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PROLOG 

"Th value propo ition i completely cl ar: Companie hould at lea t 

con ider ut ourcing anything that i not tied dir ctly to competitive 

differentiation. Art William Giga Information Group. 



AB TRACT 

Competiti e advantag found in the corp rat t hnologie and pr duction kill 

that are organi ed into or compet ncie . The root of competitive advantage lie m 

th core competencie which allow bu ine e to adapt to the marketplac 

opp rtunitie . Ou ourcing i the tool that allow organi ation. to focu on their core 

competencie . A organi ation out ource tho e activitie that are non-core, it free 

management time andre ource to focu on activitie that are core. 

The trategic benefit to ou ·ourcing are wide reaching and in some ca e , 

unexpected. Greater alue, higher ervice level lower co t innovation and bu ine 

partnership that encourage new thinking and introduction of new idea are a are ult 

of the new tight bu ine relation hip that ou ourcing fo ter . Historically, 

outsourcing relationship created during the first 20-30 year of the out ourcing 

ind try were by companie that were in financial trouble. These old truclured 

relation hip tended to favour the Outsourcer in the end the company lo t. 

Briti h American Tobacco (BAT) Kenya was among the fir t few companie in the 

country to ha e ucce fully outsourced its non-core logistic activitie to a 

profe ionallog· tic company. Thi re earcb aimed at providing an in dept tudy of 

what triggered thi out ourcing at BAT Kenya document the experience challenge 

and how they were overcome. The tudy was ju tified by the fact that while the 

benefit of ou ourcing were known, re earch bad hown 95~ of out ourcing case 

implemented all o er the world fail d. The an wer to ucc ful out our·cing pointed 

toward the manner in which the out ourcing relation hip were managed. 

Eight executive working in the upply chain function of BAT Kenya were 

inter'Vi wed in depth regarding why ho\l and th b nefit achieved from out ourcing 
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the non-core logi tic acti itie within th upply chain function. imilar int r i w 

' ere also c rri d out with top two e ecuti e of th profe ional Logi tic Compan , 

Tibb t & Britten T &B , who are dir ell in oJ ed in the BAT Kenya Contract o as 

to obtain a balanced view. The feedb ck from the que tionnaire completed by th 

re ponden formed primary data which was then ana.ly ed qualitatively. 

The tudy tabli bed that BAT Kenya reaped maximum benefit from out ourcing 

the activitie becau e it looked at the out ourcer a a Jong-tenn et that i a ource 

of ongoing value. It dedicated time and re ource in managing the relation hip and 

maximi ing it value. The intention from the word go wa to keep the relation hip for 

as long it brought value - under tanding that over time, new partie and alliance 

may need to be formed as technology and organi ation change. Service Level 

Agreement and Key Performance Indicator dashboard were among the tool put in 

place to objectively mea ure the out ourcer's performance and contribution well 

as fo ter communication. The customer and the out ourcer behaved as integrated 

upply chain rather than win/lose adver arie , they are interdependent during the 

relation hip. Cro -functional team involving both partie were put in place to drive 

the proce forward in a tructured project management manner to achieve continuou 

improvement. Through tbi out ourcing BAT Kenya achieved better focu on its core 

bu ine reduced logi tic co and improved management of working capital and 

ervice quality to i cu torner . 

Becau e logi tic i central to a company ervice quality as well a its cost tructure, 

innovativ approache to logi tic management uch a out ourcing of non-core 

logi tic activitie are of particular importance. A companie in Kenya become more 

familiar with out ourcing within their logi tic function and a credibility and 

capabilitie of out ourcer increase, ut ourcing i certain to increase. 
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1.1 B CKGROUND 

Evolution of Corporate Strategy 

CHAPTER I 

TRODUCTION 

During the late 1960 and the early 1970 , companie were intent on expan ion through 

merger and acqui ition ometime regardle of the kind ofbu ine involved. The term 

conglomerate became fa hionable. Economic theorie ugge t that when function can be 

performed more efficiently in-hou e firm will enlarge and perform tho e function 

themselve (Cooper, 1994). The emphasis during the 1980 and 1990 changed to 

concentration on core bu ine: function . 

The emergence of Outsourcing 

Three force , separately and in combination, ar driving today's companies deeper and deeper 

into territory that mo t executive and manager find frighteningly familiar. These are 

Cu tomer Competition and Change (Hammer & Champy 1993). Core focu has al o been 

applied to companie reviewing their con tituent part and treamlining the number of 

busioe e in which they particip re (Kanter, 1991). Peters & Waterman (1982) agree to tbi 

line of thinking. They aid that exceJlent comparue remained close to the knitting by focu ing 

on their core bu ine se and out ourcing what wa regarded non-core. 

Out ourcing invol e the t e of external companie to perform functions previou ly performed 

within the organi ation. Out ourcing i an approach that enable firms to gain competitive 

advantage. Corporate u e of ou~ourcing has increa ed dramatically in recent year a 

corp ration reali e its o·emend u benefi . Significant hanges within many egmenr of the 

u me have encouraged the u e of out ourcing practic (Pearc and Robinson J 997). 



Triggers of Outsourcing 

A combination of economic and regulatory force contributed to the growth of out ourcing in 

the 1980 (Lieb, 1991). Sheffi (1990) identified everal of the e force including increased 

competition from foreign companie and a more demanding market place in the form of 

tackle retailer . Other include evolvingju t-in-time production line the high service 

levels expectations yet long supply lines experienced in globali ed operation and the 

re tructuring of corporation to eliminate debt by cutting co ts reducing the a set base and 

trimming the labour force. Many turn found the use of out ourcing attractive because it 

allowed them to concentrate on their core competencies and obtain a streamlined supply chain 

ystem exploit third-parties economie of cale, to achieve a higher level of specialisation, and 

reduce financial ri k (LaLonde and Cooper 1990). Out ourcing promises benefits but there 

are ri ks as ociated with it. 

Outsourcing in Kenya 

The Kenyan environment has become more complex impo ing challenges on companies 

operating here. There i pre ure for companies to increase efficiency, productivity, cut cost 

and to focus more on the cu tomer. Preliminary di cu ion with managers at British American 

Tobacco Kenya revealed many corporation have adopted one or more provider outsourcing 

for variou departmen , which include information sy terns, staff services such as payroll and 

transport employee recruitment, order tracking and even complaint handling. The companies 

known to ha e implemented out ourcing include East Africa Brewelie , Unilever Kenya, 

Standard Chartered Bank, estle Food , Bata East Africa and Colgate Palmolive. 

At British American Tobacco Kenya 

Briti h American Tobacco Kenya has out ourced various non-core activitie to third party 

. upplier . Key among the e include computer hardware maintenance ecurity, catering 
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ervrc , hift tran port cleaning ervic wor hop rvic expatriate ·taff bou ing and 

market re earch. Becau e of limited re ource tbi tudy w limited to impact of out ourced 

non-core logi tic activitie within the upply chain of the organi ation. They include, order 

con olidation transport, warebou ing and clearing and forwarding operations. An 

under tanding of its experiences could be u eful in indicating the value of out ourcing for 

companie in Kenya. 

1.2 STATEMENT OF THE PROBLEM 

Out ourcing ha been adopted widely in the world as a trategy to gain competitive advantage. 

To achie e time proce and cost advantages companie are incTeasingly eeking outside 

firms to perform activities previou ly conducted in-hou e. Such outsourcing makes sen e for 

finns that lack the nece sary economies of scale, kills or technology to perform certain 

functions quickly and efficiently. Additionally, many firms seek third-party providers not 

becau e they are incapable but becau e they can focu on their own competencie ·. 

While out ourcing ba been amplified as a succes tory it would appear that the manner in 

which out ourcing i implemented is key towards its success. A recent research demon trates 

that well-run companie tho e that usually perform well in the market, are likely to see 

effective outsourcing as part of good management practice (John on & Scholes, 1998). But it 

al o make very plain that the magic of outsourcing is not working for most corporations. Only 

5% of the 30 organi ation investigated had found outsourcing high on benefits and low on 

drawbacks, for the re t the outcome of outsourcing wa ' either mediocre or a total flop. 

B1iti h American Tobacco bas in the recent pa out ourced non-core logi tic activitie in its 

supply chain function to a third party. Thi re earch aimed at a essing how the company 

implemented out omcing of it non-cor logi tic activitie in comparison to the out ourcing 
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model put forward by Bendor- amuel document challenge experienced and the benefit 

a hieved. 

1.3 RESEARCH OBJECTIVES 

Thi re earch aimed at as e ing how Briti h American Tobacco Kenya implemented 

out ourcing of non-core Logi tic activitie and compare with the outsourcing model put 

forward by Bendor-Samuel document challenges experienced and the benefit achieved. A 

detailed re iew of proces map after ou ourcing was done will be presented. 

1.4 IMPORTANCE OF THE STUDY 

Thi tudy report is of benefit to variou people: 

• Briti h American Tobacco Kenya will benefit from thi study in that the report i an in tant 

ource of information for i management and taff. 

• Other fast-moving con umer companie operating in Kenya and peci:fically the other 

player in the cigarette indu try will aL o benefit from thi tudy. The report act as a 

ource of information regarding be t practice in outsourcing. They hould be intere ted to 

learn from the Briti h American Tobacco experience and thu will not need to 're-invent 

the wheel . 

• Academically thi tudy i expected to contribute to the existing literature in the field of 

trategic management in general and out ourcing in particular. It should al o act a a 

timulu for further re earch to refine and/or extend the pre ent study e pecially in Kenya. 
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1.5 OVERVIEW OF THE TUDY REPORT PRESE TATIO . 

Thi tudy i tructured into five chapter . The fir t chapter i an introductory one. It provide 

the background of the tudy, tatement of the problem, objectives and importance. The econd 

chapter provides a review ofliterature in trategic management and more pecifically literature 

in the out ourcing field. The main focus is outsourcing in the logi tic function· the why and 

the how in form of a theoretical model presented. Detail are provided for orne known barriers 

and demonstrated prerequisites for successful out ·ourcing. Thi econd chapter also provides 

information regarding the road to outsourcing at British American Tobacco (BAT) Kenya that 

resulted from it bu ine proce -reengineering program. This literature review ection alludes 

to ucces ful implementation of out ourcing of non-core logistic activitie at BAT Kenya and 

ju tification being the need to document their experience challenge and benefits. 

The third chapter outlines the research de ign detailing the population, data collection methods 

and means of analy ing the data. Chapter four pre ents the finding of the study and data 

analy i . The last chapter contain a summary of there earch finding , recommendation 

conclu ion, limitations and further re earcb directions. 
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CHAPTER2 

LITERATURE REVIEW 

2.1 The Evolution of Corporate Strategy 

During the late 1960s and the early 1970 , companie were intent on expansion through 

mergers and acquisition ometime regardle of the kind of bu ine involved. The term 

conglomerate became fashionable. Economic theories suggest that when function can be 

performed more efficiently in-house, firms will enlarge and perform tho e function 

tbemselve (Cooper 1994). The emphasis during the 1980s and 1990s changed to 

concentration on core bu iness functions, hence outsourcing. Core focus has al o been dppl:ied 

to compan:ie reviewing their constituent parts and treamlining the number ofbusines es in 

which they participate (Kanter 1991). Johnson and Schole (1998) have similar conclusions. 

They ay that from the 1980 onward many organi ation became aware of the impact on 

their performance of other companies in their distribution and upply chain . There was al o a 

growing concern that companies were too tretched in terms of their spread of activitie and 

were under performing in orne crucial area of their operation . 

Cole 1996) ummari es the work of the classical management era writers in what he call the 

principle of management. It i argued that there are advantage in divi ion of work within the 

organi ation ince it reduce the pan of attention or effort for any one per on or groups and 

therefore develops practice and familiarity. This argument is very much in l:ine with the later 

thinking of focu ing on core busines . 

2.2 Focu 011 the Value Chain 

, ccording to Porter 1998), competitive advantage cannot be under toed by looking at a firm 

a a hole. l t tern from the many discrete activitie a firm performs in de igning producing 
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marketing deli ering, and upporting its produc . Each of the e a ti itie can contJ.ibute to a 

fmn relati e co t po ition to create a ba i for differentiation. The alue chain di aggregate 

a firm into trategically rele ant activitie in order to under tand the behaviour of co t and th 

exi ting pot ntial ource of differentiation. A ftrm gain competitive advantage by performing 

the e trategically important activities more cheaply or better than it competitor . 

Recon:figuring the value chain and performing value chain activitie better gives a firm 

competitive advantage. 

Hine et al (2000) brought up the concept of lean approach. They ay that value need to be 

created in the eyes of the con umer who is the one that pay for product or ervice he 

crmurne . Thi focus is therefore translated aero functional and company boundruie in both 

de ign and delivery of an appropriate product- ervice bundle. In order to do this the lean 

me sage ugge ts that the focu of attention hould not be in the company or functional 

department but instead on the value stream. The value tream i tho e et of tasks and 

activitie required to de ign jointly by all player in the value tream from the point of view of 

cn tomer pecification right back to the raw material ource (Prahalad & Hamel, 1991 ). 

2.3 Emergence of Outsourcing courtesy of Business Process Reengineering 

Incremental change i not enough for many companies today. Manager groping about for a 

more fundamental hift in their organisation capabilitie mu t reali e that change program 

treat not underlying condition . The e companies do not need to improv themselves; they 

need to reinvent them elve . Reinv ntion i not changing what i but what i not. The journey 

to rein ent your elf and your company i a ink- or- wim propo ilion (Champy 1995). Thi 

provide a ummary for the ne d for Bu ines Proce s Re ngineering. Outsourcing has been 

adopted a a trategy to fo ter thi organi ationaJ r invention. To achieve time proce and 

co tad antage companie are increasingly eeking outside firm to perform activitie 
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previou ly conducted in-hou e Ander on 199 ) .. Such out ourcing make ense for firms that 

lack the nece ary economi of cale skill or technology to perform certain func6on quickly 

and efficiently. Addi6onally, many firms eek third-party provider not becau e they are 

incapable but because they can focu on their own competencie . 

Out. ourcing is based on the notion that trategie should be built around core managerial and 

technical competende that add the mo t value in the value chain and functions or activitie 

that add ]jttle value or that cannot be done cost effectively should be done outside the fum­

outsourced. When done well the firm gains a upplier that provides uperior quality ervice at 

a lower co t than it could provide itself (Pearce and Robin on, 1997). 

2.4 Outsourcing in Supply Chain Management 

Outsourcing is gaining significance in as far as ub-contracting of non-core logistics activities 

to third party logi tics ervice companies is concerned. The basic services provided by third 

parties include tran pmtation warehou ing, and light manufacturing as well as speciali ed 

ervice uch as clearing and forwarding. Third party logistics service companies have 

probably existed as long a there bas been trade but perhaps Ies prolifically and under les 

glamorou labels. With high intere t rate and intense efforts to reduce inventories during the 

1980 , a ignificant hift toward third party logistics service provider occuned. Busine ses 

deciding to concentrate on their core competencies or capacitie continued to fuel tbis trend. 

Drucker (1982) ee thi trend continuing. 

Nowhere in bu ine. i there greater potential for benefiting from interdependency than 

between cu tomer firms and their uppliers including third-party provider . This i the large t 

remaining frontier from grantjng competitive advantage- and nowhere bas such a frontier 

been neglected (Drucker, 1982 . 



Sub-contracting i that proce through which a task or an a tivity i imply handed overt a 

peciali t. Thi i different from out ourcing becau e out ourcing involve partnering which 

upport a virtual upply chain. The e partner hip may not be for all time- quite po ible they 

exi t only to exploit a pecific market opportunity but are · earnle · and truly ynergetic. ln­

ourcing or re- ourcing define out ourcing, which has an element of trategic partnership or 

alliance and i different from ub-contracting (Chri topher 1998). 

Thomp on and Strickland 1993) ay trategic alliance i one mean of increa ing resource 

capability through external empbasi . They argue that thi alternative allow a firm to extend 

it trengths into competitive arenas that it would be he itant to enter alone. A partner's 

functional capabilities can reduce the firm !rnancial inve tment ignificantly and increase its 

probability of uccess. Logi tic activitie are expen i e and capital intensive. To move and 

tore material and di tribute product require a lot of space, a lot of equipment a lot of people, 

and increasingly a lot of computer hardware and oftware. In today s climate of severely 

con trained re ource where enhanced as et productivity is often a prerequi ite to survival, 

co t management i becoming an area of key focu (Randall, 1993). 

The logi tic channel form one of the key busine interfaces, linking a company with its 

upplier on one end and with i cu tomer on the other. A breakdown along thi channel 

wh ther it be a mi communication of an order a hortage of key material or component or a 

delayed or damaged delivery can have devastating effect on cu tamer and supplier 

relation hip. A chain of upply and di tribution become global and logi tic in turn grows 

more complex, opp rtunitie for channel breakdown only increase. Delivery of ervice and 

qu lity has therefore increasingly b come another area of focu in addition to cost control 

(Randall 1993 . 
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2.5 Why Outsource? 

The key trategic reason for outsourcing identified by variou re earcher (Pearce and 

Robin on 1997) are fir tly the need to impro e bu ine focu following reali ation that 

everal how' i sues are iphoning off huge amounts of management' re ources and attention. 

Secondly it i u ed as a vehicle to acce s world-clas capabilities. The very nature of 

specialisation by out ourcing provider mean they have extensive worldwide, world-cia 

resources to meet the need of their customers. Thirdly outsourcing i used to achieve 

accelerated re-engineering benefits. Outsourcing i often the by-product of business proce re­

engineering. As such, through outsourcing an out ide company that has re-engineered and 

achieved world-cia s proce ses takes over the proce es thus enhancing attainment of benefits. 

Fourthly there are tremendou risks associated with inve tments an organi ation makes. When 

companies outsour e they become more flexible, more dynamic and better able to adapt to 

changing opportunitie . This i becau e their pattners do some capital investments on their 

behalf. Finally outsourcing enable freeing of resources for other purpose . Through 

outsourcing, the organi ation re-directs its resource from non-core activities towat·d activities 

that have the greater return in erving the customer. 

A recent re earch demon trate that well-run companie , tho e that usually perform well in the 

market, are likely to ee effective out ourcing as part of good management practice. But it also 

make very plain that the magic of out ourcing is not working for most corporations. Only 5% 

of the 300 organisation inve tigated had found outsourcing high on benefit and low on 

drawback , for the re t, the outcome of outsourcing wa · either mediocre or a total flop 

(John on & Scbole , 199 ). It would appear that the manner in which out ourcing is 

implemented i key to ards it ucce s but on the other hand outsourcing ha it dangers. 
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2.6 The Bendor-Sam.uel Outsourcing Model 

Bendor-Samuel (1999) outlays a five- tep model to en urea fair out ourcing deal thr ughout 

the lifecycle: See figme 1 below. 

Investigation stage: Thi i the tage where exi ting proces es and sy tern are reviewed and 

compared to the best of breed. It is at thi stage that the opportunities for improvement are 

identified. Whether out ourcing ha potential advantag or not1 is the key question asked at 

thi tage. Thi investigation stage provides a ba eline of cunent costs and ervice levels. Tbi 

information can be u d to compare apples-to-apple against performance improvements 

delivered by tbe outsourcer and again t indu try trend throughout the 1·elation hip. 
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Tendering stage: This i the tage wh re knowledge gained from benchmarking i 

incorporated to et optimum performance target forth organi ation. Thi helps id ntify the 

eriou contenders for the bu ine and spell out that world-clas performanc is expected -

and will be measured. 

NegotULtion stage: Before negotiation it i critical to et the right expectation for co t, 

performance and service le els. The negotiation po ition i reinforced by external validation 

of the organi ation' requirements. Here benchmarking i done to facilitate "fast tracking" or 

ole ource con ideration . F t tracking simply means the client has decided to outsource, 

usually with very little inve tigation and no tendering, and wants to move through the 

negotiation process quickly. In a sole source situation, ensuring a competitive upply can be 

difficult. Here the vendor holds the balance of power in the negotiation. Benchmarking can 

level the playing field, erving as a urrogate for the competitive process to en ure you receive 

a fair deal. 

Implementation: Implementation i the tage for contract refmement. At thi tage, erv1ce 

le el agreement are put in place detailing proces map respon ibilitie and implementation 

of key perfmmance indicators. Structures and reporting lines are defmed and implemented. 

Relationship Management: Benchmarking i mo t commonly employed in relation hip 

management. ln relationship management outsourcing deals are renegotiated. Several 

organi ation have bad to renegotiate contracts within two year of being signed. U ually 

di ati faction over p1iciog and ervice level are the main driver for renegotiation . 

Benchmarkina play a key role in renegotiation ioce client need acce to indu try 

performance parameter in order to make a case with the out ourcing vendor. 
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McCutcheon (1995) wrote that if not implemented well, outsourcing could lead to an 

abdication ituation in tead of the de ired delegation of non-cor aclivitie to the uppli r-

partner. He ay the greate t danger in out ourcing i the attitude of 'getting rid of what a 

company doe not like' by subcontracting them out as oppo ed to the company outsourcing i 

non-core activities o as to enable it focu on it core activities. The result of the abdication 

proce de cribed i a lack of proce s owner hip, lack of accountability, and blame culture and 

eventually lo e-lo e ituation for both parties. See table below. 

Table 1: Delegation. not abdication.' 
DELEGATION ABDICATION 

Focu on core-competencie : Outsourse the Get rid of what you do 'not like' 

rest to the experts 

Expe1t manage the outsourced proces fully Proce s ownership problems 

Joint accountability No accountability 

Partnership culture Blame culture 

WIN-WIN SITUATION LOOSE-LOOSE SITUATION 

2.7 Some Common Outsourcing Mistakes 

Bendor-Samuel (1999) puts forward commonm.i take upplier make a firstly ignoring the 

cu tomer unique need . Out ourcing provider who have repeatedly demon trated their 

integrity and ability to get the job done are too confident about their kills and knowledge. 

Becau e of that they have a tendency not to li ten clo ely when their pro pects tell them what 

they want. In tead they tell their cu tomer how to do thing . Bullying buyer into doing 

thing their way result in higher price or an inflexible contract tructure. Often these 

provider fai l to take the Lime to under tand the nature of thi ale becau e they feel they don t 

have ro. But they do ha to. They have to focu on what creates alue for each cu tomer. 

1 Me wdreo11. D. ( 1995). Problem Sources in Establishiug "lrategic Supplier Allia11ce luternational.!ouroal of Purchasing and 
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Se ondl i ignoring the imp rtance of le er g . One of the bigge t bu ine benefi of 

ou ourcing i the ability to u. e leverage. Thi i wher the upplier cr ate valu for the buyer. 

Suppliers mu t tructure their tran action to accenruate the alue they create through leverage. 

The mo t ucce ful and pro perou out ourcing relation hip occur when the upplier has 

clear and unambiguou re pon ibility for a proc . Supplier mu t clearly explain the 

importance of leverage to their pro pects. The e advantage include the acce to carce 

re ource , the ability to ub titute expen ive re ource for cheaper one proce expertise and 

acce to capital. Buyer are the mo t ati fied and get the be t value for their dollars and 

uppliers are able to make abo e-average returns when leverage i part of an out ourcing 

relation hip. When upplie have articulated re pon ibility, neither ide wa te time arguing 

over di puted areas of the contract. And the e are the relation hip that grow becau e they 

engender tru t. Neither ide feels the other partner i trying to take advantage of them.. 

Pro pect mu t under tand the value of leverage and how it will help them in their out ourcing 

relation hip . 

Thirdly i avoiding accountability. Having a supplier respon ible for a proce i core to the 

definition of ou ourcing. Supplier tre s accountability during their initial negotiations. But 

in reality the ale contract and go emance document ay 'Tru t me.' Suppliers try to shirk 

r p n ibility becau ere pon ibility mean ri k. They will do whatever they can to legally 

remove that r' k. Shirking re pon ibility typically happen when the cu tamer refu es to ink a 

flexible contract. IronicaJly the vendor increase i ri k by avoiding ri k. If the buyer remain 

accountable for the proce it can dictate to the vendor how it want thing done. Thi i 

alway a recipe for di a t r. It i human nature to attempt to maximi a relation hip in one 

fa our. Tbe way t ma:ximi. e an out ow'cing relation hip i to have the vendor align its 

inL re. t with the buyer. That' ay when the upplier make a mo e to maximi e it proce , 

th mo e help the buyer, too. 
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Finally i ending in the ··c' team to manage the account. After th A ale team ink the 

ale and goe on to wooing the next pro pect, the v ndor ends it · c· team to manage the new 

account. lli torically endor have rarely inv ted top re ources in account management. Thi 

i ami take because outsourcing i like a marriage. The vendor h to work e ery day with it 

cu tomers to make an outsourcing relation hip work. If customers are ignored they react like a 

pumed spou e: dissati faction and disappointment lead to animo ity. 

On their part, buyer too make various mi takes commonly: Fir t i relying too much on 

executive contact. Once they have decided to out ource buyer are usually in a hurry to get the 

deal done. To put the transaction on the fast track, the two group of executives get together 

hake hand and let the next level work out the nitty gritty detail of the relation hip. It i 

important to complete the transaction as quickly as po sible as long a they are done in a 

thorough manner. Outsourcing relation hip create ub tantial value for the buyer months of 

wrangling over the detail eat up the desired co t avings. Outsourcing i clo ely akin to 

merger and acqui ition . Buyer are dive ting a proce s they crurently own which includes the 

tran fer of both as et and people. For thi rea on buyer mu t involve various element of the 

company. Top level executive are rarely enough. 

econd mi take made by buyers is letting the supplier lead the proces . Thi mi take is the 

mo t common out ourcing mi take and the mo t deadly. The es ence of out ourcing i the 

buyer transfer the proce and buy result . The quickest way for a buyer to destroy the value 

of an outsourcing relation hip is to dictate how the proce i to be done. By definition, the 

upplier hould be an expert in the out ourced proce s and better at it than you. When buyer 

t II their hired expert what to do they are removing the ability of the supplier to add value to 

the proce . And they are erasing the upplier' accountability. That re ult in rugher cost and 

I wer quality ervices. All the e factor combine to make the relation hip bad for both ides. 
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The bet way for a buyer to fix thi problem i to know exactly what it want b fore it begin 

the out ourcing negotiation process. The buyer' team mu t know why it wiJJ benefit .from 

Third i paying by problem resolution. Customer often pu h to pay their uppliers by problem 

re olution. While this ounds like an elegant olution it is really a short- ighted approach. 

Buyer paying only to fix problems are giving the upplier no economic incentive to correct 

the ystemic underlyjng cau es of tho e problems. It like a pby ician treating the symptoms 

but ignoring the di ea e, if you pay by the problem you get more problems. A better 

compen ation plan i to pay the upplier for pecific ervice; this encourage them to get to the 

root of the problem. For example, if the problem is old equipment, the upplier will be willing 

to invest in more up-to-date as ets. 

Fourth i interfering with the proces . Unfortunately, this i a common mistake. Buyers just 

can·t let go and won t tran fer the owner hip of the proce s to their outsourcing suppliers. 

They can t get over tbi deep cultural change. To keep the proces under control, they tell the 

supplier bow to do thing . The tendency to do this becomes ovetwhelming when the buyer 

a ign a manager who wa responsible for thi function to bead up the out ourcing 

governance team. Thi executive has a great deal of difficulty not di pen ing advice. Thi , 

however is a very lippery slope. Vendors have no opportunity to enjoy leverage or scale, two 

of the big advantage of out ourcing, if they have to do everything the buyer way. 

Fifth i ' igning a contract with too long a term. What will the Internet look like five years from 

now? o one bas any idea. But a number of bl1yer are tempted to sign up for five year of 

Internet ho ting. Thi i lunacy. It impo sible to create boundarie or ervice level 

agreement for an unknown proce . Supplier prefer long-te1m contract becau e the 

commitment allow th m to inve t their own capital in the proces . Shorter contracts require 
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horter amorti ation periods. It i more advi able for cu tomer to de elop long term 

relation hip but sign hort-term contract . Thi i don by matching the term with the life 

cycle of the proce s and taying in tune with the natural change of the bu ine cycle. Buyer 

if the term become a deal breaker break the deal . Thi is not a good relationship! 

Sixth i improper governance. Buyers new to the proce soften don't as ign the right people to 

manage the proce . They assume that since they ve outsourced it they don t have to worry 

about it any more. Wrong! There i a tendency to sign the governance job to an employee 

who has ju t come out of that function. Tbi can become a problem because the e employee 

can be embittered now that they no longer have line re pon ibility for the proce . They look 

for way for the upplier to fail. The be t person in thi job i someone who bas orne 

understanding of the proce but who i primarily a bu ine per on who can focus on the 

re ult . Buyer must now view tbi proces as a bu iness relation hip and u e those parameter 

to judge it. The job now i to provide adequate oversight and respon ibility. A different way of 

thinking mu t prevail. 

Seventh is lack of accountability. Accountability i not about buyers looking for way to 

pun· h upplier . The purpo e of penalties i to ensure that the higher up in the upplier 

organi ation reali e they have a problem that they have to fix. Sometime the onus re t 

completely on the buyer . 1n the e instances, the buyers don't fo1low through on their as igned 

task . If the buyer i re pon ib]e for the telecom egment and it get the bandwidth 

requiremen wrong, it can ' t bold the supplier re pon ible for that mj take. 

La ·t i forgetting the upplier i a bu ine a set. Far too often, the buyer regard it 

ou ourcing upplier as the provid r of a commodity - someone who prepares the payroll or 

ho. t an application. But upplier have ama sed a wealth of knowledge about their industry. 
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Buyer mu t take them into their confidence and let them help them! They can add ignificant 

alue .... If let And when a upplier creates value buyer mu t reward them accordingly. 

Buyers can compen ate their vendor by: 

• Helping them win more busines in the organi ation. 

• Helping them win business in the marketplace. 

• Extending their contract. 

• Relaxing a ervice level that' insignificant to the buyer but j costly to them. 

Reinforcing their value encourages suppliers to do more! Buyers who make these mistakes 

create strained and difficult outsourcing relationship . 

2.8 Barriers to Outsoursing 

Randall (1 993) pul forward variou barrier to outsourcing of logistic activitie . Thal 

outsourcing of the activitie to third parties represent a great opportunity in some 

circumstances but a ignificant 1i k in otheTs. The uncertainty inherent in out ourcing i , in 

fact one of the main reason why so few contract logistic projects have actually been 

attempted in the world over. After all, it is always ea ier to tick to the status quo. 

Other barrier to out ourcing include the fact that many functions other than logistic are 

involved in the deci ion making proce s. A the number of functions involved increases, the 

decision making proce becomes more complicated. Al o, becau e out omcing is a fairly new 

concept. internal procedure have not been formali ed to accommodate decisions on logistic 

out ourcing. 

econdly functional buying behaviour and reward structure may inhibit innovation. In many 

case , the principal benefit of logi tics out ourcing i a reduction in the overall logistic co ts ­

not nece arily transportation co t . If a manager re ponsible for promoting a contract logi tics 
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opportunity i evaluated and rewarded olely by hi ability to reduce transportation co t and 

no credit for achieving a reduction in overall logistic co , ucb a manager will not 

effecti ely ell tbe contract logistic concept to the other function who e 'buy-in i needed. 

Thirdly, in many organisations, the key benefit of impler more reliable upply chain i 

reduced channel-inventory. Unfortunately, inventory i 'nobody respon ibility' in orne 

organi ation . If the principal benefit of logistic outsourcing bas no owner it become 

difficult to find someone in ide the corporation willing to spon or a logi tics outsourcing 

project. 

Fourthly logi tics outsourcing implementation mean that the corporation give up some 

management control of the complex proces that may include inventory management, materials 

handling and transportation. Because of their complexity contract logistic relation hip need 

to be long-term in nature, and many manager will be apprehen ive about becoming overly 

dependent on one upplier. Lastly it i difficult in orne corporations to establish a benchmark 

of the exi ting logistics co t for developing com pari on and ubsequently for measuring the 

level of benefit from an implemented logi tics-out ourcing project. 

2.9 Requirements for Successful Outsourcing 

Randall (1993) goe on to put forward the requirement for ucce ful out ourcing, see figure 

l , below. Fir t i that a trong need' for out ourcing has to be identified. Orgarri ations 

undergoing rapid change due to changing internal and external environments are likely to 

benefit from out ourcing. imi1arly, companie facing ignificant capital and beadcount 

constraint are aJ o more likely to benefit from out ourcing. Secondly before committing to 

out ourcing companie want hard evidenc that tangible value ' wiJI be achieved. To quantify 
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the benefi a comprehen ive fea ibility tudy need to be carried out to benchmark exi ting 

practic and identify the opp01tunitie for improvement. 

Lo 

Hi h 

Low 
No 

Company 
Need 

Supplier 
Credibility 

:ll Outsourcin 

Tangible Value 

Management 
Commitment 

w 

Hih 

Low 

------~••Yes--------~~•No 

Third! credibility of the upplier to be out ourced to is very crucial for the success of the 

project. The credibility i determined by experience in required services, proven track record in 

implementing and operating imilar contract , financial trength and a multiyear commitment 

to the contract. Lastly, management commitment mu t be ufficient to overcome the 

roadblock that will undoubtedly emerge. For the outsourcing project to work, their needs to be 

a enior manager who i committed to act as pon or of the project and guide it from idea to 

reality. 
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2.10 The Road to outsourcing at BAT Kenya 

Briti h American Tobacco Kenya i a major player in the local cigarette indu try. It command 

o er 70% of the market bare. About 80% of the cigarette manufactured by the company are 

old locally and the re tare exported to neighbouting countrie . Tobacco leaf u ed for the 

cigarette manufacture i grown in the Eastern and We tern part of Kenya. The company 

upport nearly 15,000 farmer to produce the leaf. Nearly 90% of the wrapping material u ed 

in the manufacturing operation are imported from Europe and A ia. The company product 

are di tributed via a network of 50 di tributor across the country. 

British Amelican Tobacco Kenya did a thorough review of how it hould carry out its business 

in 1998. This review was driven by a combination ofBriti h American Tobacco's global 

initiative to align it busine along the supply chain to achieve better customer focus and 

change in the local Operations' leader hip. The outcome of this busines proce e 

reengineering was the identification of core bu iness processes. The e were Brand and Trade 

Marketing, Corporate Affair , Leaf and Supply Chain. Other department including 

Information Technology, Finance, Human Re ource , Legal and Audit were identified as 

upport function fm the core bu ine proces es. It was during thi arne review that the 

upply chain department was et up to ource marketing's requirement and delivery on-time­

in-full to the cu tamer at optimum co t. 

At Briti h American Tobacco, the upply chain con titute Procmement Manufacturing and 

Logi tic function . Procurement role i to define the best source of material with regard to 

quality, price, and lead time bearing in mind the need for flexibility and reliability. 

Manufacruring i charged with there pon ibility of producing the required amount of product 

at the right time, quality and at minimum co t. Logi tic on the other hand i respon ible for 

co- rdination of all the upply chain activitie , which include planning operation material , 
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di tribution and tran portation requiremen . The logi tic function i a1 o re pon ible for 

analy i and management of relation hip with Tibbett and Britt n. the profe ional Logi tic 

company to which the phy ical logi tic activitie have een ou ourced. 

Briti h American tobacco Kenya has very recently outsourced the procurement of it non­

production input al o called maintenance, renewal and operational (MRO ) upplie to new 

E-Corrunerce company called e-Sokoni. Prior to that the company a1 o implemented 

outsourcing of it non-core logistic activitie with the hope of achieving benefits -co t 

reduction increa e in efficiency and increa ed cu tamer ervice. Although there are potential 

benefit there are inherent ri , and difficulties with uch out ourcing activitie . It would be 

enlightening to know the experience of British American Tobacco in this regard. 
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CHAPTER3 

RESEARCH METHODOLOGY. 

Thi chapter detail the r earch de ign used to achieve the objective of the tudy, which were 

to as es how British American Tobacco Kenya implemented out ourcing of it non-core 

logi tic activiti in compari on to the outsourcing model put forward by Bender-Samuel 

document challenge experienced and the benefits achieved. 

3.1 Population/sample: 

Thi was a c e tudy on BAT Kenya supply chain. The tudy wa intended to provide an in 

dept tudy of how out ourcing was carried out and to document the reason behind the success. 

A cro - ectional tudy would not have been appropriate for thi re earch becau e not many 

companies in Kenya have achieved the level of succes in outsourcing of non-core logistics 

acti itiel as BAT according to preliminary di cus ion held with both T &B and BAT 

executi es. It was appropriate to focu the study on the Logi tic function in vi w of the fact 

thatlogi tic is central to a company ervice quality a well as its cost tructure thus 

innovative approache to logi tic management uch as out ourcing are of particular interest. 

3.2 Data collection 

Th.i tudy u ed primary data obtained through in d pth per onal interview with 8 of the 

executive working within Briti. h American Tobacco Kenya supply chain function including 

one member of the Board of Director . Two of the top managers ofT &B the third-party 

company whom the ervice under review were ou ourced to were aLo interviewed. Their 

re ponse form d part of the primary data u ed. The per onnel inter iew were conducted on 
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the ba i of interview guidelin de igned. The que tionnaire Appendi 1 w tru tured to 

addre trigg r of the out ourcing, anticipated benefit challeng encountered and how they 

were overcome and finally li t tbe benefit. actually achie ed. 

Tbi data wa collected u ing both tructured and unstructured que tion in the que tionnaire. 

The kind of que tion po ed to tbe interviewees were a combination of open and clo ed-ended 

type which were aimed at encouraging them to provide as much information a po ible. 

Literature review carried out by the re earcher and research objective formed tbe backbone of 

the que tionnaire de ign. All the que tionnaire were admini tered per onally by the 

re earcber. 

Checking the company' record provided econdary data, particularly the internal budget 

review documents. Trade journal local and regional new paper and magazines were canned 

for relevant information pertaining to Briti b American Tobacco Kenya. 

3.3 Data analysis 

The feedback from the que tionnair completed by the executive formed the ba i for 

qualitati e analy e done. Qua!itati e de criptive analy e carried out were u ed ba ed on the 

variable co ered. The data collected was also analy ed in compari on to exi ting literature 

(Bendor-Sarnuel 1999). The e qualitative de criptive analy e have been exdu ively applied 

in related tudie in the pa t by Bett 1995) Njau (2000) and Thiga (1999). 
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CHAPTER4 

THE STUDY FINDINGS 

4.1 Introduction 

Tbi chapter deal with the data analy i and interpretation of there ponse of the ten 

executive chosen for the tudy. Per onal interviews were conducted for all the ten executive . 

According to the re ponses received the analysi and interpretation of the data is hereby 

undertaken. 

4.2 Triggers of outsourcing of non-core Logistics Activities. 

The following factors were identified as the triggers that led the company to consider 

outsourcing it non-core logi tics activitie . Fir tly there was complete dysfunction in the 

entire logi tic activities of the company. There was ignificant duplication of effort, roles and 

activitie . There were at least 10 player who carried out variou logi tics activities within the 

organi ation. For example; 

• The company managed its pool car internally. 

• There was another internal sy tern re pon ible for management of personal cars for 

expatriate and senior manager . 

• Vehicle for Sales & Marketing Representativ were leased from a local Car Hire 

company. 

• multinational motor vehicle company with a local operation upplied motor cycles and 

tractor for u e in the Leaf growing area while at the arne time the company had it own 

fleet of th arne type that were gro sly under-utili ed. Leaf i grown in Ea tern We tern 

-and yanza province of Kenya. 

• A large transport company w involved in movement of leaf from tbe leaf growing area 

£0 lhe Green-Leaf-Thr bing Plant in Thika. 
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• The ompany contracted ariou independent tran porter to mo ere-dried leaf from it 

Thika Green-Leaf-Thre hing plant to the manufacturing ite in airobi. 

• Movement of fini hed goods from the Nairobi factory to variou depot aero the country 

were undertaken by the same large transporter who moved Leaf from the growing areas to 

the Thika plant. However the activities were carried out independent of each other. 

• \Vithin the ales region , BAT had its own trucks, which it u ed to upply cigarette to the 

distributor from the regional depots. The marketing department olely managed the e. 

• La tly a econd large transport company was running the busines of moving imported 

material from the port of Mamba a to either the Nairobi or Thika plant . 

De pite all the activities listed above, there were variou complaint regarding poor level of 

ervice received. When anew CEO took over the running of the company, he questioned why 

o many players were involved in the logistics activities of the company. This i when the 

thinking to consoEdate all non-core logistics activitie under one outsourcer was muted. 

The econd trigger to the outsourcing as perceived by the company management today was 

that there wa need to have clarity of functions and proce re-alignment. The logi tics proce s 

la ked co-ordination and clear trategy. There was de ire to centralise all logistics activities 

fir t. en ure accountability i put in one place and proces e were reviewed. As a matter of 

fact, a Logi tic Manager wa latter appointed charged with the respon ibility to manage the 

integration and consolidation of the logistic function. 

Thi rdly, it wa identi fied that there wa a huge potential a ing close to USD 2 million per 

annum to be achieved via centrali ed logi tics and out ourcing of the non-core activitie . At a 

time when the profit were tarting to plateau the company needed every cent it could get. It 

wa: de ·ired that tbi outsourcing could lead to a lean operation and one that i more focu ed on 

it core competencies. 

- - 26 



Fourthly the new CEO b lieved in the thinking that companie hould identify their cor 

competencie and focus on them to achieve competitive ad antage. According to internal 

e ment done by a elect group of manager the company aw phy ical logi tic as a no­

core competency and therefore aw an opportunity to out ource to the expert in that area. 

Wben tbi out ourcing wa being reviewed at the beginning of 1998, it wa clearly quite 

fashionable in the country. It wa the way to go. A few multinational uch a Unilever Kenya 

were already doing it and ariou other were con idering doing it too. 

Finally there was need to improve ervice delivery and it wa thought that one of the way to 

ensure cu tomer order were deli ered on-time-in-full all the time was to out ource cigarette 

deliverie to the di tributor . There was al o the need to en ure both green and dry leaf were 

delivered on time where they were required to en ure mooth operation and minimallo ses in 

tran it and torage. 

From above fmding it i clear that the trigger for out ourcing on non-col' logi tic activitie 

at Briti h American Tobacco Kenya differed ignificantJy from the known trigger el ewhere 

in the world. Pearce and Robin on (1997) have identified the following triggers: 

• Increased competition 

• More demanding market place 

• Ju t-i n-time production line 

• High ervice Level expectation by cu tamer 

• Long u pply line in term of upplier lead time 

• Co, t utting need 

• e reduction requirementl 

• eed to enhanc Jogi tic Mana0 ement lnformati n y, tern (MI ). 
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Of the trigger li ted above by Pearc and R bin on only co t utting nee and th ne d to 

enhance logi tic MIS w r ignificant in a far ttigg ring out ourcing in BAT Kenya. Mo t 

notably by the time out our ing w being initiated competition in the market had not 

changed ignificantly. Briti h American Tobacco Kenya commanded 6% of market hare. 

Table 2 below and appendix 2 ummari e the company ale trend for the period 1996-2000. 

2 Table 2: BAT Sales Volume Trends (Million Cigarettes)' 
1996 1997 1998 1999 2000 

BAT 6600 5900 5800 5350 5070 

Oth r 1000 1000 1100 860 1090 

Total Market 7600 6900 6700 6210 6160 

Similarly cu tomer ervice expectation and demand in the market place ilid not play a 

major role in the deci ion to outsource becau e the company dictated terms in the market place. 

4.3 Benefits anticipated following outsourcing of the non-core Logistics 

Activities. 

The Executive interviewed largely agreed that the bene.fi anticipated to come with 

out ourcing of the non-core logi tic activitie were flr t and foremo t the opportunity to 

reduce co t . With the ariou player involved in the referred acti itie. it wa felt that there 

were opportunitie to cut co through integration, networking and ynchroni ation of 

tran ·port of good aero the country. The key objecti e was to maximi e u e of return load 

and in the proce a hieve aving on tran port co t . At the tim it was e timated that a aving 

of SD 2 mill ion per annum wa po ible. Thi aving wa to improve the profitability of the 

bu ine, . . which w facing r duced ale v lume . It w anticipated th t the Expett Logi tic 
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provider would al o bring along be t practice in the acti itie thu n uring anticipated 

avmg ar achieved. 

Out ourcing was econdly expected to provide the ability for re t of the organi ation to focu 

on core bu ine . The core bu ine es of Briti. h American Tobacco are Manufacturing and 

Marketing cigarette and Leaf growing and proces ing. Experti e involvement in the logi tic 

acti hie was anticipated a a key benefit becau e the expe11 would bring in wealth of 

experience from el ewhere. Outsourcing of the e actlvitie was also een as an opportunity to 

free the time of marketing people to concentrate on marketing activitie without having to 

worry about product upply. Similarly, procurement and leaf growing per onnel would focu 

on their core activitie thu enabling the organi ation achieve greater heights in sourcing and 

agronomy. 

Service improvement was the third mo t impOitant benefit expected. Prior to out ourcing, 

aJmo tall aspect of logi tic were performing ub-optimaUy. Delay in deliveries to 

Di tributor and degradation of Leaf during tran port coupled with high co t were very 

commonplace. Out ourcing wa con idered as the gateway to world clas · capability of the in­

coming partner. Although the market place wa not as demanding at the time and competition 

wa minimal the company aw the need to perform it activitie in a faster cheaper and better 

manner hence ou ourcing. It w beginning to dawn on the company that it had to change the 

way it carried out it activities in order to urvive in future. By involving an expert in the 

logi tic field, the company hoped to be more flexible in it operation o a to achieve better 

cu. romer ervice. It wa hoped that Out ourcing would a i t the company in achieving re­

engineering acceleration re-engineering of the organi tion wa taking place imultaneou. ly. 
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AJtbough inve tment ri k reduction was considered a b nefit with out ourcinu 
0 

implementation it did not rank very high. The ompany however hoped to reduce it as t ba e 

o as to a hie e optimal utili ation of there ource left. Rel of re ource uch as p ople, 

for other cau e was another benefit that did not rank very high although with Ou ourcing 

beadcount reduction were bound to happen and thi w expected to ave the company in 

alarie and benefit paid to the employees. 

4.4 The Pre-work leading to Outsource of non-core Logistics Activities. 

4.4.1 Feasibility studies consultant. 

Following the completion of review of tatu of the company by the new CEO who arrived to 

bead Briti h American Tobacco Kenya in mid 1997 be concluded that there was a lot of 

opportunity for improvement in regard to efficiency of logi tic activitie . Thi point wa 

effecti ely old to the company top management and alJ appreciated the need to have a full 

re iew of the aid activitie . 

A con ultant who bad out ourcing experience from a multinational with a local operation wa 

headhunted for the job. The con ultant hired had al o worked with the ame multinational in it 

China operation in a irnilar project. The brief to the con uJtant when he wa hired wa to look 

at Leaf tran port aero the country. Employing hi entrepreneurial pirit the con ultant 

expanded the review to include the total phy icallogi tic in the company including cigarette 

di tribution and in-botmd logi tic of raw material and other input and the clearing and 

forwarding operation. 

4.4.2 Fea ibility tudi carried out. 

The Con ultant p nt time to ftr t und r tand th company phy icallogi tic et up at the 

time followed by a di cu ion and re iew of the et up in oth r multinational within the 
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country, who had already out ourced orne of tho activitie . The e included Unile er Kenya 

and Carnaud Metal Bo , where he worked b fore. The finding from the fea ibility tudie 

showed that although there were variou problems encountered in tho e companie orne 

benefit where achieved. Unilever for one had not reali ed the aving anticipated fully and 

thi was clo e to two year after outsourcing. The aspect out ourced in Unile er Kenya were 

fini hed goods warehousing and di tribution aero s the country. The tudie however provided 

direction that outsourcing in Briti h American Tobacco Kenya was to take. At the time 

outsourcing was considered the right thing to do and clearly there wa no et up that would 'fit 

ali . Briti h American Tobacco Kenya cautiou ly agreed to adopt some of the learnings from 

the other organisation with a view of customi ing or modifying them to fit its own 

requirement . The Briti h American Tobacco group did not have any benchmarks the local 

operation could borrow from. The Kenyan operation wa the fir t in the group to actually 

con ider outsourcing the phy ical logi tic a pect worldwide. 

4.4.3 Project Sponsor 

The company new CEO initiated the Out ourcing Project in Briti h American Tobacco 

Kenya. He was very keen to ee it implementation o as to achieve ynchroni ed proce · es 

that deli er co t aving . This role was well executed and the ucce sful implementation of the 

project relied heavily on it. The project was top-down driven. Other key members of the 

management team involved were the Production and Finance Director , Regional Director and 

the Procurement Manager. This team worked together with the con ultant throughout the 

project life. Known project management technique were employed. 

4.4.4 Factor een a critical for the project' uccess. 

Supplier credibility wa een a critical forth cce ful implementation of Out omcing. The 

c mpany believed a upplier wjth experi nee in provi ion and management of phy ical 
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logi tic ervice a proven tra k record in implementing and op rating imilar contrac and a 

commitment to a multi-year contract were key cbaracteri tic ought. Briti h American 

Tobacco wa not keen on the frnancial trength of the upplier in fact the company wa willing 

to upport the upplier that won the contract to et up i operation a long as that was 

agreeable to the supplier. The company was al o looking for a upplier who w flexible and 

willing to con ult exhau tively with the company. 

Another key critical factor identified wa management commitment. It was believed that the 

commitment of management hould be ufficient to overcome the roadblock that would 

undoubtedly emerge. The CEO wa aware that for the outsourcing project to work, their 

needed to be hi per onal commitment to act as pon or of the project and guide it from idea to 

reality. Undoubtedly, the people re ponsible for the implementation of the project ought to 

have the right attitude to make it work. The company felt that a partner hip approach wa 

required to ucceed in the unde1taking. Employee upport did not rank very high in terms of 

critical ucce factors but nevertbele the company knew that it needed to keep the re t of it 

employee fully informed on the project progre . The feasibility tudie were generally kept 

ecret and employee were only informed once the final direction bad been determined. 

4.4.5 The Supplier Selection Process. 

Once the company bad decided on the exact activities to be out ourced, it et off to elect an 

appropriate upplier. Three potential upplier were interviewed. Fir t, a brief was prepared 

detailing the expectation of the company and tbi wa communicated to all the potential 

upplier . Wben the three potential upplier returned with their propo al , one Tibbet & 

Britten wa out tanding. They air ady bad imilar contract with Unile er Kenya and Camaud 

Metal Box based in Thika. They had an advantage over the other in that they were an 

international logi tic group pre ent in 28 countrie aero the world and were li ted in the 
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London StockE change. They bad experience in provi ion of everal rvice incJuding 

Warehou ing Management Road Tran port, Sal Order Proce ing Supplier Stock 

Management, Integrated IT Systems and even International Supply Chain. Within Kenya, 

Tibbet and Britten bad already invested over USD 5million in capital, had 26 operating ite 

with pre ence in airobi, Momba a, Dare alaam and Kampala. They al o had a ba e fleet of 

50 commercial vehicle and a further 250 ubcontracted from other tran porter . In addition 

they al o bad a ucce sful partner hip with an e tabli bed clearing and forwarding agent. 

Briti h American Tobacco selected thi upplier becau e of the flexible solution they 

pre ented and their international experience applied already to local operation . Tibbet & 

Britten T &B) al o had the reputation of managing its operating under internationally accepted 

tandards. In summary the election of the upplier wa based on the following criteria: 

• Scope of services offered in geography and breadth terms. 

• Contract logi tics experience and commitment in terms of demon trated capability, MIS, 

People and Projects done so far. 

• Proven ability to make thing better following fea ibility studie flndings and discu sion 

with nilever and CMB who atte ted to ervice level improvement a a result of u ing 

the upplier in their logi tic activitie . 

• Although the elected upplier did not have cigarette indu try experience they were 

elected nevertbele due to experience in other fast-moving-con umer-good indu try in 

general. Supplier financial trength and competitive pricing were not key for the election 

proce . Briti h American Tobacco Kenya wanted to approach the ou ourciog in a 

partner hip manner and expected full transparency on all co t and saving . 
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4.5 The actual outsourcing implementation process. 

The following tep were followed during the actual out ourcing implementation of phy ical 

logi ti activitie at Briti h American Tobacco Kenya. Core activitie of the company and 

how centrali ed phy icallogi tic wa expected to provide ynergie aero them were 

identified (Appendix 3). The actual non-core logi tic activitie that were out ourced include: 

• Green Leaf warehou ing and movement . 

• Fini bed Product warehousing and distribution and 

• Imported raw material clearing, forwarding tran port and warehousing. 

The e were implemented in three pha es, each pha e involving the different part of the 

bu ines above. The pha e were based on impact of the anticipated benefit , Leaf logj tic 

having a higher impact on cost avings and proce dysfunction. Fini bed goods distribution 

and primary upply chain were implemented later. 

4.5.1 Establishment of requirement 

Once the upplier bad been selected, Briti h American Tobacco proceeded to agree with the 

upplier on the expectation from both partie . This were detailed in a letter of intent done by 

the upplier and igned off by the company. Detailed in thi letter of intent were the agreed 

Key Performance Indicator by area of re pon ibility. The performance indicators were in two 

et . ervice performance and fmancial performance (Appendix 4). The Key Performance 

Indicator were complete with target for both upper and lower limit expected. The 

performance w to be monitored on a monthly ba i and di cu ed. Any deviation from the 

expected level of performance wa to be explained fully and measure put in place to rever e 

unde ired tren . It w agreed that the target would be revi ed continuou Jy o a to be in 

tretching. achjevable and reali tic. 
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4.5.2. Setting of the operating budget. 

After etting of the operating service and fmancial performance indicator me urem nt and 

targets were agreed the next tep was to et the operating budget for the contract. The budget 

wa created on a zero-based ba i . The entire operation wa broken down into the variou co t 

element . Both parties then igned off the initial budget number for the agreed contract. 

4.5.3 Setting Service Level Agreements 

Service level agreement were then put in place. A pecific Service Level Agreement was put 

in place to cover each different part of the contract. There was one for Leaf Logi tic , In-bound 

and Secondary Supply Chain (Appendix 5). Although this do not con titute legally binding 

document they acted as operational reference document that guided the relation hip between 

Briti h American Tobacco and T &B it provider of logistics ervices. A contract w drafted 

but was not signed immediately because both parties agreed to run the project on a trial basi 

for a period of 6-9 month before firming up the contract. It wa agreed the letter of intent and 

the Service Level Agreements would uffice to ee the project through the trial period. The 

tructure of the Service Level Agreement (SLA) i proce map of the new processes, 

documentation of clear procedure , basic ervice commitment , de ired performance monitor 

and re pon ibilitie of both partie . The SLA was complete with nece ary actions to be taken 

in ca e of failure to meet de ired level of performance. A lot of action depended on the team 

tru t. Once the parties agreed on the content of the SLA they all appended their signatw·e . 

Often, team at down to go through the SLA a group and agreed on nece sary amendment 

and igned off. 

4.5.4 Providing Capital Investments and fixing management fee 

Before the tart of Out ourcing of the non-core lo~ tic activitie it was agreed that Briti b 

American Tobacc would inject an agreed amount of capital to enable the upplier et up ba e 

and be in a po iti n t pro id the er ice. At the ·am time the cbargino method agreed 
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be~ een the upplier and the company w that of open-book. Th term impli that th 

c tamer would meet all the co t that the upplier has incurred on hi behalf. At the end of the 

period (normally one month) the cu tomers reimbur e the upplier the full operating co 

incurred well that the management fee. Both partie committed to work together o as to 

3.1 bieve year-on-year reduction in proce co t . The management fee wa agreed at 7% 

between the two partie . There were variou other charging methods brought to the table 

including fixed-unit rates and co t-plu . Briti h American Tobacco cho e the open b ok o as 

to en ure full benefit of are achieved. It was not clear to the company how much exactly wa 

going to be achieved in form of avings and therefore it did not want to fix the amount payable 

for the contract. 

4.5.5 Addressing Human Resource issues and communication 

Whenever outsourcing i implemented there are human re ource i ue such a redundancies 

that ari e. The ca e for Briti h American Tobacco was not any different. The final headcount 

reduction in the company following implementation of the Out ourcing was 56. Fortunately for 

the employee affected the new upplier offered them employment. Some did take up the 

offer while a few opted for other moves. Almo t 90% of the former employee were ab orbed 

by the upplier, either in the BAT Contract or other T&B contract only 10% were out-placed. 

All affected employee were poken to individually before official announcement were made 

regarding the outsourcing of the activitie . The pon or and project manager al o addre ed 

member of the management board prior to official announcement . All employees of the 

compan were then called into a pecial team brief where it was announced officially that the 

company was out ourcing it non-core logistic activitie . After the plan to Out ource was 

announced officially th company m ved on to con titute the implementation team . 
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4.5.6 Formation of implementation teams 

Implementation team were then et up. Thi con tituted member for both upplier and the 

company. Five implementation team were et up to enure mootb hand-over of the activitie 

and al o agree on total proce implementation, control and evaluation. Figure 2 below how 

the five teams that were et up to run the project. The Supply Chain Planning function was not 

outsourced, it remained in the hands of Briti b American Tobacco but was crucial for the other 

Jogi tic function hence the reason why it wa regarded part of the integrated logi tic 

function. Fleet con tituted a whole lot of activitie that too had little to with the non-core 

logi tic activities but for lack of a better 'home within the organi ation wa put a part of 

logi tics. Fleet ection i concerned with the management of the company total fleet. 

Figure 3: Project Sub-sections Team 

Briti h American Tobacco Kenya and it upplier T&B et up three team to continuou ly 

manage their operation in the three di tinct area covered by the contract namely· Secondary 

Logi tic Primary Logi tic and Leaf Logi tic . Table 3 below how the compo ition of the 

three team . 
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Primarv Su l Chain Team 
Planning Manager- BAT 
Production Planner - BAT 
Log1 tic Manager - BAT 

aterial Planner-BAT 
Production Manager- BAT 
1aterial Developer- BAT 
opplie Planner- T &B 

Operations Manager- T &B 
Stor Manaaer- T&B 

Leaf Logi tic Mgr - BAT 
Op ration Manager- T &B 
Leaf Store Manager- T &B 
Tran port Manager - T &B 
Leaf Growing Mgr - BAT 
Leaf Planner - BAT 
Leaf Finance Mgr- BAT 
Logi tic Manager - BAT 
Contract Manaaer- T &B 

Cu tomer ervi e Mgr - BAT 
Di tribution Manager - BAT 
Finance Manger Mtg - BAT 
Operation Manager- T &B 

tores Manager- T &B 
Demand Manger- BAT 
Trade Mtg Manager - BAT 
Export Co-ordinator- BAT 
Tran ort Mana er - T &B 

It i worth noting that the teams con i ted of employee of both companies. To en ure 

integration of the proce e , there were member who at in more than one team. 

Team board of three ub-project were put in place (Appendix 6 . The three cro functional 

teams i.e. Leaf Secondary and Primary Logi tic created derived own mi ion identified 

uppliers and cu tomer both internal and external. They then took tock of their proce es to 

determine what was working and what was broken after which they concentrated on the broken 

one with a view of fixing them. 

4.5. 7 Establishing forum for continuous improvement. 

Briti h American Tobacco provided itting pace for the T &B employees within it preiD.Ise . 

They also got computer telephone and fax facilitie . Up to now when a tranger walks into 

Briti h American Tobacco Supply Chain Office /he would not who work for BAT and who 

for T &B. Figure 3 below how the itting arrangemen in the company logi tic office 

bowing interaction of employees from both partie . In thi pool or workstation there are 

employee from T &B (Operation Manager Contract Manager, Import , Material and 

Supplier Co-ordinator . There i a repre entative of the Clearing & Forwarding (C&F) 

company in-hou e, itting with the team. T&B ubcontracted the C&F operation to it partner 

Tran ami. The other member of the celJ are BAT Logi tic and Logi tic finance and IT 

upports. 
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The team which al o had membe hip from of other BAT function ou ide Logistic met 

first on a weekly ba i and later every two week tore iew performance of the proce e . The 

agenda of the action-oriented meeting included project mile tone ' review and di cu ion on 

opportunitie for impro ement are identified. Th project implementation teams u ed 

project management technique for ucce ful out ourcing. 
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-1.6 Implementation Challenges and how they were tackled. 

Th re were everal challenge encountered during the out ourcing proce . tudy finding 

howed that Briti h American Tobacco w able tore olve all the bottleneck effectively. 

During the fea ibility studie benchmarks were lacking e pecially in the Kenyan environment. 

Outsourcing of non-core logi tic activities in Kenya wa till very new at the time, only one 

local company Unilever Kenya had outsourced a few of them. For BAT Kenya the ituation 

w aggravated by the fact that even within the Briti h American Tobacco group, there were no 

points of reference. The Kenyan operation wa the fir t to te t the waters. The company a1 o 

found itself in a unique ituation where due to the diver ity of the logi tic activitie , it was not 

easy to establi h the ba e co t . Data accuracy was lacking becau e the activitie were 

managed independently prior to out ourcing. 

To overcome th e difficultie the company finally cho e to adopt baseline co t provided and 

decided to put them to te t. It wa agreed with the new supplier that the project would be 

carried out on a trial basi for a period of 6-9 month during which period the actual costs 

wou1d be monitored and thereafter a proper budget and contract would be put in place. 

Another key challenge during the out ourcing at BAT wa that there were few vendor to pick 

from whom could do the job. De pite thi BAT went through a creening exerci e of the three 

potential vendo very eriou ly ju t as if it was performing trategic analy i . The screening 

exercise included all the component that go into a good bu ine decision; checking their 

reference evaluating the little information available on them and checking level and 

reliability of their re ourc . The company wa aware that the upplier w going to be a 

replacement for it in orne a pect and th refore had toe tabb h their ability to grow and flex 

with it need . It w eeking a upplier that it could tailor to be i partner. Di cu ion were 
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held withln BAT management to and a matrix wa created for th ntire out ourcing proce 

Tb se were u efuJ for the fmal lection of the vendor. 

R i tance to change was another major challenge that had to b managed at BAT. Employee 

pecially tho e who were performing the task that were earmarked for out ourcing were 

rei tant becau e they were not certain about their job ecurity in the new company. The 

company poke to all affected employee individually and reque ted them to apply for job 

with i new partner. There was general cepticism on the part of the company s employee 

e pecially becau e the supplier elected bad had start up problems with Unilever Kenya. 

Selling the outsourcing concept to the employees wa a key challenge. It was rather ea y for 

the management to buy-in the outsourcing concept becau e most were aware of the potential 

benefit . The CEO who acted the pon or gave the project a lot of weight and mo t 

managers bad no choice but to upport it. The project was fu t adopted on a trial ba i . Service 

improvemen , co t aving achieved during the trial period and management commitment 

towards the ucces of the project reduced the uncertaintie as ociated with the project and 

eventually en ured wide pread upport. Con tant open communication of project progre and 

cumulative aving achieved accelerated acceptance of the outsourcing project. 

Challenge uch a inventory owner hip were not ignificant becau e clear procedure were 

put in place in form of SLA. Clear mea ure of performance were aJ o put in place thu 

en uring rol andre pon ibilitie wer clear. Cro -functional team with participant from 

BAT and upplier working together en ured common objectives were in place. 
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.J.7 Beneflls Achieved. 

Th benefi reali ed by BAT from Out ourcing it non-cor logi tic a ti itie wer varied. 

Fi t among the e wa gi tic Co t Reduction. Table 4 bel w how actual co t aving in 

Kenya hilling achieved following the implementation of ou ourcing in late 199 u ing 1997 

the b eline. 

a e avmRS ac zeve Ill ~s. T, bl 4 s h. d. K h3 

Project Savings 1997 1998 1999 2000 
Inflation Rate 0% 0% 0% 0% 

Leaf Logistics Project 0 3,332,636 9,676,995 10,535,612 
Central I Fleet Admin 0 -5,378,067 -14,427,936 -11,508,657 

Customer Services 0 0 27,511,991 28,319,484 
SC Planning 0 0 2,984,829 9,864,039 

Primary Logistics Cost 0 0 210,000 -43,901 
% Project Savings 0% -1% 11% 16% 

Total Operating Cost 0 -2,045,431 25,955,879 37,166,577 

A total of K h 26rnillion was aved in 1999 repre enting 11 ~ reduction over 1997. In 1998 the 

a ing grew to Ksh 37 million or 16% a ing using 1997 baseline. The aving were 

a hieved through integration, networking and ynchroni ation of tran port of good aero the 

country which in effect meant rnaximi ing u e of truck return load . The figure above 

exclude aving from fleet operating co t that were around USD !million in 1999 again ba ed 

on 1997 actual co t . At the launch of the project, the company had anticipated and annual 

a ing of SD 2 million per year. Though thi target w not met, the aving achieved 

· ted the company achieve profit during a time when revenue were dwindling. 

econdly BAT Kenya w able to fo u on it core bu ine e following out ourcing of non-

core logi tic activitie . The company' buyer , trade team and leaf growing manager aid 

about 40 ~ of thei r rime pre iou ly p nt on performing logi tic activitie are now utili ed to 

perform their real job . Although thi claim i, difficult to ju tify there earch bowed that the 
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mpany h achie ed otb r avmg and objecti e a a re ult of the manager pending more 

time in other alue-adding activitie . 

Third was improved management of working capital. Experti e input in area uch a lead-time 

reduction and increased velocitie aero the upply chain w effective in management of 

working capital. The table below how the movement in the company' Fini bed Good and 

Wrapping Materials tock balance in Ksh. million. 

Table 5: Impact of outsourcinl! on workinJ? cavita 
1997 1998 1999 2000 

Fini bed Goods 390 278 262 149 

% Reduction V 1997 0 29% 33% 62% 

Wrapping Material 378 300 150 -80 

% Reduction V 1997 0 21% 60% 121% 

The aving in working capital investment are very significant. On the wrapping material , 

working capital avings were achieved via buffer tock reduction as well a a new initiative to 

achie e longer credit period with upplier of primary material . Without in put from the 

logi tic ervice upplier, it would have been difficult to achieve the e good re uJts. Last but 

not least was improvement in ervice delivery. Customer deJivery on-time-in-full improved to 

100% in year 2 00 compared to performance level of 50-60% in 1997. Thi wa achieved due 

to acce of the world cla capability of the logi tic ervice partner who more flexibility in 

the di tribution operation thu improving cu tomer ervice level. Improvement of management 

information y terns aero the uppJy chain al o en ured cu tomer ervice level , internal and 

external, went up drastically. Additionally, BAT wa able to ynchroni e it inbound and 

outbound marketing logi tic activitie and w thu able to provide good cu tomer ervice. 

4 urce: BAT Kenya internal d umenl 

- - 43 



CHAPTERS 

CONCLUSIONS AND RECOMMENDATIONS 

5.1 ummary of study results and discussions 

Outsourcing of the non-core logi tic activitie at BAT Kenya was triggered by the need to 

eliminate duplication of role effort and the dy function exi ting at the time. The need to have 

in place clarity of proce and re-aligning the logi tic function was the other overriding 

trigger. Thirdly logistic operating co t reduction and improved working capital management 

were anticipated. Fourthly, BAT Kenya took the outsourcing opportunity o a to enable it 

focus on i core bu ine . Finally, outsourcing was con idered the right trategy to achieve 

bener cu tomer ervice delivery. 

In order to gain benefit in out ourcing, the BAT Kenya first pinpointed the proce e that 

were really core to it bu ine . It determined where it needed to inve tits money and those 

proce tayed in-bou e. The next tep wa to determine what was broken and what was 

working. It concentrated on the broken proce fir t. It looked at proce e where an 

out ourcing provider could bring most leverage in area like expert proce owner hip, be t 

practice and cale. BAT Kenya was ucce fuJ in out ourcing it non-core logi tic activities 

becau : 

• Pricing and ervice level e tablished at the tart of the contract contained meaningful 

mechani m for continuou improvement. Tran parency in co ts, operation and margin 

helped to manage the out ourcing relation hip. 

• When BAT w plannjng to out ource it ought a upplier with cultures imilar to it own. 

In addition to the compatibl culture the two partie aJ o en ured there are no 

fundamental differenc in their goal and objectjve . Although thee were and are 

frequently difficult t harmonise the partner hip approach towards the relation hip helped. 
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• The out our ing contract was flexible on key umption regarding tecbnologie bu ine 

condition per onnel and other reJe ant i u otherwi e on or both partie would have 

tended to become di ati fied. Due to the dynamic nature of the bu ine environment 

today, the e as umption change a lot. However detailed the contract or favourable the 

terms the contract cannot anticipate the change in an evolving environment. Thi 

phenomenon avoided either of the party becoming di enchanted with the relation hip. A 

continuou improvement spirit was incorporated throughout the proce . 

• BAT did not underestimate the time and attention required for managing the out ourcing 

relation hip. It did not hand over management re pon ibility to the upplier. It was not an 

abdication either· it delegated re pon ibility and accountability to the upplier. Thi way, 

the upplier did not operate in a priority vacuum and ervice level improved because the 

upplier' agenda was in ync with the buyer' bu ine objective . 

• BAT en ured management over igbt did not lack by en uring the team that negotiated the 

contract tayed engaged in the contract management. A new team that may or may not 

under tand the contract' intention was not given re pan ibility for managing the 

relation hip. 

• Employee that under toad the pre-au ourced environment had been tran ferred to the 

upplier' team. Although tlti could have cau ed di ruption in continuity it did not have 

ignificant adver e effect on the out ourcing relation hip becau e the team leader of the 

relation hip from both the upplier and the buyer were both new. 

• BAT Kenya' CEO played a central role in the out ourcing project acting as the project 

ponsor. Management commitment wa guaranteed throughout the proce . The project 

wa top-down driven. For a project of thi trategic magnitude tbi was the only way it 

could have worked. It was a major de iation from the way the company ran its activities 

before. The human re ource i ue that aro e were peedily re olved in an amicable 

manner. Tbi way re i tance from the affected employee were fore talled. 
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• U e of tool u b ervice le el agr ment and performanc da hboard accelerated the 

a hievement of the anticipated b oefit . Team approach during implementation wa very 

effective especially ~ ith the application f pro en project management technique . The 

alue brought by the cro -functional team that included member from the out ourcer' 

ide cannot be overempha i ed. The T&B team was fully integrated into BAT Kenya' 

upply chain. Be ide the e the team wa empowered to track the contract' operational 

performance revise the target regularly and agree own mile tone . 

The challenge encountered included lack of benchmark . To overcome thi , BAT Kenya 

decided to adapt rough baseline co t and monitor performance against them. A zero-ba ed 

budget was then agreed with the upplier. Although there were few vendor who could provide 

the ervice BAT Kenya was eeldng it carried out a thorough cr ening exerci e eventually 

picking a compromise candidate. The upplier selected wa one that was flexible enough to be 

tailored to the company requirements. 

After all wa aid and done BAT Kenya cooped good benefit from the out ourcing project. 

The e included: 

• About 20% logistic operating co aving was achieved within three year . 

• Up to 40% of employees time previou ly pent on logi tic activities was freed. These 

employee could therefore u e the extra time to focu on other activitie critical to the 

bu ine . The busine a a whole wa a1 o able to focu on own competencie . 

• Wrapping material and firu bed good inventorie were reduced by 121% and 62% 

re pecti ely. 

• Cu tomer ervice delivery impro ed to 100% from 60% in l than three year . 
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5.2 Conclusions 

In general BAT appear to ha ucce fully implemented the out ourcing project becau e of 

tb open and tran parent manner in which it carried out tbe proce . 

• The outsourcing evaluation and deci ion proce wa on the CEO' li t of top prioritie . 

enior management took the lead in the entire proce -from identifying the objective for 

ou ourcing to e tablishing a ound structure for ongoing management of the relation hip. 

The deci ion to outsource wa a major organi ational decision and ultimately the enior 

manager re pon ibility. 

• Supplier election criteria mu t be tabli bed and very clear from the onset. BAT ought a 

upplier with international kill broad cu tomer/ upplier base willing to 

flexible/cu tomi ed olution. Tbis accelerated the ucces rate, improved buy-in and 

removed burden of proof on the part of the upplier. Contract term must be ju t right. 

• Outsourcing worked in BAT becau e the company had demon trated a culture of 

tran parency and openne throughout the proce . 

All di cu ion with the potential upplier were held very openly and the attitude taken 

was that of two equal , it wa a clear partnership approach. The attitude was delegation, not 

abdication. Tbe other important aspect for the ucce s wa the fact that the timing was juts 

right The company had been through a bu ine proces re-engineering and a culture­

change program. It bad emerged into a learning organi ation according to tudy findings. 

• It is important to put clear proce e and measure of performance in place for the 

out ourcing relation hip to work. The SLA and lcey perlormance indicator worked very 

well for BAT. Incorporating continuou improvement to the whole proce is crucial. 

When performance targe are rai ed are achieved continuou Jy it i time to rai e the bar. 

There hould be no limit to improvement. Commllnication all-round in regard of the 

contract en ure that all partie are informed of all the development · there should be no 

interruption to n w of n eded information. 
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• In ol ement of band -on in out ourcing implementation i of great value. The fr nt-Jine 

team mu t b fully empowered to take deci ion regarding the contract. Refer nee bould 

only be made ro the top management team if a major deviation from trategy i anticipated. 

5.3 Recommendations 

• To avoid problems buyer need to be very careful in identifying the exact cope and 

de cription of ervice and include are pon ibility matrix and glo ary of term in an 

ou ourcing contract. Thi way clarity of proce and respon ibility become very clear. 

Tbi worked for BAT. 

• Becau e bu ine condition change, ongoing challenges and negotiation are part of an 

outsourcing relationship and both parties need to develop an attitude of give and take and 

finding the middle ground. 

• The upplier flexibility and willingne to go beyond the printed type on the contract 

pages will help the partie find a middle ground io negotiation . 

5.4 Limitations of the study and how they affect the conclusions 

By de ign thi tudy wa intended to document the experience , challenges and benefit of 

out ourcing at BAT. It was quite a big ta k for the executives to recollect the detail of what 

actually trao pired, although thi happened only three year ago. Thi is a reflection of the 

peed the environment has been changing in the recent past. If orne crucial information 

pertinent to the tudy was mi ed out, the other reason i becau e the manager working in 

B T change rol too often. On average manager hold a po ition for only 12 month . Of 

cour e a change of role come with new challenge and the per on ery easily forget the 

detail of th previou job held. It i believed proper documentation of major trategic 

undertaking like tb i one would add value in term of en uring rni ' takes are not repeated and 

be. t practice i maintained. 
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5. uggestions for further research. 

The proliferation of out ourcing in BAT and aero K nya i a ph nomenal aero type of 

ti itie , aero indu trie and at e ery level of the organi ation. Each year bring more 

ti ity than th year before. It truly i a fundamental re-thinJcing of organi ation tructur and 

of bow companie create value. Out ourcing continue to be the mo t dynamic trend within 

b ine today. Outsourcing i certainly reaching maturity tage in the country. East African 

Breweri the major player in beer indu try has out ourced part of it logi tic and upply 

chain acti itie recently. It would be intere ting toe tabli hit xperience and tho e of other 

organi ation who have out ourced to check if they utili ed BAT learning . The future of 

ou ourcing indu try will focu more on trategic alliance kind of arrangemen far more 

advanced in terms of out ourcer-cu tomer relation hip. 

In particular the direction i to move to the next level for value creation. Within the context of 

thi explo ion in outsourcing agreemen the fu t major ob tacle i how to take out ourcing to 

the next plateau in the value propo ition client eek from outsourcing relation hip . 

Companie are increa ingly aware of the dang r of viewing ou ourcing a a hort-term co t 

reduction tactic and incre ingly eek out ourcing arrangement which can improve their as et 

utili ation ervice level cu tomer ati faction and incre e revenue . A companie try to 

move toward thi new plateau they have to change the way they think about creating and 

managinu the e new relation hip . The a1 o need to recogni e that they will have to do a 

better job of communicating the e value at all level within their organi ation . The providers 

have begun trying to communicate a broader alue propo ition. The i ue i more lowne on 

the part of cu tomer to truly recogni that they need to focu on value. 
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ew managem m kill are required to move ou ourcing Lo the n xt level. Th per pe ti e 

from rop management on the value-added partner hip that can create value in ut ourcing 

ould alway be hared by the people who are as igned there ponsibility for managing the 

ou ·ourced function and who deal with the upplier-partner on a daily ba i . Leader hip kill 

ociated with ucces ful management of the e new out ourcing relation hip are o different 

from traditional management kill that re-training these manager i mandatory. 

A true focu on cu torner atisfaction is on the offrng. Technical ervice parameters alone will 

not u tain the relation hip between two organisations on an on-going b i . The character of 

the relation hip and its ability to be flexible, innovati e, and con i tent with expectation are 

kc . That requires a new awareness of the importance of having a common language and 

common yard ticks for under tanding, measuring, and communicating cu tomer value. Two 

critical elements within cu tomer sati faction are fir t the individual or group that et up the 

reJationship and the second the actual end u er of the services. 
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Questionnaire 

To be answered by Supply Chain Manager at Briti h American Tobacco 

Kenya. 

Section]: Per onal Details 

l. Po ition in the Company ... ... ................ . ... ................. ................. . .... . .. . 

2. State year of experience in the company: ....... ........................ .. . 

Section 2: Triggers and planned benefits to outsourcing of non-core 

logistics activities 

1. List the trigger to out ourcing of non-core logistic activitie and rank them in 

order of importance. 

( i) 

ii) 

iii ) 

iv) 

v) 

vi) 

(vii) 

2. How ignificant were the factor li ted below in triggering the out ow·cing carried 

out? Rank the factor in ord r of ignifi.cance from 1-9 1 being lea t ignjficant and 

9 b ing m t ign ificant. 

( i ) lncrea d comp tition 



( ii ) 

( iii ) 

( iv) 

( v 

( vi) 

( vii) 

( iix) 

( ix) 

More demanding market place 

Ju t-in-time production Jine 

High Ser ice Level expectations by cu tamer 

Long upply line ( upplier lead tim 

Co t cutting need 

A et ba e reduction requirement 

Labour force reduction need . 

eed to enhance logi tic MIS 

3. What benefits were anticipated to come with out ourcing of non-core logi tic 

activitie ? 

i) 

( ii) 

( iii ) 

( iv ) 

( v) 

( vi) 

( vii) 

4. How did the organi ation regard the importance of the following trategic benefit 

a ociated with out ourcing? Rank the factor in order of importance from 1-5 1 

being least imp rtant and 5 bejng mo t important. 

11 

( iii ) 

Enable the organi ation to focu on core bu ine 

Gateway Lo world cl capability of prutner 

Achiev m nt f re-engineering ac eleration 

In e tment ri. k r du tion 
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{ v R le e f re ource for otb r cau e 

Se tion 3: Implementation in various phase 

Se rion 3a Exploratory Phase 

1. Who was responsible for thefea ibility tudies? 

(a) External Consultant (b) Internal Consultant (c) Potential supplier? 

2. What feasibility studies were carried out and what was the outcom.e? 

(a) Best practice in Kenya (b) Best Practice in group (c) Other best Practice 

3. Wa rhere a sponsor for the projecc? 

(a) From department (b) From another department (c) From group 

4. What factors were seen as critical for the success of the project? 

(a) Supplier credibility (b) Management commitment (c) Employee support 

How would success be mea ured? Was this agreed? 

(a) Operational Ke Performance Indicators, KPT (b) Strategic KPI 

6. Were various potential suppliers considered? How many? 

7. Were other members of the management involved at this stage? 

8. Were employees involved during the feasibility tudies? 

Section 3b Supplier Selection and communication 

1. What business activitie were actuall out ourced? 14'hy? 

Contract trucking 

Contract warehousing 

Integrated contracr trucking/warehousing 

Channel management out ourcing 

Perfonnance-based ontracting 
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2. What criteria were u ed to select the upplier? 

(a) S ope of servi e offered (geography and breadth) 

(b) Contract logi tic experience (capability, MJS, People, Projects done) 

(c) lndu try experience 

(d) Proven ability to make thing better (fea ibility ·tudies, service level ) 

(e) Supplier financial strength and cornmitment to contract logistic 

(f) Competitive pricing 

3. What terms were agreed with the supplier? Why? Benefits to the company? 

4. Who was involved in this decision? 

5. How and in what forum was this decision communicated to the rest of 

management? 

6. How and in what forum was thi decision communicated to the rest of the 

employees? 

7. Did this out ourcing decision re ult in any job losse ? If o how was it managed? 

8. Where other assets of the company affected by this deci ion? What happened? 

Se tion 3c Actual Implementation 

1. Was the implementation carried out in apha ed approach? Why? What were the 

phase ? 

2. Did the processes and procedures change with the new ·upplier's entty? What 

changes actually happened? Please provide proce s map before and after. 

3. Was a contract igned? What period of time wa it for? Exit clause? 

-1. Where sen'i e level agreements igned? 

5. \Vhere ke petformcmce indicator agreed beforehand? What 1- ere tlze ? 
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6. What arran ement Here agreed to achieve ood comnumi arion flow between the 

ompan and the new supplier? 

7. Did the new upplier bring in own employees? 

Se rion 4: Implementation Challenge and how the were tackled. 

1. What were the major challenge faced in each of the following stages of the 

project? 

Feasibility studies 

Supplier Selection 

Starting up 

First few months of operation 

2. How were the e challenges overcome? 

Uncertainty related to outsourcing 

Buy-in from other functions 

Management buy-in 

Ownership on inventory 

Benchmarking the costs and ervice Level 

3. How significantly did the following factors help to overcome the challenges? 

Credible ponsor willing to convert opportunity to implemented reality 

C01porate culture for innovation and change 

Reward/motivation 

Ability to benchmark current cost estimated and actual future cost stems 

Section 5: Benefits Achieved 

1. List hart-term benefits achieved (within3 months) 

Li L mid-tenn benefits achieved (within 24 months) 
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3. List long-term benefits achieved (after 24 month ) 

-1. Rank hol ignificam the following benefit ~ ere to your organisation. 

Reduced fran portation costs 

Reduced material handling and storage costs 

Inventory Levels reduction 

Improved channel responsiveness 

Improved channel control 

- - 57 



Appendix 2 

BAT Sales Trends 

- - 58 



British merican Toba co Sales Volumes Trends' 

7000 

6000 

5000 

~ 4000 
u 
:;: 
VI 
c 
g 
~ 3000 

2000 

1000 

0 

~ 

~-

-

1996 

K •nya Financial Stat ment 

--

1997 

- --

_...: 

.. 
~ 

1998 1999 2000 

l-+-BAT --Others l 



APPENDIX3 

THE BAT SUPPLY CHAIN MODELS 

61 



~~~~~~"~S~u~p~p~h~C~h~a;i~n~At~o~d~e;l~-~C:zgg~a~r§e~U~e~B~u~s~z~·n:e~s;" t1 
Manufacturing 

Secondary l 

Forecast 

Marketing 
Policies 

_ _J 

~---~ ·~~ Production 

Primary 
Production 



Export 
Usage 

Local 

~sag~_j 

Domestic r 
Forecast . 

Export 
Forecast 

Leaf 
Farmers 



APPENDIX4 

KEY PERFORMANCE INDICATORS 

65 



y Pcrforntan Indica tor-s=] 

Section Monitor Description Who Min Msx 

OTIF Delfverv % Delivered on time, fn lull to policy T&B 95% IOOo/o 

On Time Deliveries % Dellvories on lime to oollcy T&B 96% 100% 
In Full Deliveries % Deliveries fn full to order T&B 98% 100% 

jFieet Availabiliti: I o/o of days fleet available lor work T&B 90% 100% 

co % Distribution Journeys Subcontracted % loumevs subcontracted out T&B 0% 10% 
~ Damaged Cartons Number of damaqed cartons T&B 0 1 

Short PackinQ Incidents Number ol short-packing Incidents T&B 0 0.5 

~ Payment Collection Number of failures to receive correct payment T&B 0 2 

·~ T&B Cost v Budaet T&B SecondaiV Loolstics cost v budget T&B 0% 100% 
Q) 

T&B Cost v Baseline T&B Secondary Logistics cost v baseline T&B en .... 
ESR Stock Out Davs SKUs x Number of davs of stock outs Log 0 1 m 

E Distributor Stock Out Davs Distributor stock outs due to Logistics Loa 0 0.3 0 
(ij Total Cost v Budqet Secondarv Loaistics cost v budget Log 0% 100% 
::I 

(.) Total Cost v Baseline Total Secondary Logistics cost v baseline Log 

(ii 1 month sales forecast av. accuracy Actual sales v 1 month forecast Mktg 95% 105% 
E 1 month sales forecast - worst brand Actual sates v 1 month forecast- Worst SKU 
0 

Mktg 85% 115% 
(ij 3 month sales forecast av. accuracy Actual sales v 3 month forecast Mktg 95% 105% 
::I 
() 3 month sales forecast - worst brand Actual sales v 3 month forecast - Worst SKU Mktg 85% 115% 
«l Orders recelot on time % ol orders placed on time by Distributor Mktg 90% 100% 
E 
Q) Order alterations % of orders altered each week Mktg 0% 5% 
.£ Orders Received OTIF %Orders OTIF to policy, no alterations Mktg 90% 100% 

Fixed Time Fence Changes Plan changes within 1 week time-fence Log 0 0.4 
en 4 Week MPS Chanqes (Total) Plan chanQes within 4 weeks time-fence Log 0 5 
.!:! 8 Week MPS Chanoes ITotall Plan chanaes within 8 weeks time-fence L_og iii 0 10 

Ol '6> T&B Non-Stock Costs c T&B costs exc. Stock costs T&B 0% 100% ·c: 0 
c ..J Total Planninq Costs v Budoet Total costs v budQet Log 0% 100% 
Ill 

Total Planning Costs v Baseline 0:: Total costs v baseline Log 
c Av. Weeklv Schedule Attainment Average weekly production v plan performance Mig 98% 102% 'iii 
.c. Worst SKU Weeklv Schedule Attainment Averaae weeklv oroduclion v plan performance Mfg 95% 105% 
() 
>. Av. Monthly S&OP Attainment Averaae monthly production v plan performance Mfg 98% 102% 
a. WMS Wastaoe Average % WMS wastage by value Mfg 0% 3.0"k a. 
::I Leaf Wastaoe Average % Leal wastage by value Mig 0% 4.5% en 

Total Qualitv Reiects Total number of quality rejects Proc 0 1.5 
Incoming Quality Rejects Number of quality rejects at IQC Proc 0 1.0 
Factory Quality Rejects Number of quality rejects at factory Proc 0 1.0 
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Key P rformance Indicators 

Soctlo n M o nllor D ••criR lion W ho Min .... 
FG Inventory Accuracy ifilt ao:~urac,y ot FG tnvanto!_Y_ Log '00% I 00% 

w M S Inventory Accuracy '1t.! acO~,jr'ICY ol W M 8 tnvtniO!Y T&B '00" '00% 

Leaf Inventory Accuraov ~ OO,UtAOY o f l.OAIInvtntory Loo I 00 ... I 00% 

FG D uratlons D avs Avtuoe dava ot FG dur•tlon ,,.. days Loa I 2 .0 16 .0 

FG Ouractlons v aluo Total valiJt or FO log 
FG SKU < 5 d 8 YS Number ot daY• ttnv S-KU< S days dun lion Log 0 I 

~ I'! WMS Dura tions On Site (Day s W MS dun tiona ott tilt In d1y1 Loo 220 28 D 

S! ]l W MS Durations Total W M S dura lions DR alta • on route Loo 55 0 70 0 
c: 

W MS SKU S<halt DOIICV Number ol dey a any SKU < 112 largtl Loo "' g> 
~ ...... W MS Stock Out Davs W M S SKU• x_!l_um bar ol days of stoo~ ouls Log 

% W M S Val u e> 3m o n ths o ld % ol stock older Hun 3m oo1hs loo 0% I 5,. 

w MS A veraae Paymen t Days Avoraae 6U~DIIer p ayment credi t deys Log 4 5 .D 00 .o 

WMS Not W CF\ Days Ne1 daYs of stock In chain I too~- cr•dlt Log_ I 2 0 ·3D D 

W M S D uratlon Value fot•l value ot W M S loo 
Totl\1 W orkin Caolta l v Budge t TotaiW orkln_g_ C~_p_ltel v Budo61 Log D% 1 oo-c. 
Total W orklng C a pilot v Ba&ellne TotaJWorldno Caoita1v 8ate11nt Log 

S 3 Period E rt d Number of days to olou monlh'a OS3 loo 0 .D I 6 

i MAP A uns Number ol MAP rtv 1ew• during month Loo 4 .0 6 .o 

E BOM Accuracy .. aoou,.cv ol BOM Loo 99% I 00,. .. ~ Exoedlate Messaaes > I 5 daYS "' orMAP oxped iate message& loo 0 0% 5 D% 
"' .. 

J Problem E xp ed la te Messages % Expedlate MessoAt · Not 'planned" Log 0 .0% 5 .0% 
~ 
~ Delay M essaaes > 15 devs .,. oiMRP delay mauages Log 0 .0% 5 .011. 

ll. P rot>lem Delav M essaaes ,.. 0 tiiV M OIISIQtf • Not 'pIan ned ' Loo 0.0% 5 .0% 
a; 

Loo 0 .0'1' 2 0% 2' oaneel .. ol M RP canoe I m OIIAODt 

Raise Late> 6 days "' of MAP r111o lt~te m•••agea Log o .o ... 2 .0% 

Avaraaa W MS Clearlno D-aYs Sea I La n a Averaoo numbtr ol days to clea r aeafr6fght T&B o .o aD 

Averaoe w MS Claarlno Dnvs A lr .Avet"Oae number ol devs. to clear alrfterahl T&.e O.D • 0 

i % W M S C lea red 0 n T lm e % oiWMS cleared OTIF T & 9 000$ 100% 

Q) 
Bond C lea renee Average days to C. lttr hom Bond T&B 0 .o • . o 

if "" Average non · W MS Clearing Days S I L A.ve1agt (IUmbtr of d'1y1 to c1,.,t. r sea freight T&B 0 0 e .o 
c: 1-

Averaoe non·W M S Clearina Davs Air Averaae num btr of dAys to cleu alrfrejotH T&B 0 . 0 4 .0 "' ::0 % Non· w M S C 1e are d 0 n T lm e % of non · W MS c~ear•d Of IF T&B V04!'\ 100" c 
W MS Demurrage V61ue ol w MS demuuao• T&B 0 

ll. 
Non-WMS Demurrage Value of non·W M S dom t,~trage T&B 

LO!l . 10 F Precessing T rm e Number o l dtya to pfOCill IOF Log o.o 3 .D 

"' OTIF Paym ani Local " loctl aupplier oa 1d on time end In luU loa 9010 I OD'IIo 
~ 

fj OTIF Pavm enllnternallonal " lntorntlfona l aupplltll pafd OTIF Loa 00% 100% 
~ .., OTIF Delivery Local ,. dtUverl•• OTIF hom LoctiSupplltra log OD'!l I DQ% 
~ 

~ l 
OTIF Delivery International ,. dellver fes OTtF from lntern.tlone iSuppll•ta loo g o-w. I DO.,. 
% Local Su Hers wllh SL A " l~c•lauppllers with SLAbY vahu Loa .. ,. I 00~ 

% Interna tional Suppliers with SLA "" lntern&llllonalauppllere wllh SLAby VI lUI Lo o 9D% 1 00" 

«! C&F v Vol A d B ueloet Coli ol C&F v volum • ad uattd budget HB 0% I DO% 
-~ Inbound Loolstics v V o l A d Budoet Cost of PoJt lo FactOfV Loo ts tie s v voled budoo l T&B 011. I 00% 

"' Inbound Freight v V ol. A d. B udge t Coat of 6 upplltt to Port T&B O'!Ci I 00'!1 c u: Ill W M S stores M an a a em en t Cott of oputtlno tlorts v bt.ldg•t T&B D% I DD,_ 
~ ~ A elm lnls t ra t lon Cos t s v Bud get Othtr cos ts v budget T&B Ole. I 00'< 
(..) 

T&B Total Cost v Budget Total T&B tala led coal v budget T&B 0% I 00 ... 

~ T & B T o ta I C o s I v V o I A d Base lin e TotciTaB relalldcoatvvolumaad OOS1 T&B 
il! T & B T 0 ta I C OS t V V o l A d Budget Totti T & B relot•d colt Y volod l baaallnt T&B D% IOO'!l 

67 



APPENDIX5 

SERVICE LEVEL AGREEMENTS 

68 



rvice Level 

Ser.·il-e LeYel Agreement Ref. No: SLA T&IWlU\1.\RYI 

raft: T&B Primmy Operations Budget 

ument over the budg t for the T&B Primary Logi ti 
for Briti h American Tobacco Kenya. 

pl m nt, tracking and ~ llow-up Documentation, 
· g and Fon arding activitie in Momba a tran port from 

10mb to J airobi and Leaf I WM tore ar covered by thi 

~rn nt 

-Primary Supply hain 

BRITISH AMERICAN 
TOBACCO 

Process ~otes (Supporting notes for the procedure showing key areas of responsibility) 

• proc e covered by tb budget in thi agreement are: 

• Ord r pla ement tracking and follow-up with agreed upplier 

• Jearing documentation pr ce ing 
• Mombasa Clearing for incoming WMS 
• Tran portation from Mombasa to airobi 

• torage of WM and Leaf in airobi 

u9 



T&B Operations 
Manager 

- Charged to •central 

-Charged to 

with Distribution 
ISC Controller "Central 

Overheads" 

Security (2) Casuals (5) 
1 

-- ____ L_ ---- _· 

F dt ]ed ti a1 • • • • • 1 £ t th d t LA 
Ba.-;ic Service Commitments · · 

n7mt Expected Service Who Action in case of failure 
Cost Actual cost I unit witb.i.n T &B . t ts 

Full explanation of failures and action plan to correct the 
h t fall 

Key Pe1jormance Indicators (KP/s) 
What Who Target Perf. Monitoring Who Freq. 

Technique 
OJ l I Container Clearing T&B 6,000 Ksh/ Cost I Container T&B Monthly 

Container 
Cot /Container Forwarding T&B 4 700 Ksb I Cost I Container T&B Monthly 

Container 
Transport Cost I Container T&B 42,000 Ksh I Cost I Container T&B Monthly 

Container 
WU Wages Costs T&B Within Budget Actual v Budget T&B Monthly 
C&F Wages Costs T&B Within Budget Actual v Budget T&B Monthly 
Dei11Umlge Costs T&B < OIJl of 1998 Actual v Target T&B Monthly 
Furkli[l Truck Operating Costs T&B < 80% of 1998 Actual v Target T&B Mont.hty 



Paymelll Details (If Applicable) 

udget ummnry: 

rror! ot a aHd link. 

Budget tails: Clearing & Forwarding Co t & Trau portio airobi 

Error. ot a alid link. 

BudgeJ Details: Wages 

Error! ot a valid link. 

' n-Budget C&F Operating Co t (To be monitored as a KPI) 
Demurrage: 80% of 1998 b eline 
Forie Lift Truck Op rating Co t : 0% of 199 b eline 

Other Costs 

NA 

Re1·iew Process /'" 

Monthly T&B I BAT Logistics Review Meeting 

Other Comments 

• Refer to SLAT &BPAY for detailed systems as to how payment will be made. 
• T&B documentation and invoices to clearly separate Agency costs, Govemmem set co ts, ad Demurrage 

cost 

Agreed By 
On Bella~{ O.ff Who Date Signature 
BAT- Logistics 
T&B 
BAI- Finance 



L I t L afL . f • • - -
Service Level Ref. No: SL,\LEAFI 

Agreement 
Title: Eastem Africa Leaf Tmnsport Operations 

ope: 

urn nr over movement of leaf from leaf 
torag centre in th fi ld to d li ery in central LPP 
ore . 

8RlT1SH AMERICAN 
TOBACCO 
Eastern Africa 

Leaf Activities 

T &B Activities 

Process l\'otes (Supporting notes for the procedure showing key ltreas of responsibility) 

Scope Of Re ponsibilities 

• BAT Leaf manage th buying, baling and torage proce up to local field tore. which are 
reachable by nonnal truck . 

• BAT Leaf provide weekly update of t ck volume and pr dieted baling volume over the 
next week . 

• T&B arrange truck to deliver :tock from the tore to tb central LPP tore , whil ten uring 
that tock at all field tore: 'tay within ae,re d tock olume . 

• All ehicle mu l achieve B T quality tandard a utlin don the T&B Vehicle In p ction 
beet- th e an b either op n-body or containeri ·ed). BAT de patch p r onnel will verify 

the Landard fall hicl b fore loading. 
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L ] t L afL . ti I I 

- -
Service Level Ref. No: SLALEAFI 

Agreement 
Title: East em Africa Leaf Transport Operations 
cope: 

Th. d ument co er movement of leaf from J f 
wrag entre in the fi ld to delivery inc ntral LPP 
£Ore . 

BRITISH AMERICAN 
TOBACCO 
Eastern Africa 

Leaf Activities 

T&B Activities 

Process Notes (Supporting twtes for the procedure showing l£ey areas of responsibility) 

Scope Of Responsibilities 

• BAT Leaf manage the buying baling and torage proce up to local field tor which ar 
reachable by normal true . 

• BAT Leaf provide w ekly update of tock volume and pr dieted baling volume over the 
next 3 week . 

• T&B arrange truck t d Liver tock from th tore to the central LPP tore whil ten ·uring 
that tock at aJJ field teres tay witbjo agr d. tock olume . 

• AJJ vehicle mu t achiev B T quality tandard (a, utlined on the T&B Vehicle ln p ction 
Sheet-th e an b either op n-b dy or containeri. ed). BAT de patch p ronnel will verify 
the tandard of all eh.i le b fore loading. 
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Sul1-Process I Notes (If Applicable) 

11 tm nant that all Di tributor h uld li II w the tandard Marketing P lici . Ho\i e cr it i 
h..-dg J that occ iooall Di tribut r · \ ill b una I to foil " p licy ~ r a hon peri f time. 

Di tributor Recovery Tracking Farmal 

Logi u will tra k all r ov ry plan u ing the foil wing format: 

Region Problem H 
olve? 

rig. Weekl Comment 
When? 

Additional Costs 

The a I.S of'· pecial" co ts for upporting non-conforming Di tributor will be follow : 

• otified pecial requirements covered by an action plan: II co t covered by Logi tic , but rep rtcd to 
Marketing for information and accountability. 

pecial requirem nt not planned, or pa cd the agreed recovery date: All co recovered from the 
Distributor by 1arketing (internal reallocation from Logi tic to Marketing). 

Basic Service Commitmcms 
What Expected Who Action in case of failure 

Service 
Ordering Placement 
Time 
Order Accuracy 

Distribu!Wn Plan 

Vi trihutwn Plan 

OP Data Entry 

Jnvuice 

Paymellt Receipt 

Unloadin Time 

Payrnentforwardedto 
.'tfarketing ccount 
(apart /rom dejiJie 
distributors for local 

lOam on agreed day 
of the week 
Order placed for 
each KU a per 
policy 
Match di tributor 
requirement wh n 
economical 

Completed by 3pm 
on day ord rs 
received 
Completed b for 
then xt working 
day aft r the order 
placed 
Printed and pa ed 
to T&B by 8.30am 
on the planned day 
of d patch 
Unlc th 
Di tributor i using 
the "Direct Debit" 
payment y tern , a 
valid payment 
method will 
received by T&B 
b fore d livery 
mad. 
Within 60 min · of 
arrival at the 
Di tributor 

Di tributor 
(Mkting) 
Di tributor 
(Mkling) 

T&B 

T&B 

Logi tics 

Logistic 

T&B 

Di tributor 
(Mkting) 

Within 2 h ur of T&B 
tb delivery vehicl 
returning 1 airobi 
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Failure recorded and reported to th 
Marketing Regional Manager for action 
All failure recorded and reported to 
Marketing Regional Manager 

Adju t loading to best meet Marketing 
and Logi tic requirement , and clearly 
communicat reason to Marketing on 
th order confirmation 
Failure recorded, with root cau e and 
plan completed ASAP 

Failure notified to the Cu to mer 
Service Manager for review and 
completed A AP 

Failure notified to the Cu om r 
ervice Manager for revi w and action. 

Invoice prepared A AP. 

Th di tributor will have paym nt 
available within 60 min of the 
vehlcle' arrival (as long a the vehicle 
i not early), if not, the driver will 
n tify T&B Nairobi and Leave 
WITHOUT d livering the tock. 

Failure recorded and n tified to lhc 
Marketing Regional Manager · 

Failure noli fi d to MarkeLing Ace un · 
and ust m r rvice Manag r. ull 
e planati n given by T&B. Paym 
~ rward d P. 



nni hrl_ Leaf Logistic Proce s Meeting 

Other Comments 
• Rtjer to SLA T&BLEAF for de wiled on operational budgets 
• Stock level allowances b ' location are greed in writing with local field IIUlflag ment (see auached draft form) 
• 11 i platmed forT &8 to take over stock management at the Leaf Field Store in the ftrlur 

.4greed By 
On Belwl O,fj Who Date Signature 

B4 T - Logistics 

B.4T -Leaf 

T.B 
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Leaf Field Stock Weekly Update 
(To be sent every Monday before 12pm, with the week end status) 

To: T&B Nairobi (Fax: 02-541005 or Lotus Notes to Branco in Na1 

Location:l 
Baled Ca ..... pa-c-it_y_: ,------4 
Forecast Mon Tues Wed 
Buy (MT) 

Baled (MT) 

Comments 

Prepared By: 

Present Loose Stock (MT) : c=J 
Present Baled Stock (MT) : c=J 

Thurs Fri Sat Sun Wk2 Wk3 
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~n·ice Lewl Agreement Ref. No: SLADIST/2 

Tit/~: Distribution o.f Domestic Finished Goods 
c 'J}t: 

Thi d urn nl o 
pia ing an order t 

fr m i tributor 
ry and paym nl. 

larketing policie ar clearl tat d. In c fa 
o· tributor b ing unabl to foiJow p licy procedure 
are d urn nt d for non-e nformance. 

RITISH AMERICAN 
TOBACCO 

Distributor I Marketing I_&B Logistics Marketing Accounts 

Cheque 
payment 
system (if 
applicable) 



Process Notes (Supporting 11otes for the procedure showi11g key areas of responsibility) 

farketing Polici 

All order are to plac d as per the following arketing Polic 
been notified in advance in writing ( e ub-Proce . l) 

< 250 Cruton 250 - 500 Carton 

< 3,300 Mille 3 300 - 6 600 Mille 

Deliverie /Week One Two 

Minimum Buffer Policy By SKU 

gi Lie h 

Three 

The targeted 3.5 day buffer tock refers to the minimum tock holding to be held al 
the di ributor for each SKU. The calculation i as follow : 

Monthly Sale Volume x 3.5 day 
Working Day I Month 

ln practice thi mean that j u t before a deJ i ery of stock is made the targeted tock 
cover i 3.5 day . A uch if delivery i 3.5 day late then a tock-out will occur. 

Minimum Buffer Definition: The stock cover on site at tbe Di tributor in day cover 

per SKU when the delivery i expected to an·ive. 

Target Distributor Stock Holdings 
Related to No. Deliveries I Week 

• • Buffer Stock 

- stock Level: 2 deliveries/week 

-stock Level: 1 delivery/week 

- stock Level: 3 deliveries/week 

9 ------ • • Delayed Delivery 
8 --~~~----------------~~~-h==============~--~ 
7 +----~~~-----------~-~~~~-----------

~ 6 +---------~~~~------~L--------~--~--------~ 

~ 5~~~~~~~~:z~~~~==~;§~~ ~ 4 -
~ 3 -~~~~~~~=-~~~~~~~~=-~~~~~~~----

2 --------------------~~r------------------
1 +----------------------------~~~~-------------
0 +--~--~---~-~--,.--.---.--.-~~---r--~--~ 

Mon Tues Wed Thurs Fri Sat Mon Tues Wed Thurs Fri Sat 

Payment Processes 

!.Direct Debit: Automatic tran :D r of m ney by the bank on receipt of an authori ed 
in oice. Brili b American Tobacco Marketing Account in airobi receive the invoice 
from Logi tic when the vehicJ leaves and proce payment when the load i due to 
be delivered. 
2 . Bank Guru·ante d Cheque: Cheque payment made by the Di ttibutor a long a the 
bank guaranteed payment worth up-to one week of ale . Th cheque i given to the 
driver when the tock is delivered. 
3. Banker Chequ :A Banker' s Chequ for the required amount i given to the d1iver 
on recei t of the tock. 



U11loading Time 
ithin 60 minute of the ebi le arri ing. 

Order Receipt Time 
Orde ar ent to Logi tic (02-541005 on Friday ( r Toe day for orne Di tributot ) 
by lOam. 

Order Fonnula 
Orde are placed we kly by Di tributor on the tandard order form. The order 
quantity by SKU i calculated as follows: 

3.5 Day Minimum Buffer 
Present Stock 

+ ext Week' E t. Sales(ba ed on previou 3 week 
+ (Next Week' Sales X Days until 1st delivery) 

Days In Week 
Stock on route for delivery 

= Next Week Order 
Sub-Process t Map (If Applicable) 

on-Conforming Distributor Procedure 

Marketing I Distributor 

Distributor I 

Yes 

Regional Manager 
notifies the Customer 
Services Manager in 
writing (cc Logistics 
Manager I Marketing 

Manager) 

All actions/ 
recovery steps 
completed on 

time 

Joint Team 

Regional Manager I TR I 
Ta.B J Customer 

Sehlices Manager I 
Distributor agree and 
cost the best interim 

l;legister 
reviewed by the 

>olllllt----i Customer Service 

Process Team 

'Logistics 



Su~-Process I Notes ((fA plicable) 

ll1 im nant that all Di tributor h uld fi 11 w the tandard Marketing P licic . H wever it i 
~ \\lcdg J lhat occ ionall Di tribut r · will be una I to~ ll p licy f ra h n peri ftim . 

· tributor Recovery Tracking Format 

Logi ti willrrack all r ov ry pi u ing th ~ II wing format: 

Regi n Di tributor Problem Policy Hw Who '? Orig. Weeki Comment 
Impact Solve? I When ? y Cost 

I 

Additional Costs 

The co of'· pecial'' co for upporting non-conformjng Di tributor will be a follow : 

. otified peciaJ requirements covered by an action plan: II co t covered by Logi tic , but rep rtcd to 
~arketing for information and accountability. 

peciaJ requirements not planned, or pa ed the agreed recovery date: All co recovered from the 
Distributor by arketing (internal reallocation from Logi tic to Marketing). 

Basic Service Commitments 
lt'lzat Expected Who Action in case of failure 

Service 
Ordering Placemellt 
Time 
Order Accuracy 

DistribuiWn Plan 

Di tributwn Plan 

OP Data Entry 

Invoice 

Payment Receipt 

Unlooding Time 

Paytnentforwardedto 
'rfarketi,g ccount 
(apart/rom define 
distributors [or /neal 

lOam on agreed day 
of the week 
Order placed for 
each SKU a per 
policy 
Match di tributor 
requirement wh n 
economical 

Complet.ed by 3pm 
on day orders 
received 
Completed b for 
the next working 
day aft r the rder 
placed 
Printed and pa ed 
to T&B by 8.30am 
on the planned day 
of de patch 
Unlc the 
Di tributor i u ing 
the ·'Dir ct Debit" 
payment y t m, a 
valid payment 
method will 
recei d by T&B 
be~ red livery 
mad. 
Within 60 min · of 
arrival at the 
Di tributor 
Within 2 hour f 
the d livery vehicl 
returning 1 • irobi 

Di tributor 
(Mkting) 
Di tributor 
(Mkting) 

T&B 

T&B 

Logi tics 

Logi tic 

T&B 

Di tributor 
(Mkting) 

T&B 

Failure recorded and reported to the 
Marketing Regional Manager for aci.ion 
All t'ailur recorded and reported to 
Marketing Regional Manager 

Adju !loading to best meet Marketing 
and Logi tic requirement , and clearly 
communicat reason to Marketing on 
th order confirmation 
Failure recorded, with root cau e and 
plan completed ASAP 

Failure notified to the Cu tomcr 
ervice Manager for review and 

completed A AP 

Failure notified to the Cu omer 
ervice Manager for revi w and action. 

Invoice prepared A AP. 

Th distributor will have payment 
avai lable within 60 min of the 
vehicle' arrival (as long a the vehicle 
i not early). if not, the driver wi II 
n tify T&B Nairobi and Lea e 
WITHOUT d livering the tock. 

Failure rcc rded and notified to the 
M keting Regional Manager 

Failure n ti fi d to Marketing Ace un 
and ust m r ervice Manag r. ull 
e, planation given by T&B. Payment 
forwarded AS P. 



payment) 
Payment forwarded to 
Regionnl Office for 
predefined distributors 

Before th hi I 
return to airobi 

T&B Failure notifi d to lark ting c un 
and u tom r crvice Manager. Full 

·planation gi en by T&B. Paym nt 

forward d A AP. 
Distributors /of/owing 
polic)' 

All Di tributor to 
place orde and 
rec i e deli veri . a 
p r policy 

Mark Ling Marketing agree rc;;co ery plan with 
the D' tributor as per the agreed 
procedure. All additional co c vered 
by Logi Lie . The di tributor (thr ugh 
Marketing) pay for all other additi nal 
deliverie and any pecial deliverie 
which ha e not been a Lioned on time. 
Logi tics notified immediately in 
writing of any KU t ck level below 
2 day , and an emergency delivery is 
arranged 

Low Distributor Stocks Di tributor hould 
never run out of 

Di tribut r 
(Mkling) 

Or.anges in order 

. tock. Any KUs 
with tock level < 
2 day to be 
aclioned 
immediately 
No hange wi thin 
a we k fixed order 
time 

Di tributor 
(Mkting) 

Any emergency change notified to 
Logi tic I T&B in writing and actioned 
wher p ible. 

Missing lock on route No tock lo e 
between ESR and 
Di tributor 

T&B T&B reimbur e the variance in full. 

Danuzge Stock 8 %of agreed 
baseline 

T&B Fol low separate D&D procedure 

Key Pe1jormance Indicators (KP/s) ~ 
What Who Target Perf. Monitoring Who Freq. 

Technique 
Deli11ery as per T&B 95% OTIF Deliveries Review of% order T&B Weekly 
plan as per late t target delivered inside target 

(Initial target: +I- 90 window for each 
min Nairobi +1- 180 distributor 
mjn ex-Nairobi-
decreasing by 5 min 
by month) 

Order pliu:ed on Distributor 95~ orders received Review of% order T&B Weekly 
lime (Mk:ting) byT&B received on tim 
Order Accuracy Distributor 11 order according • Estimated buffer T&B WeekJy 

(Mkting) to policy +1- 10% tock at fir t 

delivery as per 
policy +1- 10% 

• E timated buffer 
when ord r placed 

per policy +1-
10% 

Order Change Di tributor 0 rder hange Review of number of T&B Weekly 

(Mkting) order change. by KU 

Distributor Marketing 95% R view the number of T&B Weekly 

following policy di tributor following 
full policy as a 
p rcentage of I tal 
number of di tributors 

Invoice Logi tic All invoices Review the number of T&B Weekly 

preparation forwarded to T&B by in oice r cei ed on 
8. Oam on the day of Lim as a% of total 
deliv ry in oices received 

Vehicle Marketing 95% Unloaded OTIF Review % of deliverie T&B Weekly 

nloading Time to policy iniliaiJ 60 unloaded within target 
mins period of time 

Payment T&B ithin 2 working Revi w% paymen T&B Weekly 

[.on..-arded to hour f hicJe ~ ed to Marketin~ 
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farktting 
-\ccount I 
Regional Office 

r turning to air bi I 
B fore chi le leave 
Ki umu!Momba a 

Payment Details (If Applicable) 
Price : per late t Company price li f. 

A c un /R gi nal 
Ofli e \\1thin target 
period of tim 

Payment Term : As per late I company policy outlined above 

Documentation (If A.pplicable) 
Weekly Order Form 

Review Process 
Customer ervice Process Team (inililllly fortnightly) 

Other Comments 

.-\greed By 
On Bella{{ Ojj Who Date Signature 
Logistics 

Uarketing Account 

T&B 

.Uarketing HQ 

Marketing Nairobi (N) 

Marketing Nairobi(S) 

Marketing Rift Valley 

farketi11g Mountain 

Marketing Coast 

L'tfarketing lAke 



Di tributor Order Calculation Guide 

(refer to order form) 

To complete the manual rd r form the folJowing proce 
e computeri ed automatic order y tern only complete 

re t of th calculation will be mad automatically. 

Predefined information: 
B = Mille: I Carton 
H = Minimum Buffer Day 
E = Day between order deadline and fir t delivery 

i followed. When u ing 
tag 12.67 1011 12th 

1. Enter the e timated I actual clo ing tock at the order deadline. For example, if the 
deadline i 4.30pm Friday, the tock is what the di tributor expect the tock to 
be at 4.30pm (= Thur day clo ing tock + e timated receipt Friday -estimated 
ales Friday) = 'A ') 

Enter next week e timated sale (mille ) (= "C") 
3. Calculate the minimum buffer tock in Mille : 

Minimum Buffer= D = C/6xH 

Minimwn Buffer= Est. Next Week Sales x 3 ~ 
6 Days ( 1 week) 

4. Calculate the amount of sale lbat the di tributor will make before the flr t 
planned delivery during the next week: 

Sal Before 1st Order = F = C/6 x E 

Sales Before Is' Order= Est. Next Week Sales x Days Before F1 Delivery 
6 Days ( 1 week) 

Calculate the theoretical order in mille according to BAT policy: 

Theoretical Order = G = C-A+D+F 

Est. Next Week Sale 
- Closing Stocks+ Deliverie on route 

+ Min. Buffer Stock 
+Sales Before J1' Delivery 

= Theoretical Order 

6. Finalize actual order in mi11e (the theoretical order rounded up to the next whole 
carton requirement). 

7. Split order to 'blue-print deli ery day in carton equiv. Mille ). Thi hould be 
as igned in a fa hion to n ure a flat tock le el during the week OT weighted 
toward the Ia t delivery) 
Calculat the number of carton for each delivery day (number of mille I the 
mille /carton (= ) 

9. Calculate th total numb r of carton to be deliver d. 
10. Enter the cheque numb r for each delivery. 
1 1. ign the order 
12. Immediately fax the order to 02-541005 (before the order deadline of I Oarn 

-83 
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TEAMBOARDS 
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am: 
Jw1e ( o-orclinwor) 
PC1tri k lwrl 
Jerem • 
Duvid 
Jvltn 

Fran ·is 
Martin 
Paul ' 

Britl n 
L •af c ntr 

p r hour 

d I af to airobi and 

ry five 
minute, and 500/- for n n-attendanc 
without apologie 

Minute ent oul4 hr after m eting 
Action to b ompl led on tim 

p n lty of 100/- ~ r ' ery day 
action i. late 



Ul' 

H11 ein 
Isaac 

Jer '"Y 
Brcmchi 
John 
Kariuk 

ur 

Dad ·m1 
Joe (or 

Boa-
Watta bwib 

• Tibb rt Britt 

• Manu facturin 

• tannin 

• i tribut r 
• Mark tin 

• 
airobi i.t. (+/- 4 min) 

TlF 10 non- nir bi ist. +/- 90min 

• Di trihutor order chang ~ 
• Di 1ribu1 r unl uding ~ iLhin l hr 
• Paym nt 1 ompan p li y 
• Di tributor buffer 1 k 

p rating 
• Dire 1 d •li ery co 1/ ca ( 0 K 

1arg 'L) 
• Proce ·o 1 

• ehicle fuel 
• celd) K I v Tnrgt.:l 
• chicle avmlabili ly 

Workin apilal 
• tock dumtion ( I 0 day ) 

• 

• 
• 
• 

eamB eration 
ur 
" /Jy the nd of year 2000, to beth Benchmark e ondar 

/win Logi ti · · operation for British meri an Tobacc~ 
frica 

Thi will be a hi ved through Wo~ld- fa people and pro es e 
support our or -a ti iti . , ensurmg produ r i · deliv red to 
right place, at the right quality, time, quantity and 

rd ring, ir t D livery 
Our 

• Mark tin 
• 
• 

i tri ut r 
mane 

Our Me ting Our Meeting Ground Our M eting 

rtnightl • Latene : IOOKsh 15 min • K Y P r~ rman 
without 
(max:500K hI 

• Distri ut r 

L t 
• D li n 

• ction : I OOK h 
working day • In oi in 

• Paym nt 
• Keep to the • Di tributor 
• No 

GRIP • R 
• • Damag d 

• G 
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• 
• 
• 
• 
• 
• 
• 
• 

• 
• 
• 
• 
• 
• 
• 
• 

Mwanzo: Primar Chain Team Board 'A' 
ur Team: 

ranle ( ordinator) 
Mi ·hI I 
Douglz 
Patri 
Martin 
hadra k 

Jud) and 

PI a 1111 i ng 
Produ ·r De1 elopmenr 
Procurernenr 
Marketing 
L?af 
EngiH ering 
Tihbet and Britt 11 

ervice Level 
Supplier OTIF - 95~ 
c TIF - 100% 

To de1 e/op and opera/ n Primary uppl hain Pro ' that 
deliv rs quality material · a· per u ·romer ·' requirem ?nts at 
minimum Logisti o ·t . 

S r i e Quality an i M ne 1 

• VendorS hedulin 
• WMS Supplier Kanban 
• Bond Management 
• Clearing & Forwarding Operations 
• Warehou e Management 

Our Meeting chedule: 

• Meetings fortnight/ 

7 

• Planning 
• Marketing 
• Leaf 
• Finan e 
• Engineering 
• Tibbet and Britten 
• WM Mat rial ttppli rs 

OurM round Rule : 

• GRIPS appl 
• Latenes without apologie : 

K hl 00/5Min , Ksh500 max 
• Late actions: KshJOO pa able/working da: 

late 
• Brief and to the point 
• Meetin s not longer than 1 hour 
• Minutes captured 011 team-board 'B' 
• Continuou communication of pro re ·on 

action to tea1n b a rion e . 



REFERE CES 

Ande on M.G. l99 . trategic ourcing The International Journal o(ugi tics 

Management, Volume 9, umber I. 

Bendor-Samuel P. (1999. Turning Lead Into Gold: The Demystifi.cation of Outsourcing, 

Financial Time Prentice Hall. 

Bett, .K. (1995) Strategic Marketing o(Dairy Products in Kenya Unpubli bed MBA 

Project University of airobi. 

Champy J. (1995). Reengineering Management: The Mandate (or New Leadership Harper 

Collin London. 

Chri topber, M. (1998). Logistics and Supply Chain Management Second edition Financial 

Time Prentice Hal. 

ole. G A (1996). Management Theory and Practice 5111 Edition. 

Cooper M. C (1994) Logi tic as an Element of Marketing Strategy, Both In ide and 

Out ide the Firm Proceeding o(the Council of Logistics Management Conference, 

Bo ton. 

Drucker P .F. (19 2 . Managing (or the Future ew York: Truman Talley Books/DuLton. 

Emory C. William. Busin Research Method Third Edition IRWIN, 1985 

8 



Hammer M. and Champy J. (1993 Reengineering the Corporation: A mani{e to for 

Business Revolution. Harper Bu in ew York. 

Hines P. Laming R. Jone D. Cou in , P. and Rich, 

strategy and excellence in the supply chain, Financial Time Prentice Hall. 

John on G. and Schole , K. (1998). Exploring Corporate Strategy London, Prentice HalL 

Kanter, R. M. (1991) . Transcending Business Boundaries, 12,000 World Manager View 

Change Havard Bu ine. Review. 

LaLonde & Cooper. (1990). Partnership in Providing Customer Service Academy of 

Management Proceeding Bo ton. 

Lieb R.C. (1991 . The Use of Third Partv Logistic Services bv Large American 

iHanu(acturers, Unpubli bed Report, mtheastern Univer ity. 

McCutcheon D. (1995). Problem Sources in Establishing trategic Supplier Alliance 

International Journal of Purcha ing and Material Management. 

jau, G. M. (2000). Strategic Re pon e by Fimzs (acing Changed Competitive Conditions: 

The case o(EastAfrican Breweries Limited unpubli bed MBA Project, Univer ity of 

Nairobi. 

Pearce & Robinson. ( 1997). Strategic Management: Fonnulation, Implementation, and 

Control, Irvin!McGrow-Hill ixlb Edition. 

- - 89 



Pete T. and Waterman R. (1982. In search o(Excellence ew York Harper Row. 

Porter M.E. ( 1998). Creating and Sustaining Superior Performance: Competitive 

Advantage, The Free Pre New York. 

Prahalad, C.K. and Hamel G. (1991 ). The Core Competence o(the Corporation Havard 

Bu ines Review. 

Randall H.L. 1993). Contract Logistics: Is outsourcing right (or you? The Free Pre . 

Robeson J.F. & Copacino W.C. (1 994). The Logistics Handbook, The Free Pre . 

Sbeffi, Y. (1990). Third Party Logistics, Pre ent and Future Pro pects, Journal o(Busin.ess 

Logistics 2, No.2. 

Thiga, J.K. (1999 . Business Process Reengineering: A case study o(Kenya Power and 

Lighting Company Limited, Unpubli bed :tvfBA Project Univer ity of airobi. 

Thomp on and Strickland. ( 1993). Strategic Management: Concept and Cases, ifh Edition 

IRWIN: Bo ton. 

- - 90 


