meetings, it was decided
not to get involved in this task because it requires the proposition of a
new organisational structure which is considered beyond the committee’s
scope.

MGT-5
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- In order to increase productivity, specialists recommended the
development of terms of reference relevant to process automation.

- There is an attempt to improve the administration in the Regie by means
of permanent contro!l and inspection. .

- The centers that are no longer used by the Regie have been evacuated and

appropriate propositions have been suggested regarding their future
status.

- Exceptional compensations were paid to qualified employees who did not
have the chance to be promoted to the next grade because of lack of
vacant positions.

- Follow-up is being conducted between the Regie and the Social Security
Fund on a continuous and weekly basis in order to provide all social
security services for its employees.

- A group of employees who are in the process of a legal pursuit against
the Regie, has formed a committee to reach a compromise with the
Regie. They were put under probation according to the tutelage authority
decision. The Ministry of Finance has stated that all those involved in the
lawsuit should represent their case individually in the court.

- A proposal has been prepared to amend the agreement made with the
Administration of Customs for smuggling issues. Subsequently, this

proposal was submitted to the Administration of Customs for approval.

- The Regie has annually participated in the International Damascus Fair
and the Eighth Southern Exhibition, in order to promote its products.

The proposals which were not implemented by the Administrative
Secretariat General due to the disapproval of the tutelage authority are:

- Recruiting to fill the vacant positions in grades C and D.
- Filling the vacant positions for technicians and accountants,

- Contracting with a specialist to set the required automated rules for better
efficiency and productivity.

- Organising training sessions to enhance employees skills.

- Proceeding with the employees lawsuit.

MGT-6
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- Providing pagers and cellular phones for the inspectors.
- Equipping the Regie with computers and office equipment.

- Rehabilitating the conference and technical training rooms in the Hadath
headquarters.

- Resolving administrative problems and finding the proper solutions
relevant to the shortage of skilled personnel.

With respect to the Commercial Secretariat General, the following tasks
were implemented:

- Total commitment in preparing and delivering Regie products to
wholesalers taking into consideration the market estimated needs in terms
of demand and supply.

- Monitoring the business relationship with dealers of foreign brands in
light of demand and supply.

- Tacilitating and speeding up the storage process of tobacco products.

- Reducing tobacco smuggling according to the request of the Minister of
Finance.

- Tollowing-up the completion of promotion campaign for “Maassal”
product.

- Completing the terms of reference for general, internal and external

transport, as well as freight insurance are concerned; and tendering as to
schedule.

- Working in accordance to the national barter plan concerning exchanging
local crops against new brand adopted on the market.

- Liquidating the merchandise of old stocks.
- Shipping the bartered tobacco crop to suppliers.

- Enforcing fraud control and preventing infraction, i.e., the import of
foreign smuggled tobacco products.

- Automating the import and export activities as well as sales and customs
affairs.

MGT-7
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Fig (3.4.4-1)
PERFORMANCE EVALUATION REPORT

EVALUATION
ELEMENTS 1 2 3 4 5 GRADE
Produces more|Average Below Poor Very poor
than what is  |production  |average production production
Quantity of Work o q4ired production
Accomplished
[ [ [ l [
Very Satisfactory |Satisfactory |Unsatisfactory |Work not
) satisfactory with minor |with with frequent  |satsfactory at
Quality of work 1y qr¢ mistakes |occasional  |mistakes all
accomplished mistakes
[] [ [ [ [
Very Cooperates  |Cooperate No coop- Not in harmony
cooperative & |only with only with cration with  |with everyone
Work relationships communicales |supervisors & |supervisors supervisors
with all colleagues
employees i ] [ ) ]
Fuli adherence {Most office  |More than Less than halt |Poor produ-
to oftice hours {hours are used|half office office hours arelctivity during
Adherence to properly hours are used|used properly |working hours
Office Hours properly
Full control of |Requires Requires Requires Unreliable to
) assigned tasks |some assistance and {consistent perform
Ingenuity & | ithout assistance and |guidance most|assistance assigned tasks
Judgment supervision  [guidance of the time alone
[ [ [ [ ] [
Full Absenteeism |Late Careless in Always receives
attendance and|or delay with justification of}{justifying disciplinary
Atlendance justified acceplable absenteeism |absences and  |actions for his
absence excuse or delays delays absence
[ [ [ [ [
TOTAL
Supervisor: Head of Section Head of Bureay Head of Department Manager

Signature:




The tasks that were not implemented by the Commercial Secretariat
General are:

- The purchase of a truck which will be defined by a feasibility study in
process.

- The establishment of a communication network between sales centers
located in Ghazieh, Tripoli, and Hadath headquarter in order to ensure the
proper and quick delivery of tobacco products and to monitor the daily
operations through direct control and supervision.

- The purchase of two vehicles to control smuggling, instead of six
vehicles needed to cover the operations all over the Lebanese territories.

- The approval of a new hierarchical structure that would comprise
guardians, president, and vice president for the smuggling control squad,
knowing that these members were ranked in different categories before.

With respect to the Technical Scerctariat General, the tasks that were

implemented in various directorates and depariments were specified in a

separate report mentioning the reasons that prevented accomplishment of
some of them. This report is not currently available.

With respect to the Financial Scerctariat General, the following tasks were
implemented:

- The completion of investment accounts for 1994.
- The adoption of a new accounting system in the Regie administration.

- The automation of the accounting operations for better control and
accuracy.

- The provision of computers and office machinery to all directorates.
- The preparation of the 1996 annual budget.
- The provision of health insurance to all employees.

- The agreement over a contract between the Regie and certain hospitals
regarding medical fees.

- The automation and centralization of personnel and social services
operations.

- The transfer of 18.6 million dollars to the Ministry of Finance.

- The purchase of the 1994 tobacco and tombac crop for 30 million dollars.

MGT-8
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34.4

PERFORMANCE MONITORING AND IMPROVEMENT

An evaluation system was set in 1979, to evaluate the performance of the
Regie staff. This system defines the rating criteria as a guidance for division
and subdivision heads. The relevant division heads evaluate the Regie
employees using the Performance Evaluation Report (see Fig. 3.4.4-1). The
head of division checks the ratings provided by the subdivision heads. If they

agree with the rating, points are given as indicated on the Performance
Evaluation Report.

If the division heads disagree with (one of) the ratings or the suggested
development activities, they discuss the issue with the concerned subdivision
heads. Then they decide to change the recommendations and/or ratings
accordingly and make their comments on the form.

The completed evaluation forms will then be transferred to the Personnel
Affairs Department in order to decide which staff member deserves
promotion. The result of the promotions are declared annually in January.

No performance evaluation has been conducted since 1975, because of the
lack of proper communication channels and the unavailability of adequate
equipment that affect the perfomance of the Regie staff.

Performance appraisal grading system is described as follows:
“Weak” ranging between 1 and 30 points

- “Below Average” ranging between 31 and 50 points

- “Average” ranging between 51 and 70 points

- “Good” ranging between 71 and 90 points

- “Excellent” ranging between 91 and 100 points

The performance appraisal system covers all the Regie personnel rating from
A (lowest level) to H (highest level). The Regie personnel system is classtfied
in two broad categories: staff and line.

The Regie performance appraisal system for the staff is divided into 4 rating
levels: “Excellent”, “Good”, “Average”, and “Below average”.

For the line, it consists of 5 rating levels: “Excellent”, “Good”, “Average”,
“Below Average”, and “Weak”.

The Performance Appraisal Committee reviews letters of suggestions and
complaints and levy comments to the General Director.

MGT-9
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The performance appraisal procedure is meant to be introduced in the Regie
for staff development and promotion between grades within the same
category. This promotion is indispensable for the Regie staff since it
encourages them to achieve better productivity and output. Although
performance appraisal takes place twice a year, promotion to the next grade is
effected after staying at least one year in the previous grade.

Article 7 of the Regie internal system states that the category of periodic level
is identified according to the employee grade.

As far as the staff category is concerned:

- Level 1 begins from promoting the employee who had been classified as
“Average”.

- Level 2 begins from promoting the employee who had been classified
as “Good”.

- Level 3 begins from promoting the employee who had been classified as
“Excellent”.

As far as the line category is concerned:

- Level 1 begins from promoting the employee who had been classified as
“Below Average”.

- Level 2 begins from promoting the employee who had been classified as
“Average”. :

- Level 3 begins from promoting the employee who had been classified as
“Good”.

- Level 4 begins from promoting the employee who had been classified as
“excellent”.

- Level 5 begins from promoting the employee who had been classified as
“Excellent” and obtained more than 95 points.

Members of the Syndicate Council who are elected for syndicate work are
appraised according to their precedent performance evaluation. Such
members remain in their position as far as they are members in the Syndicate
Council. The staff who are not part of this council are evaluated according to
the Regie Performance Appraisal Report.

The employees who are continuously absent for a period ranging between one
to three months, are not evaluated unless they present a medical report.

In addition, Article 8 states that during the past two years, if the employees
have had a bad evaluation, ranging between “Below Average” and “Weak”,
the following steps will be followed:

- Delay their promotion for six months.

- After six months, if the performance is improved, a re-evaluation is
carried out.

MGT-10
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- If no improvement is noticed, the employees are transferred to the
Appraisal Performance Committee for final review and re-evaluation. In
this case, the committee cither dismisses the employees or demotes them.

_If the employees do not show any improvement in their performance for
two consecutive years, their service is terminated.

- The employees are not entitled to any promotions unless they have
completed exactly two years and achieved an outstanding performance.

The following has to be mentioned with the Performance Appraisal Report:

- The performance appraisal date conducted by the division or subdivision
heads.

- The identification of the category of periodic level as stated in Article 7.

- The exceptional compensation is not paid to any employec unless he has
achieved a good or outstanding performance during the year.

- The employee is not promoted or assigned any responsibility unless he
has completed a good work during the past two years.

Article 10 stipulates that promotions and compensations are annually
allocated in January through a memo. This memo includes the names of all
those whose promotion is delayed, and all those eligible for promotion, but
did not meet the standard requirements.

Concerning complaints, Article 11 stipulates that the employee is entitled to
appeal to the Performance Appraisal Committee within twenty-day
notification period otherwise all his rights are disregarded.

The employee has the right to present his case to the Personnel Affairs
Department when he is informed officially. This department then transfers his
case to the appropriate committee after 20 days.

In order to accomplish its mission, the Performance Appraisal Committee
reviews the whole file relevant to the employee’s case and then takes its final
decision within 2 months, subject to the General Director approval.

The committee should inform the Personnel Affairs Department of its
decision in writting.

Article 12 stipulates that:

- As of 1983, the category of periodic grade is identified according to the
average points of the Performance Appraisal Report, for the period from
1982 till the due date of this category.

- The category of periodic grade which has not been granted for the
employce while implementing this regulation requires a retroactive
measure for all periodic categories as from 1/1/79, and his monthly net
salary should be corrected accordingly.

MGT-11
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- The category of periodic grade is granted to all those who had retired at
the end of 1982 in accordance with the average points for their

performance appraisal that had preceded retirement date, and their salary
corrected as stated in the above paragragh.

34.5 INSTITUTIONAL STATUS AND OBLIGATIONS

m e 12, 1959, Legislative Decree No. 151 was issued allowing the
governmen o\mc;;litor the management of the monopoly in a clear and

detailed manner. |s\d)eﬁned the functions of the monitoring staff in the
Ministry of Finance, from_the Minister to the managerial auditors including

the General Director and the ew:mmissioner.

At a later stage, the Council of MinisterS'decided on November 28, 1991, to
terminate the services of the managing compw appoint a six-member
committee to run the monopoly in accordance witlithe prevailing rules and
regulations. In addition, the Council of Ministers decided on July 14, 1992, to

replace the six-member committee with a three-member committee, all of
them to be recruited from the employees of the monopoly.

In 1979, the Regie By-Laws specified employees rights concerning anhyal
vacation, resignation, sick leave, maternity leave, public holidays, an
union membership. In addition, the employee is entitled to status review,
transfer for upgrading or promotion according to seniority and qualification.

MGT-12

tH_tugt doc



HUMAN RESOURCES AUDIT



LIST OF HUMAN RESOURCES AUDIT TABLES & FIGURES

3.5

IHUMAN RESQURCES AUDIT

Table (3.5-1)

TOTAL ESTABLISHED CADRE FOR REGIE PERSONNEL AS OF 1/1/1997

Tablc (3.5-2)

ESTABLISHED AND OCCUPIED POSITIONS BY GRADE AS OF 1/1/1997

3.5.1

WORK FORCE AGE PPROFILE

Table (3.5.1-1)

WORK FORCE AGE PROFILE AS OF 1/1/1997

Figure (3.5.1-1)

WORK FORCE AGE PROFILE

Figure (3.5.1-2)

DISTRIBUTION OF EMPLOYEES BY YEAR OF BIRTH

3.5.2

LABOR RATES, OVERTIME, BONUS, & INCENTIVIC SCIIEMES

Table (3.5.2-1)

REGIE 93/94/95 PAYROLL AND BENEFITS (COMPARATIVE)

Figure (3.5.2-1)

REGIE PAYROLL ALLOCATIONS FOR 1993/94/95 (L..L.)

3.5.3

PRODUCTIVITY AND IMRECT / INDIRECT LABOR ANALYSIS
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DISTRIBUTION OF EMPLOYEES BY SEX

Figure (3.5.3-3)

DISTRIBUTION OF EMPLOYEES BY TYPE OF WORK

Figure (3.5.3-4)

YEARLY PAY FOR TECHNICAL STAFF COMPARED TO ADMINISTRATIVE
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ATTITUDES, WORKING PRACTICES, SKILLS AND EXPERTISE

Figure (3.5.4-1)

DISTRIBUTION OF EMPLOYEES BY LEVEL OF EDUCATION

3.5.5

RECRUITMENT AND TRAINING PERFORMANCE

Figure (3.5.5-1)

DISTRIBUTION OF EMPLOYEES BY YEAR OF RECRUITMENT

3.5.6

EARLY RETIREMENT INDEMNITIES PLAN

Tablc (3.5.6-1)

EARLY RETIREMENT INDEMNITIES PLAN AS OF 10/10/1996




3.5

HUMAN RESOURCES AUDIT

In order to properly analyze and understand the Regie human resources
situation, a database was prepared based on the different sources of
information collected from the Regie Management. This database covers the
most recent and_up-to-date information pertinent to the Regie staff and

:]- workers, such as tfié I.D. number, grade, name, sex, date of birth, age, date of

employment, type of employment (Administrative / Technical), place of
work, current position, department, education, and basic salary.

This database could not be completed before mid-October 1996, due to
reluctance from the Regie administration in disclosing confidential
information. It was agreed for the purpose of this report, to compile the data
without referring to any specific employee, post, or salary.

The Regie total established cadre is divided into three groups:
- Production Staff

- Middle Management

- Top Management

Production Staff

e Grade (A) includes the group of Workers.

e Grade (B) includes Skilled Labor, Machine Operators, Shift Leaders,
I Telephone Operators, Guards and Control, Office Boys.

Middle Management Staff
e Grade (C)includes Heads of Sections, Technicians, Experts, Agricultural
Correspondents, and Office Employees.
o Grade (D) includes Heads of Bureaus.

Top Management Staff
e Grade (E) includes Heads of Departments.
o Grade (F) includes Managers.
e Grade (G) includes Secretariat Generals.
¢ Grade (H) includes General Managers.

The actual established cadre of the Regie is 1746 employees. The current
Joccupied positions are 1’696 compared to 5000 in 1975. An average of 100
staff members retire annually. '

Table (3.5-1) shows the total established and occupied cadre for the
Regie personnel as of 1-1-1997, distributed among the Directorate General,
Government Commissioner, and four Secretariat Generals (Technical,
Commercial, Administrative, and Financial).

HRM-1
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3.5.1

Table (3.5-2) shows the established and occupied positions by grade as of
1-1-1997. In some cascs, especially in the lower grades, the occupied
positions are more than those established. This is due to the fact that no
amendments were made to the cadre to adjust the figures for circumstantial
changes. For example, poor conditions of all equipment necessitated the
hiring of manual labor. This table also reflects that there are currently 10
contractuals and 298 daily workers. The number of daily workers varies
throughout the year according to the Regie needs.

Table (3.5-2)
ESTABLISHED AND OCCUPIED POSITIONS BY GRADE
ASOF 1/1/1997

GRADE ESTABLISHED TOTAL- VACANT
POSITIONS OCCUPIED | POSITIONS
Grade H 1 | 0
Grade G 4 4 0
Grade F 19 13 6
Grade E 42 35 7
Grade D 111 118 -7
Grade C 328 186 142
Grade B 488 664 -176
Grade A 753 675 78
TOTAL (Cadre) 1746 1696 50

WORK FORCE AGE PROFILE

Table (3.5.1-1) represents the work force’s age profile. Assuming that the
average working age is between 15 and 65 years, and considering that a major
part of the Regie work requires physical effort, the figure reflects that the
majority of the work force, i.e. 86.09 %, is older than fourty years. The work
force younger than thirty years comprises only 0.35 % of the total Regie

Ny cadre. Refer to figure (3.5.1-1),

The average age of all the Regie employees is 56 years; this is a very high
average suggesting the need to recruit a younger work force soon to have the
opportunity to learn from the retiring staff. Figure (3.5.1-2) represents the
distribution of employees by year of birth. It shows that only 20 employees
(1.17%) fall in the range of 24 to 34, while 504 employees (29.71%) are
between 35 and 49. The rest 1172 workers (69.12%) are older than fifty.
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Table (3.5.1-1)

WORK FORCE AGE PROFILE
AS OF 1/1/1997
Date of Birth Age Number | Percentage
Of
From To From To Employecs Yo
Above 1976 Below 20 0 0.00
1975 1966 21 30 6 0.35
1965 1956 31 40 230 13.56
1955 1946 4] 50 343 20.22
1945 1936 51 60 843 49.71
1935 | and Below 61 and above 274 : 16.16
‘ 1]

Figure (3.5.1-1)
WORK FORCE AGE PROFILE

Above 6] years Age to 30 years 31-40 years

16.16% 0.35% 13.56%

41-50 years
2022%

51-60 years
49.71%

LABOR RATES, OVERTIME, BONUS, & INCENTIVE SCHEMES

The Regie employee gets the following benefits:
I- Basic Salary

2- Family Indemnities

3- Medical Compensations

4- Transportation

5- Direct and Indirect Allowances

6- Schooling Allowances

7- 13th and 14th month salary

8- 15% Bonus
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Figure (3.5.1-2)

DISTRIBUTION OF EMPLOYEES BY YEAR OF BIRTH
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Table (3.5.2-1) shows the 1993, 1994, and 1995 payroll and other benefits
paid to the Regie employees. Figure (3.5.2-1) shows that the total payroll and
benefits increased by around 50% from the year 1993 to 1994, and 2.5% from
1994 to 1995. The 2.5% does not include any increase in salaries. An increase
in salaries by around 30% was approved by the government on the year 1994,
but was not executed by the tutelage authority. This decision had a
demotivating effect on the Regie staff, beside the fact that bonuses and
incentives have dropped to less than 0.50% of the Regie expenses. No fixed
overtime rate is paid to employees, instead the Regie Management recently
decided to pay a certain lump sum to the technical and administrative staff for
the production of extra boxes of cigarettes after working-hours. '

" 353 PRODUCTIVITY AND DIRECT / INDIRECT LABOR ANALYSIS

The Regic employees are geographically distributed among the various sites
as follows:

At the Hadath Headquarter and cigarette plant, there are 922 employees. This
number represents 54.36% of the total Regie cadre, whereas in the South,
there are 368 employees representing 22%, and 380 employees in the North
representing 21.70%. Finally the Bekaa office has only 26 employees
covering 1.53% of the total Regie cadre. Refer to Figure (3.5.3-1).

Figure (3.5.3-1)
GEOGRAPHICAL DISTRIBUTION OF EMPLOYEES

SOUTIL
368 Employces
22% [TADATH
i A 922 Employces
54.36%

BEKAA
26 Employces
1.53%

NORTH
380 Employee %

5 20.70%

Figure (3.5.3-2) shows that 58% of the Regic employces are males, and the
rest (42%) are females. This clearly denies any sex discrimination mm

repardsof-the nature-of-operations-at-Regic. A@:&%@@\ &
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Figure (3.5.3-2)
DISTRIBUTION OF EMPLOYEES BY SEX

Female
42%,

Male
58%

The Regie staff is distributed into technical and administrative. The technical
includes all employees concerned with agricultural and productive issues
which represent the core of the business, and the administrative includes all
employees concerned with financial, administrative, and commercial issues
representing the remaining 23% of the total cadre. The latter, covering 396
employees, supports the Regie operations. The ratio of administrative to
technical staff is approximately 1 to 3. See figure (3.5.3-3).

Figure (3.5.3-3)
DISTRIBUTION OF EMPLOYEES BY TYPE OF WORK

Administrative
23%

Technical
T7%

In addition, figure (3.5.3-4) shows that the ratio of total yearly pay for
administrative staff compared to technical is approximately 2 to 3, where the
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yearly pay for administrative staff is around 8,133,587,073 L.L., and
11,825,092,493L.L. for the technical staff.

Figure (3.5.3-4)
YEARLY PAY FOR TECHNICAL STATFF
COMPARED TO ADMINISTRATIVE

Lot i

11,825,092,493

12,000,000,000
10,000,000,000
£,000,000,000 -~
6,000,000,000

4,000,000,000

Yearly Pay (L.L.)

2,000,0600,000 |~

0 ; .
‘T'echnical Staft Administrative
Safr
Type of Work

It is interisting to note that the total sales of locally produced tobacco and
tombac is'\9 billiaflﬂr?h salaries of the technical people (directly related

to production) are\l 1,825,092,493 L.L. for the same year. The ratio of locally
produced sales to the. \galaries of/ the technical people is 76.2%. This clearly
shows that the productivit the Regie not justify the salaries of the
production people—~JHowever, if total sales (465 pillion L.L.) are compared to
btal salaries !@:llion L.L.), thg ratio omes 1)703%. This shows that
he burden o esis carried by the sales of imported products and not by
the sales of locally produced goods. ,
Upon improved production at the Reg\‘e and regaining previous market

levels, the sales of finished goods produced are expected to increase about 4
times. This would improve the ratio of sales to salaries.

ATTITUDES, WORKING PRACTICES, SKILLS & EXPERTISE

Figure (3.5.4-1) reflects the level of education for the Regie employees. It
shows that around 66% of the Regie cadre is below the elementary school
level, 25% is between the elementary and secondary school levels, 6% have
technical degrees (B.T. or T.S.), and the remaining 3% have a Bachelor or a

¢ Masters degree.Not a single person hold%g a doctorate degree.

The Regie has only one maintenance engineer with formal training. The rest
of the maintenance crew has acquired its experience at the plant. This
constitutes a major technical problem since he is the only on-site qualified

1IRM-6
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technician to deal with any mechanical issues/problems. Also, the Regie has
an on-site medical unit that is constituted of two 75-year-old doctors working
on a contractual agreement. In this respect, the administration has requested

permission from the Ministry of Finance to replace them with younger
doctors.

The Regie has five agricultural engineers whose main duty is to observe and
improve the quality of the tobacco crop. This is done in collaboration with
foreign agricultural consultants in order to evaluate the quality of the crop.

In addition, there are tobacco experts who supervise and assess the
agricultural output in tobacco growing areas as well as control the licenses
provided to farmers and traders.

RECRUITMENT & TRAINING PERFORMANCYK

There is a lack of skilled personnel in the company which prevents carrying
out the required tasks efficiently. In this respect, the Regie requested
permission for additional recruitment from the Ministry of Finance, but the
request was denied; however, permission was granted for recruitment of
accountants only. Figure (3.5.5-1) reflects the distribution of employees by
the year of recruitment. This figure shows that since the year 1981, only 39
employees were recruited. However the Regie Management was and is still in
need of staff for the production, agricultural, and administrative operations.

Since 1975 the Regie staff (administrative and technical) did not attend any
training program. This issue has negatively affected both the management and

the employees. Only on-the-job training were conducted for the different staff
levels.

EARLY RETIREMENT INDEMNITIES PLAN

A study has been prepared by the Regie Management taking into
consideration the early retirement indemnities plan as of October 10, 1996.
This study is based on encouraging the employees especially the older ones,
to voluntarily quit theirjobWM the following compensations:
1.  An increase in the salary by granting two promotional levels within a
grade to all employees.
2.  Granting one month addittorral pay for each year,to employees who
served from one to ten years, an extra half-month will-be-paid for each
year, to those who served from eleven to thirty years, and an additional
quarter-month for each year to those who served more than thirty years.
The maximum amount of the indemnity should not exceed the lump

sum that should have been paid for the employee at the legal retirement
age.

w
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Table (3.5.6-1) represents the “Early Retirement Indemnities Plan” as of
10/10/1996. This table is summarized as follows:

«  The total additional retirement cost, if Regie employees retired all
together, is around 36.5 billion L.L. ~ $23.4 million, and the basic dues
for normal retirement is around 69.7 billion L.L. ~ $44.8 million.

. The total amount that should be paid to employees for early retirement
is approximately 106.2 billion L.L. ~ $68.2 million.

’ The average additional cost per individual is equal to 17,341,628 L.L.
~$11,138.

+  The average total cost per individual is equal to 57,095,822 L.L. ~
$36,670.

Table (3.5.6-2) represents the “Accelerated Retirement for the 5 Coming
Years” as of 31/12/1996. '

HRM-8
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Table (3.5.6-1)
EARLY RETIREMENT INDEMNITIES PLAN

AS OF 10/10/1996

Seniority No.of | Additional Cost]  Actual Cost Total Cost A.v.erugc . Averu[j;e ,l otal
In Years | Employees In L.L. In 1.1 InL.L. Additional Cost CO:“,I er
Ier Individual Individual
49 2 61,430,000 153,038,000 214,468,000 30,715,000 107,234,000
47 8 217,702,000 527,162,000 744,864,000 27,212,750 93,108,000
46 3 88,478,000 211,843,000 300,321,000 29,492,667 104,167,000
45 14 450,733,000]  1,059,509,000 1,510,242,000 32,195,214 107,874,429
44 18 583,102,000  1,351,214,000 1,934,316,000 32,394,556 107,462,000
43 17 600,867,000 1,370,55 1,000 1,971,418,000 35,345,118 115,965,765
42 26 658,007,000|  1,476,843,000 2,134,850,000 25,307,962 82,109,615
41 45 1,360,040,000{  2,989,778,000 4,349,818,000 30,223,111 96,662,622
40 40 1,184,287,000  2,559,147,000 3,743,434,000 29,607,175 93,585,850
39 84 2,407,349,000]  5,093,831,000 7,501,180,000 28,658,917 89,299,762
38 98 2,609,491,000 5,419,723,000 8,029,214,000 26,627,459 81,930,735
37 81 1,978,844,000|  4,023,079,000 6,(K11,923,000 24,430,173 74,097,815
36 22 710,409,000} 1,411,092,660 2,121,501,000 32,291,318 96,431,864
35 24 485,705,000 944,383,000 1,430,085,000 20,237,708 59,586,875
34 158 4,766,311,0001  9,010,454,000  13,776,765,000 30,166,525 87,194,715
3 96 2,876,294,000)  5,312,773,000 8,189,067,000 29,961,396 85,302,781
3z 182 5,006,747,000)  8,995,798,000}  14,002,545,000 27,500,599 76,937,060
3l 91 2,468,443,000|  4,311,760,000 6,780,203,000 27,125,747 74,507,725
30 16 £7,603,000 596,002,000 683,605,000 5,475,188 42,725,313
29 5 22,821,000 164,235,06K) 187,056,000 4,564,200 37,411,200
28 I 4,010,000 30,924,000 34,934,000 4,010,000 34,934,000
27 2 7,179,000 60,365,000 67,544,000 3,589,500 33,772,000
26 34 93,133,000 873,495,000 966,628,000 2,739,206 28,430,235
25 59 123,115,000 1,313,671,000 1,436,786,000 2,086,695 24,352,305
24 10 17,491,000 220,211,000 237,702,000 1,749,100 23,770,200
23 20 34,232,000 620,507,000 659,739,000 1,961,605} 32,986,950
22 7 6,345,000 141,520,000 147,865,000 906,429 21,123,571
21 11 5,361,000 223,037,000 225,398,000 487,364 20,763,455
20 46 613,604,000 792,220,000 1,405,824,000 13,339,217 30,561,391
19 46 647,569,000 820,723,000 1,468,292,000 14,077,587 31,919,391
8 164 2,107,599,000]  2,622,723,000 4,730,322,000 12,851,213 28,843,427
17 299 3,022,280,000]  4,708,431,(00 8,690,720,000 13,118,023 29,065,953
16 l 9,690,000 11,542,000 21,232,000 9,690,004 21,232,000
14 12 127,035,000 142,832 (H0) 269,867,000 10,586,250 22,488,917
11 4 35,096,000 35,579,000 F0,675,(H0) 8,774,000 17,668,750
5 l 4,391,000 4,271,000 5,662,000 4,391,000 8,662,0(1)
4 1 22,196,000 21,691,000 43,887,000 22,196,000 43,887,000
3 17 49,077,000 40,880,000 95,957,000 2,856,882 5,644,529
otal In LI 1,765 | 36,459,075,000 | 69,732,834,000 | 106,191,909,000 | 17,341,628 | 57,095,822

Total In $ [ . $23,416,233 | $44,786,663 | $68,202,896 - [ $11,138 : | | $36,670

Notes:

1- This study has been prepared by the Regic Management
2- The Dollar raie against L. L. is equal 1o 1,557 as of 10/10/1996
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LIST OF FINANCIAL & FISCAL AUDIT TABLES AND FIGURES

J.6.1 FINANCIAL STATEMENTS (UNAUDITED,)

3.6.1.1 BALANCE SHEETS

31.6.1.1-1  REGIE COMPARATIVE BALANCLE SHEITTS AS AT 31/12 OF 199394095 (L.L)
3.6.1.1-2  RIEGIE COMPARATIVE BALANCE SHEFTS AS AT 31/12 O 1993/94/95 (5)

3.6.1.2 INCOMUE STATEMENTS

3.6.1.2-1  REGIE COMPARATIVE RESUTS (TOTAL INCOMIE VERSUS TOTAL COST )-1993/94/95 (I.L.)
3.6.1.2-2  GRAPIHCAL COMPARATIVEL RESUTS FOR TTH YEARS 1993494

3.6.1.2-3 COMPARATIVLE RESULT STATEMENTS FORTHE YEARS 199344795

3.6.1.2-4  UNAUDITED RESULTS FOR THE YEARS 1993/94/95

1.6.1.2-5  UNAUDITED RESULTS FORTHE YIEARS [993/94/95

J.6.1.3 SOURCES AND APPLICATIONS OF FUNDS STATEMENTS

3.6.1.3-1 COMPARATIVE STATEMENT OF SOURCES & APPLICATIONS OF FUNDS FOR 93/94 & 94/95
3.6.1.3-2  SQURCES & APPLICATIONS OF [FUNDS

1.6.1.3-3  SOURCES & APPLICATIONS OF IUNDS (PERCENTAGI)

3.6.1.3-4  SOURCES & APPLICATIONS O FUNDS (GRAPITCAL)-1993/1994

3.6.1.3-5  REGIE SOURCLE & APPLICATION O FUNDS (GRAPIHICAL)-1994/1995

3.6.1.3-6  COMPARATIVE STATEMENT OIF SOURCES & APPLICATIONS OF FUNDS FOR 9344
3.6.1.4 CASIT FLOW STATEMENTS

1.6.1.4-1  CASIH FLOW FORTTIE YEARS 1994/1995 (DIRECT)

3.6.1.4-2  CASITFLOW FORTTHE YEARS 1994 & 1995 (INDIRECT)

3.6.2 FINANCIAL RATIOS

3.6.2-1 RATIO ANALYSIS FOR T YEARS 1993/1994 & 1995

3.6.3 TOPICS TO HNGILEGHT

3.6.3-1 BOXES SOLD & AVG. $SALE & § COST PER UNIT FOR TN PERIOD 1/95 UPP°T'O 11/95
3.6.3-2 GROSS TRADING MARGIN FOR TTEE PERIOD 171795 UP TO 30/1145

3.6.3-3 TOBACCO CROP PRODUCTION IN VARIOUS REGIONS FOR T YEAR 1993

1.6.3-4 TOBACCO CROP PRODUCTION IN VARIOUS REGIONS FOR T YEAR 1994

1.6.3-5 TOBACCO CROP PRICING FORTIHE YEAR 1993

1.6.3-6 TOBACCO CROP PRICING IN VARIOUS REGIONS FORTTHE YEAR 1994

3.6.3-7 TOMBAC CROP PRODUCTION FORTITIE YEAR 1993

3.6.3-8 TOMBAC CROP PRODUCTION FORCITIE YEAR 1994

3.63-9 TOMBAC CROP PRICING IN VARIOQUS REGIONS FORTTIE YEAR 1993

3.6.3-10  TOMBAC CROP PRICING IN VARIOUS REGIONS FORTTILE YEAR 1994

3.6.3-11 REGIONAL CROP PRODUCTTION FOR 1994 AND PERTINENT FACTS

3.6.3-12  CROP PRODUCTION TREND & RELEVANT FACTS

3.6.3-13  COMPARATIVECTRENDS OF CROP PRODUCTION IN QUANITTHES & PRICES FOR 1992, 93, 94
3.6.3-14 PRESENT REGIONAL DISTRIBUTION OF T&T FARMERS & DONOMS IN LEBANON
3.6.3-15 VIEW QI PRODUCTION TREND FROM 1968 UP 10 1995

3.6.3-16 TOMBAC MANUFACTURING TRENID SINCIE 1990

1.6.3-17 MONTHLY VARIATIONS & GROWREPTRENDS IN 1995

3.6.3-18  STANDARD COSTING OF FINISHED PRODUCTS VERSUS ACTUAL FROM 1985 UP°TO Y4
3.6.3-19 9394795 PAYROLL & BENEITTS (COMPARATIVL)

31.6.3-20 PAYROLL ALLOCATIONS FOR 1993/94/95 (1..1.)

3.6.3-21 GOVERNMUNT BUDGET & PAYBACKS

3.6.3-22  T&T SUBSIDILES SINCE 1992

3.6.3-23  REAL ESTATES ESTIMATED MARKET VALUE AS OF 31/12/1995

3.6.3-24 MARKET SEGMENTATION AMONG MAJOR SUPPLIERS

3.6.3-25 MARKET SEGMENTATION AMONG MAIOR BRANDS

3.6.2-26 THE FOUR COMBINATION SCHEMES PROPOSED TO FINANCIALLY RESTRUCTURIEETHE REGIE
3.6.4 CONVERSIONS

3.0.4-1 CONVERSION OF REGIHE EQUITTTES 1L HISTORICAL VALUES INTO USD ($)




3.6 - FINANCIAL AND FISCAL AUDIT

SCOPEL OF THE FINANCIAL AUDIT

Financial audit was conducted on the Regie documentation that had been
infrequently received. Eventually, many dala tabulations were abortedly
prepared upon reception, and then were either updated or ouldated.

A substantial  financial  documenlation could be considered as
complementary information to the finance audit and it rather be classified as
a “Market” onc. However, there has been a thin line between “Market and
Finance Audit” and both have intersected in many locations, namely in sale
volumes, crop production, allocations and general trends.

The scope of audit is encountering the loflowing topics:

3.6.1 Financial statcmenls
3.6.1.1 Balance shecls
3.6.1.2 Income statements
3.6.1.3 Sources and applications of lunds statements
3.6.1.4 Cashflow stalcments
3.6.2 Financial ratios
3.6.3 Highlighling major issucs infup to 1995

GENERAL OPINION

The fact that all documentation were in Arabic and were stated in Lebanese
Pounds, wc translated the above said into English and converted [igures into
US Dollars by dividing the L.L. balances by the year end exchange ralc.
Eventually, we belicve that Regie unaudited statements do not {airly reflect
the actual {inancial positions, duc lo:

a- Mis-statement of the Non-Monetary items.
All Non-Monctary items (Fixed Asscts, Long-term Liabilitics and
Equitics) had been annually carricd  forward since 1975 without
considering the severe devaluation of the local currency, matter ol
which had distoricd the actual (inancial position which was cvidently
revealed in our lale coming Financial Ratios, and accordingly the latters
were deemed misleading,

FIN-1
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3.6.1

3.6.1.1

It is suggcslcd though, that Non-Monctary ilems should be subjected 1o
consceculive periodical conversion ol L.L. into US Dollars at datcs of
occurcnces. As  such, data tabulation formats of Fixed Assels arc
submitled to Regic Authoritics to complete and are not yet ready.

It is worth noting that conversion of 1995 Equitics (Capital and
Retained Earnings/Losses) arc prepared scparately by ourselves (Rel
Table 3.6.1.18) by using cnd ol years $ rates pertinent to historical
occurcnces, and results were lound exhorbitant, i.c., a loss difference of
almost $290 million between the presented balance shect equities and
what it actually should be.

To this cllect, there arc similar notes o be mentioned as losses setling-
off accounts when considering the implicit gains gencrated from
consceutive accruing ol taxes dues to Government, and from the rc-
evaluation ol historical values of the Regie Tixed Assets that were
estimated almost at $120 million (Rel. Table 3.6.3-23).

A loose ICS (Internal Control System)

According to the Auditors (Deloitte & Touche) reports of 1992 and
1993, the ICS has been proved lousy and unadequate especially in the
liclds of local tobacco purchasing, warchousing and issuing processces,
malpractices and unclear and ambiguous disbursements.

Accordingly, we believe that substantial changes arc apt to take place
when audited statements are issued. Nevertheless, we did restructure
and analyse what we had had in hand.

FINANCIAL STATEMENTS

BALANCE SHEETS (REF.TABLES 3.6.1-1/2)

Comparative balance sheels for  1993/94/95 arc prepared. Notes
mentioned below are only for 1995 as it is available and most recent.

a-

b-

Mis-statement of Non-Monetary items

This topic has been discussed in scction (a) under General Opinion.
Accounts payable (Current and Long-term)

70% of net payables are dues to the Lebanese Gov’L. as shown below:

N
%

.4/..
o~ ’//

Description $ Millions / \
Taxes duc 1o Gov'L. 175 | | 77 %
Receivables from Gov't. <24> | | <9> %
Duces to Social Security 50 | 2 %
156 | | 70 %

Provisions and Accruals 35| \ 15 %7
Trade Creditors 21 \ 9 %
Others 14 \ 6 %
Total 226 NJOO %
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* As previously mentioned, implicil gains here arc tremedous, as Regic is

accruing liabilitics (Taxcs) in L.L. and carrying the balances {forward
since a long time (information are nol available to identify since when
although accumulated Retained Losses in 1995 Balance Sheet starts
with a balance in  1975) and thus is taking advantage of the severe
devaluation of L.L. to decreasc its long-term liabilitics.

Accounts Receivable (Current and Long-term)
Excepl Refundables .from Gov't. mentioned  in payables above, other
receivables of Regic (44%) arc current, as shown below :

$ Millions S %

Description /
Trade Debtors 5201 | 12 % §
Others 13.80 | | 32 % }
19] \ 44 % ’
From Gov’L. 241\ 56 %
Total 43 N 100 %
INCOMEL STATEMENTS (REF. TABLES 3.6.1.2-1/5)
As flar as conversion rates are concerned, Income Statements were treated
as Balance Shecls with a main diflcrence that Income Statements are short
term by their intrinsic nature( i.c., for onc year). Therefore, they are more
reliable in this scnse, as they reflect the actual income and expenditures of
the relevant periods irrespective ol currency used.
1995 shows the following:
Aclivitics % Revenues % Relevant % Relevant ¢
$ Thousand Expenditure P/L
Salc of Imported goods 91 275,445 | 100 <244,163> 88.6 31,282 [
Sale of F/G Produced 1.9 5,603 | 100 <36,263> 640 | <30,600> | <5
Salc of Exports 35 10,643 | 100 <5311> 50 5,332
Financial Inc./Exp 3 9,556 | 100 <10,391> 109 <B35>
Other Income 0.5 1,100 | 100 0 0 1,100
Expenditures 0 0 U <4, 186> | <100> [ <4,186> | <l
Total 100 302,407 | 100 300,314 | 9931 2,093

* FIG stands for Finished Goods

It is importantly notable that 1995 is the first year since 1975, the Regic did
atlain profits. The reasons we believe are:

a- Secrious leaning towards a cost-free operational activily i.c., sclling

imported goods instead ol rclying on low quality production with
inconsistent levels of oulput,

Exlending markets to neighboring regions.

A tight control over smuggling.

IFIN-3
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SOURCES & APPLICATIONS OF FUNDS 94/95
(REF. TABLES 3.6.1.3-1/6)

The methodology used in this statement, is ¢imply by (racing the diflerences
hetween cnd of ycar balances ol 1994 and thosc of 1995, allocating then
these differences to cither source or application according to the following
logic:

Dccrease in Asscls = Source = § 851 Million
Increasc in Liabilities = Source = $64.83 Million
§ 73.34 Million
Increasc in Asscls = Application = §72.54 Million
Decrease in Liabilities = Application = _§_0.80 Million .

$73.34 Million

The 1994/95 statemenl shows that the biggest bulk of funds (84%) werce
sourced by increasing current liabilitics. Other sources were 11% [rom
reduction in cash holdings and 5% from other sources.

Above funds were applied to purchasing inventorics (37%), increasing
receivables (41%), purchasing Treasury Bonds (20%), and  others (2%).
The following table iflustrates:

Sources $ Thousands %o

Increase in Long-term debt 2,736 3.73 %
Increase in Retained Earnings 801 1.09 %
Non-Cash Depreciation outlay 81 011 %
Reduction in Cash holdings 8,436 11.5 %
Increase in other Liahilitics 61,292 8357 %
Total 73,346 100 %

Applications $ Thousandls %
Gross Fixcd Asscts Expansions 442 0.60 %
Inventory Invesiment 27,320 37.25 %
Increase in Receivables 30,136 41.06 %
Reduction in Accounts Payable 798 .09 %
Purchasc o! Treasury Bonds 14,650 20 %
Total 73,346 100 %

Nincty five percent (95%) ol funds sourced [rom Working Capital were
applicd 1o samg, i.c., no long sources were applicd to short liabititics or vice
versa, matler of which has kept the Regie in good liquidily shape, as was
revealed by ils Liquidity Ratio which was almost 1 to 1.

FIN-4
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3.6.14

3.6.2

CASH FLOWS (REF. TABLES 3.6.1.4-1/2)

This slalcment starts with the net generated income and then restores the
non-cash deductions and the changes in the working capital, and finally
deducts payments incurred aller Gross Operating Surplus, such as interests

and taxcs.

Adding the opening balance ol cash to the result ol above process, will give
the ending balance ol cash carricd forward to the next pcriod.
The [ollowing table summarizes the above relerenced tables:

Description $ Millions Yo

Ending Balance 1994 83.28

Cash-Outllowed {rom Operating activitics <4.03> <48> %
Cash-Outllowed from Invesling activilies <5.20> <61> %
Cash-Inflowed [rom Financing aclivities 0.80 9 %
Ending Balance 1995 74.85 100 %

Distributed as follows:

Banks Saving Accounls izl 4290 9%
Banks Current Accounts and Imprests 42,74 5710 9%
Total 74.85 100 %

FINANCIAL RATIOS (REF.TABLE 3.6.2-1)

Accorrding 10 the previously discussed issuc ol “Non-Monctary ilems”, the
Ratios in particular those divisible by Total Assels or Networth, are deemed
misleading. In an attempt to acquirc rcasonable ratios, Total Assets are
added (olf-record) by $ 120 Million as estimated by the Regic Authoritics

(Rel. Table 3.6.3-23).

The following 1995 ratios were obtained in accordance:

a- Current Ratio

b-  Acid-Test Ratio

c- Debt-to-Total Asscis
d- Times Interest Earned
¢- Inventory Turnover

f-  Average Collection Period
g- Fixed Asscts Turnover
h- Total Asscls Turnover
i- Profit Margin on Sales
j- Return in Total Asscls
k- Recturn on Networth

1to1
06101l
755

1 time

~ 4 limes
Weekly
2.5 times
0.9 ime
0.70%
3.75%
5.6%

In the relevant table of Ratios, the latlers arc compared with a General
lindustry Average (not specifically Tobacco industry). Furthermore, cach
ratio is briclly defined to cxplain what docs it mean.

FIN-5
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HIGHLIGHTING MAJOR ISSUES IN/UP TO 1995

Most topics mentioned below are extracted from various conducted Audits
due to the inter-related data which could be essential in building the required
forccast modules. Dala arc presented in a summarized and rounded [orm in

order o convey Lhe essential issucs.

The mosl relevant issucs are listed hercunder :

a- Segmentation of market among major SUPPLIERS
(REF.TABLE 3.6.3-24)

Supplicer Yo Billions of Cigarettes
BAT 50% 8.00
PM 33% 5.28
RIR 0% 1.45
Others 0% 0.95
REGIE 2% (.32

b- Segmentation of market among major BRANDS
(REF.TABLE 3.6.3-25)

Brand Supplier Billions of Cigarettes %o
Marlboro Red PM 4.2240 26.40
Pall Mall BAT 3.6000 22.50
Viceroy Sofl BAT 2.0000 13.00
Winston RIR 1.2800 8.00
Lucky Strike BAT 1.2000 8.00
Viccroy Box BAT 0.8000 5.00
Others OTHERS .8000 5.00
Others BAT 0.4000 3.00
L&M PM 0.3168 1.98
Cedars REGIE (.2880 1.80
Chesterlicld PM 0.2640 1.70
Marlboro Light | PM 0.2640 1.70
Others PM 0.2112 1.32
Vanlage RIR 0.1120 0.70
Others RIR 0.0960 0.60
Winston Lights | RIR 0.064() 0.40
Camel RIR 0.0480 0.30
Others REGILE (0.0320 0.20

TOTAL 16.000 100.00
FIN-6
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C=-

Crop production and pricing policy

(RE

F.TABLES 3.6.3-3/14) -

In respect to above,the following information is cssenlial:

Cultivaled arcas
Licenced to
Yiclded
Oriental (Saadi 66) - 65%

80,000 Dnms

23,000 Farmers

8,000 Tons(100Kg/Dnm)
5,200 Tons

Burley 15% 1,200 Tons
Tombac 20% 1,600 Tons
Its market valuc 23 Million §
Was purchased al 53 Million §
Subsidiscd with 30 Million §
Purchasing prices were:
TYPLE TOBACCO TOMBAC
Qualily Ordinary | Ordinary | Threaded | Threaded Total Domestic | Saadi 33 | Total
Saadi 6 Burlecy Saadi 6 Saadi 2 Crop Nakha Ajami Crop %
High $ 10.00 3655 $5.80 $2.70 30% $5.37 $10.00 25%
Medium 5 7.24 54.48 $3.29 $1.45 S0% $4.15 § 7.24 35%
Poor § 2.82 $ 1.57 $0.95 $0.47 20% $1.57 $ 2.82 40%

The following Pricing Formula is currently in use by the Regic

Selling Price = 1.49P + 1.20F + $38

where:

P stands for Purchasing price (FOB) of onc Box.

F stands for Treight charges for one box (it varics according to Country ol
Origin)

Other necessary information:
- A Box contains 50 packgross of 10 packs ol 20 cigarcties each.
_ Average weight of one box is 16 Kg. i.c., Ton is 62.5 boxes.

- 20 feet Container holds 450 boxes i.c., 7 Tons.

d-

(REF.TABLE 3.6.3-2

Profitability per Category of Traded Goods.

Category

To

Imported Cigarelics

25%

Imporicd Tobacco

40%

National Cigareltlcs

22%

National Tobacco

50%

Others

23%

IIN-7
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e- Contribution per Category to Profit:

(REF.TABLE 3.6.3-2)

Type Yo
Imported Cigarctlies 96.00%
Imported Tobacco 1.50%
National Cigarctics ().50%
National Tobacco (.75%
Others 1.25%
Total 100.00%
f-  Farmers and Cultivated Areas:
(REF.TABLE 3.6.3-14)
Farmers | % | Dnms*Th | % **MF% | ***RFD%
s
South 12 Th | 52% 55Th| 67% 34.85% 81%
North . 6 Th| 26% 22Th | 27% 7.00% 16%
Bekaa S Th] 22% 5Th 6% 1.32% 3%
Total 23Th | 100% 82Th| 100% 43.17% 100%
*T)). stands for Thousands
**MF % is a Multiplier Factor.
*%¥ REDSG is a Region-Farmer-Donom Distribution Factor.
g- Local Production Trend:
(REF.TABLES 3.6.3-15/16)
Trend Year *Th. of Cigarettes Reasons
Highest 1987 1,936,750 | A war breakthrough
Lowesl 1984 4,570 | A war breakout .
Currenl 1995 273,800 | Leaning towards imported Goods

*Th. stands for Thousands

h- Payroll Structure
(REF.TABLES 3.6.3-19/20)

Category %o $ Million
Stalf 30% 5.14
Labor 45% 7.41
Benefits in Common 25% 4.56
Total 100% 17.11

FIN-8
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Farmers subsidies
(REF.TAB LES 3.6.3-22)

The pereentage lendency  of farmers subsidics had been roughly based

on a 35% ol total valuc of crop production. In 1995, this ratc has

jumped 1o 56% duc to:

- Conslraints over farmers growing was virtually nil.

- Political push to accept all crops in sympathy with defying
Southern farmers.

- A complementary slep 1o encourage quitling illicit crops.

End of sevice voluntary plan
At carly Oclober/96, the Regic has conducted a study and prepared a

fair compensaling and attractive scheme in this respect .Outcomes were
as follows:

_ -Total number ol employcc: 1765
-Todate actual cost ol indemnitics 44.8 Million §
-Additional cost for proposed plan 23.4 Million $
-Total payablc cosl 68.2 Million §

-Average payable indemnity cost per employee 36.7 Thousand $

Note: Details of the proposed plan is embedded in the Human
Resources Audit.
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