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EXECUTIVE SUMMARY

This document presents  the  deliverable  of Task 5.1.2.0 “Audit” prepared
according o the proposal for Restructuring the Regic. The purposc ol the audil

being “1o assess the present market size and position, and determing the strengths

and weaknesses of Regie”. For maximum consislency, cvery clfort was madc in
order to present the audit assessment (scction 3.) in accordance with Exhibit 1:
“Audit” ol the proposal. :

In_.pursuing the objeclives ol this particular task, the study tcam  staried by
identifying official bodies within the Regic lor the anticipated need for support,
guidance, relevant informalion, and other sources ol information. Table (1.1)
presents the Main Official Bodies Interviewed.

The  Audit  process  began by studying  all identiliable and  accessiblc
documentation on the Regic. The study team soon realised thal while most of the
submitted information was directly  usable, more data gathering had 10 be done
via direct contact and interviews with sclecled  Regic excculives within the
various  departments. Table (1.2) presents the Official Documents and
Sources Used for the Audit Process.

Within the overall objectives ol the study, focusing on the specilic purposc ol the
Audil task, a thorough review of the Regie was carried out under the [ollowing
main headings:

- Legal Audit

- Market Audt

- Technical Audil

- Management Audit

- Human Resources Audit

- Financial Audit

As such, the audit asscssment covers the evolution ol the legal status of the
Regie, ils present market size and posilion, ils managemenl performance, human
resources qualitics, and its recent performance in the main linancial arcas.

The major reasons [or the delay in delivering this report include:
- Approval lor the release of certain requested information had to be given by
such high authoritics as the Minister of Finance.

- Dalta reeeived from the various departments and sources within the Regic
nceded  multi-fevel validations, and structuring it into tabulated formats
underwent up Lo cight ilerations in the process ol ensuring maximum
accuracy. Initial analysis ol the linancial dala, which is based on unaudited
statements, revealed that further consolidation is nceded to ensure optimum
accuracy as inpul for the forthcoming financial modelling,
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- The extending need to conduct external rescarch and macro agronomic {act
linding in an environment where such resources are severely under-funded.

Upon perpetuation of the delay in receiving requested  inlormation, a projecl
management decision was taken (on October 21, 1996) to deliver a first dralt ol
the Audit Interim Report by November 1, 1996, Gaps in the audit assessment
presented in this report are highlighted in the relevant parts which are yet to be
compleled  belore this report can be of oplimum benelit for subscquent Lasks and
phases ol the project.

.
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TABLE (1.1)

MAIN OFFICIAL BODIES INTERVIEWED

POSITION

DATE OF NAML (§8) OF SITIE NAMIZ SITE
INTERVIEW " PERSONNEL and FUNCTION
T INTERVIEWED LOCATION
May 30, 1996 Mr. Kamal Alrissi Coordination Manager
Mr. Ali Srour Inspection Manager
Mr., Khalil Ghawi EDP Manager
Mt. Juseph Aoun Head of Dist and Sales Depl Regic
Mr. Antoine Madi Head ol PR Dept Hadath Headquarier
Mr. Samir Nasscr Head ol Store Depl (Beiruy) -Cigarclie
Mr. Ibrahim Jamali HMead of Production Dept - # Manufacture
Mr. Michel Awad Foreman - Wholesale
M. Shirbil Hajj Maintenance Engineer Distribution
Mr. Ghazi Mrad Head of Exploitation Dept - Slorage
June 22, 1996 Mr. Abdel Mawla Mawla Head ol Saadiyat Center Saadiyat Laboratory
(Souih)
June 22, 1996 Mr. Ali Srour Regional Manager Ghazich Sorting and
ol the South {South) Storage of
Tobacco
June 22, 1996 Mr. Ali Hajj Mohammed Head of Storing Dept Nabalich Slorage

{South Region)

ol Tobacco |

June 25, 1996

Mr. Naim Sarroulim
Mr. Antoine Samaha
Mr. Elias Abu Haydar
Mr. Joseph Abu Elias

Head of Technical Dept
Inspection Manager
Store Keeper

Head of Storing Dept

Bceklaya
{(North Region)

Sorting and

|
Storage of |
Tobaceo and
Tombac |

Junc 25, 1996

Mr. Assal Bassil
Mr. Salim Shedid

Head of Storing Dept,
Head of Adm. Division

Batroun
(North Region)

Siorage of
Tobacco

Junc 25, 1996

Mr. Mahmoud Sanjakdar

Regional Manager ol the
North

Tripoli
(North Region)

Sorling snd
Manufacture of
Tombac

Junc 25, 1996

Mr. Adnan Ajam

Head of Klarsaroun Center

Kfarsaroun
(North Region)

Laboralory




TABLE (1.1) CONT’D

MAIN OFFICIAL BODIES INTERVIEWED

DATL OF NAML (8) OF POSITION SITE NAMIS SITE
INTLERVI EW. PERSONNEL and FUNCTION
' INTERVIEWED LOCATION
July 4, 1996 Mr. Kamal Atrissi Coordination Manager Regic Headquarter

Mr. George |lobeika

Production Manager

Hadath (Beirut)

July 15, 1996

Mr. Kamal Alrissi

Coordination Manager

Regic

Headquarter

July 24, 1996

Mr. Kama! Alrissi

Coordinalion Manager

Regice

Headquarler

August 7, 1996

Mr. Kamal Atrissi

Coordination Manager

Regic

Headquarter

Augusl 20, 1990

Mr. Kamal Atrissi

Coordination Manager

Regic

Headguarter

Septenber 24, 1996

Mr. Kamal Alrissi

Coordinition Manager

Regic

Headguarter

October 2, 1996

Mr. Kamal Alrissi

Coordination Manager

Regie

Headquarter

Ociober 10, 1996

M. Kamal Alrissi

Coordination Manager

Regic

chtdquurtc‘r

Qctober 15, 1996

Mr. Mahmoud Sanjakdar

Regional Manager ol the
Norlh

Tripoli
(North Region)

Sorting and
Manul.'aclugc ol
Tombac

October 18, 1996

Mr. Kamal Alrissi

Coordination Manager

Regie

Headquarler




TABLE (1.2)

OFFICIAL DOCUMENTS AND SOURCES USED FOR TIIE AUDIT PROCESS

1

DOCUMENT DOCUMENT TITLE DOCUMENT SOURCE
TYPLE
LEGAL ., - Decree No. 151 Olficial Ghazelle
-} - Decision No. 1/14753 Minister of Finance
- Decision No. /2381 Minister ol Finance
- Decision No. 1/430 Minister of Finance
- Decision No. 171857 Minister of Finance
- Decision No. 1/567 Minister of Finance
- Decision No, 2051 Dated [5/4/95 Minister of Finance
- Decision No. 2633 Dalted 10/6/95 Minister of Finance
- Decision No, 6478 Dated 18/11/95 Minister of Finance
- Decision No. 10412 Dated 27/9/1994 Ministcr of Finance
- Decision No. 16 L.R. Dated 30/1/1935 ‘ Regie
- Decision No. 1/ 3759 Dated August 20, 1992, Regie
- Decision for Regic Top Managemenl Employment Regic
- Terms of Relerence according o Decision No. 16, Regice
- Rules concerning the organisation ol Tobacco and Tombac | Regic
cultivation in Lebanon .
- Wholesale Distribution Centers Dated 5/7/1995. Regic
- Evolution of the Legal Status ol Regic Regie
-Licenses for tmport and Sales  of Tobacco and Tombac | Regic
Products in Lebanon.
MANAGEMENT& | - Samples and forms ol Regic Directorates. Regic
HUMAN - Additional compensation lor carly retirement Dated 2/1171994 1 Regic
RESOURCES - Employment Application form.
- Organisation structures Regic
- Job Title and No. of Staft Regic
- Regie personnek system dated 1979 Regie
- Performance appraisal system Regic
- Total Regic cadre Regic
- Administrative order No.29 Dated 16/2/1996 Regie
- Promotion ol employees to Head ol Burcau Regie i
- Regic Personnel Rules and Regulations since 1979 Regic
- Basic Inlormation on Regic Adminstration ch'fc '
- Regic current existing cadre Regie
- Performance appraisal report Regie
- Job deseription of Regic stalf chf“t
- Plans and projects of the Regic ch!t'
Regic

- Messenger duties and responsibilitics.

Regic




TABLE (1.2) CONTINUED

MARKET - List ol Local and loreign Brands
“The movement of Tombac production process from 1990-¢| Regie
1996. Regie .
- The cultivation ol Tobacco in Lebanon )
- Cigarctte Brands and origin. Regic
- Market shares from 1991-Present _ Ebgm |
- The linal result of Tombac & Tobacco production crop. Rf%:t i
- Tombac and Tobacco larmers and the cultivated fands, 5 ;
Regic -
- Information on annual production, exports, sales, ctc. Regic
- Lile cycle ol Toabeco Regic
- Campaign against Tobacco smuggling RCE?C
- Geographical distribution For Tobacco Cullivation (N/A) Regie
- Tombac Crop since 1990 - 1995 Regic
- Classification of Tombac R‘fg!c
-Agricultural guidelines lor improving Tobacco & Tombac Regie
crops. .
-Guidelines  booklet  reganding  various  agricullural Regic
operations including Burley Tobaceo.
-Guidclines booklets regarding the cullivation of Tombac | Repie
FINANCIAL - Additionat Compensation lor Carly Retirement Regic
-Tobuacco and Tombac Yicld production resulls lor the year | Regie
1992/93/94.
- Regie Budget from 1976-1994 in LL. & USD. Regic
- Payroll expenses Trom 1994171071995, Regic
- Financia! Situation [or the year 1995, Regic
- Estimated Financial results Gl the end ol October 1995, Regic
- Statcment of Results till the end of October 1995, Regie
- Production report from the year 1968-1995, Regic
- Sales Status from 1/1/1995 G 1/11/1995, Regie
-Balance sheet & Tnancial statement year ended Deember 31, Regice
1992,
“Balance sheet & linancial stalement year ended Deember 31, | Regice
1993/04,
- Cost of subsidics of Tobacco and Tombac crop Regic
-Evolution of Tobacco and  tombae cultivation and production | Regie
during the last sixty years.
“The current situation ol imported cigaretles sales [rom 1992 - | Regie
till October 1995,
“The financial results for production from 1985+ 1ill the end of | Regice
1994,
- Advanced payments to Regice Regie
- Land and buildings: arcas and values. Regic
- Non audited balance sheet up to 31/12/1995 Regice
- Salarics and wages of Regic stalf. Regic
- Identilication ol price hsl. Regic
- Tranler of Funds from Regic 1o Treasury for the years | Regic

1992/3/5




Y

TECHNICAL

-Revival ol equipment related o segmentation of Tombac
lcal

-Project for manulacluring local cigarciies with a complete’
technical study

- Letter No. 399 Minister of Financial Alfairs

- Chain ol gencral preparation - Hadath faclory

-Terms ol relerence related 1o the stages ol preparing and
packaging ol tombac for Tripoli laclory

Regic
Regic

Regic
Regie
Regie
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2. Background
2.1. Agricultural Status

Research Findings

An investligation of the agricultural degradation of Lebanon confirms the absence or at
best the narrow approach the Lebancse government has adopted towards the agricultural
sector. For example, comparing production levels and the contribution of the agricultural
scctor to the whole economy between the pre-1960s and the 1990s, we can clearly notice
that the country has transformed [rom a net exporter to a net importer of food crops. The
fruits, vegetables, silk, tobaceo, and olive oil industrics, once symbols of the country’s
agricultural reputation, have witnessed sharp declines. Today, the country can barely
meet 30% ol its food nceds. 1L has often reverted to buying cercal items through aid
programs because it could not alford 1o acquire them through the international market
price. The agricultural scclor is so poorly managed that if contributes only 10% of the
gross national product, down [rom 60% five decades ago.

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

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

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

Long-term planning is lacking, consistency is non-cxistent, and policies change with
every incoming administration. Ministers of agriculture are usually appointed according
to their refigious background and social status, instead of their qualifications and wisdom
in understanding the complexity ol the agricultural challenges. ‘The Agricultural Ministry
is conventionally known as the "lorgotten administration" and recetves the "leftovers” of
the State Budgel. The allocation to the Agricultural Ministry has traditionally averaged
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0.64% of the state budgel, although the agricultural sector contributes more than 11% of
the country's GNP, and positively contributes 1o the trade balance. ‘

Government corruption exists from the lowest to the highest ranking official. It is
manifested by oflicials taking bribes and giving prelerential treatment to one village over
the other. The only consistency in agricultural policy during the past [ifly years has been
the constant abuse of power, corruption, irresponsibility and cxploitation of the [armer,
As of today, the majority of land reclamation and other projects have been paid for by
privatét citizens, but their humbic efforts are far behind the available natural resources,
and arc way beyond their financial capabilitics.

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

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

The Assessment by the UNDDP

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

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

BnGn-2

12_backg doc



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

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

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

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

e The currenl output from agricultural activitics contributes to less than 10% of the
GNP,

* Sclf-sufficiency regarding agricuftural produce has been dropping drastically.
Lebanon today imports more than 70% of consumer demand on cereals and meats/
poultry, and morc than 75% on {oodstulTs.

e L.ecbanese fresh fruil cxports slumped to 164,456 tons in 1995 aller reaching 370,934
tons in 1973,

e In 1995, the export value of agricultural produce and processed foodstuffs was around
USD145m contributing 17.54% of the total export value, while the import value for

the same categorics of products was around USD1,402m reaching 10 folds by
comparison (o the cxport value.

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

» Forest land has receded o around 7% of the total Lebanese territory. The high
population density {around 400 per square kilometer), has caused further degradation
to the natural cnvironment duc to the ever expanding residential and grazing areas, in
addition 1o the damage caused by negligent or pre-meditated fires.

* The rising cost of agricultural production due to the cessation ol government subsidy
for sceds and lertilizers as well as the rising labor cost, contributes to lessening the
cconomic feasibility of farming Lo the extent of rendering it uncompetitive regionally.

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

BGD-3

£2_buckg doc



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

1

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

addition to supplying fertilizers and pesticides to farmers. The Ministry has also ™

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

Action  has been taken to promote local produce (o international markets. Agreements
have been recently signed lor exporling potatoes, grapes, citrus fruits and apples to
Jordan, and citrus [ruits to Syria, while Libya will be importing Lebanese apples.

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

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

The Council of Ministers has approved the commissioning mandate of the Agricultural
Development  Bank with a capital of 30,000,000,000 LL. The Ministry of Agriculture
aims to secure 80% of the [inances [rom the private sector.

The Ministry of Agricullure, through the Council for Development and
Reconstruction, cndeavors to secure linances for irrigation projects [rom the World
Bank for Agricultural Development and the Arab Organisation for Agricultural
Development.

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

Agricultural pricing policies have succeeded in reactivating agricultural output and

encouraged the return ol farmers to their land.

Initiation of the Agricultural Survey Project

According to a report published in Al-Nahar newspaper on October 4, 1995, the initial

stage of the Agricultural Survey 'roject had just been launched, after a period of 35 year

long abscnce of agricultural statistics. This work will be a collaboration between national

and foreign experts spanning over a period of 3 years, and is financed by the World Bank,
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the Lebanese government and  the FFood & Agriculture Organisation (FAQ). 1t is worth
noting that output of official agricultural statistics have ccased since 1974 and that the
latest comprchensive available ligures date back to 1970. As a result of the long civil war
and the unanticipated changes it imposed on the socio-economic structure, the

informative value of existing agricultural statistics has vanished altogether. This lack of

government  statistics on agricultural, and all other kinds of economic activities, profess a
huge gap in terms of the need lor information support for socio-cconomic planning in
Lebanon in the post civil war era; the unavailability of reliable statistics remains to be the
main impediment to any socio-cconomic planning.

2.2. Industrial Status

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

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

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

According to the samc reporl, privale seclor organisations repeatedly called for
privatisation of public infrastructure and public services. It was argued that the
rchabilitation and opcration of the public utilities can be delegated to the private sector
under agreed arrangements and under strict supervision according 1o clear policies for
pricing and markeling scrvices.  The private sector, both in the country and abroad, has
big financial capabililies, a considerable human potential and high technical abilities.
The government has continued preparalory activities towards restructuring of public
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services with a view 1o reviewing the status and/or management and operational
arrangements.

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

The production infrastructure is outmoded and enfeebled by the damages caused by the
civil war.  Productlivity has dropped due to lack of skilled labor and out-of-date
production equipment and techniques.

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

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

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

e Somec new industrial investments have been exempted from tax payments, according
lo criteria such as the type ol industry, the zone Jocation and the investment amount.

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

subsidics, in addition to custom dutly exemptions on manufacturing equipment, spare
parts and raw matcrial.

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

» Energy resources prices have been subsidized.

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

¢ A professional training policy has been adopied through the establishment of technical
and prolessional training.
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 Industrial cxports arc being promoted through trade agreements signed with the Arab
countrics and the European Union.

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

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

e Local universities and industrics should cooperate in order to align the university
rescarch with the industrial needs. A starting point for the collaboration would be the
establishment of intelligent manulacturing centers  in the universities with members
from the regional industrics.

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

.

» Investors and industrialists must be made aware of the great benelits they can draw
from automation and intelligent control. This entails the training of the labour force on
the new technology and ils re-direction towards more engaging jobs. This industrial
automation must be accompanicd with the relevant organisational changes and
production strategics that new and high technologies imposc.

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

¢ Lcbanon, being a developing nation, musl customise the available manufacturing
technologics to meet its local needs and constraints. It should not try to blindly
implement the system that developed countries are following. Instead, investors and
industrialists must take into consideration the local conditions, market size, labor

relations, degree of skills, logistical systems, and available financial and monetary
institutions.
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@ The restructuring of the industrial scctor must be achicved with other sectors and take
into consideration the interests of the community and the consumers, A comprehensive

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

2.3. Status of the Public Administration

The National Administrative Rehabilitation Programme (NARP) was initiated in 1994 10
restore minimum working conditions and the management capacily required to restart
basic public services and to prepare the ground for administrative reforms. The
programme is meant to be implemented over a three to five year period. According to the
1995 UNDP Development Cooperation for Lebanon report, the preliminary NARP
appraisal, which was completed in March 1995, encompassed:

s Six (0) core adminislrative institutions .
o Twenty-lour (24) line ministrics
s Twelve (12) autonomous agencics

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

¢ Computerisation and acquisition ol basic equipment (44%)
e Training (19%)
o Advisory services ((37%)

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

o A scctorial and cross-departmental programming approach

* A coordinated appraisal of sector institutions requirements

¢ An on-going review of the mandates and attributions of all public institutions and,
» A rising demand [or betier and more cfficient public scrvices.

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

]

2.4, Status of the Government Information Infrastructure

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

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

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

e No government guidance or information [or investors on what to invest their money
and how.

e Lack of information on market needs.

* The nonexistence of a harmoniscd form [or commercial trade and socio-economic data
capture, resulting in the difficulty of consolidating related statistics {rom various
sources.

» When an industrial information system becomes aclive, the government could then
define and present its objectives clearly, and allocale resources effectively, leading to a
morc attractive arcna for international inveslors.

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

Tobacco has been cullivated in Lebanon since the days of Al-Amir Fakhr El-Dine Al-
Ma'ni in the beginning of the 17" century. 1t was in the year 1625 that the plant of
tobacco was introduced in Lebanon by the “Inkshariyah” armies (Ottoman Army) who
were [ighting the Persians. This plant was known as the Arabian Tobacco. Later on,
Turkish tobacco sceds ( 'rom the Turkish states : ‘Samson’, ‘Balra’, and ‘lzmir’) entered
Lebanon,

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

model, tobacco cullivation was subjcct to two dilferent agricultural systems, namely the
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free cultivation system in the ‘Mutassarifial’ of Mount of Lebanon, and the Ottoman
“Regie” system in the state of Beirut. Nevertheless, the practical distribution of licenses
for cultivaling tobacco has been done by the present “Regic” system which was
established by the French mandate administration. The regulations ol tobacco cultivation
deline conditions necessary 1o give the farmer the right to cultivate tobacco.

The tombac, another class of fobaccum, which is derived from the genus Retonoid
Nicotapa- was brought 1o Lebanon [rom Latikia in 1940, In the same year experiments
conducted on this class were made in Tamra, Jarmak and Saida. This kind of tombac was
known as Abu Jilda or tombac Baladi. Later on, [rom 1944 to 1948, the Iranian Tombac
(Aslahani) currently known as Saadi 33 was introduced in Lebanon. Nowadays, Regie is
trying to add some artificial {lavor (sauce) in order (o exactly match the Iranian Tombac
qualitics.

The Lebanese tobacco and tombac monopoly “the Regic”, is legally endorsed by the
monopoly status granted to it by the Lebanese government. 1ts main business operations
are: .

¢ Domestic manulacture and management of Lebanese tobacco and tombac.

* Wholesale distribution of all imported cigarcttes and tobacco products.

According to the Lebanese Chamber of Industry and Commerce (LCIC) report already
relcrenced:

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

1991 1992 1993 1994 1995

7001 1,800 2,700 4,500 8,000

e Al the manufacturing level, rchabilitation of all tobacco sorling equipment was
completed, and tombac production (in the North of Lebanon) increased from 7 to 30
tons per month.

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

1993 | 1994 | 1995

81 123 [ 150
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¢ In 1995, comparative tobacco and tombac trading recorded the following:

Trade Category Import Value iixport Value
(Usny {USD)
Trade Total 7,303,061,800 824,000,260
Agricultural Products 1,401,743,1006 144,547,462
Tobacgo and Tombac 220,813,854 11,926,280
Tobacco and Tombac to Agriculture 15.75% 8.25%
Agriculture to Trade Total 19.19% 17.54%
Tabacco and Tombac to Trade Total 3.02% 1.45%

The importance of the Regie to the Lebanese government is both economic and political.
From the economic perspective, the Regice is considered as one of the largest companies
in Lebanon. Those who benefit and are related to the Regic are estimated at over 60,000
persons supporting  between 400,000 and 500,000 people. Morcover, the business of the
Regie is interconnceted with the agricultural, industrial, and commercial sectors, making
it a vital resource to the Treasury Department.  According to Eco News weekly
newspaper June 10, 1996. It is estimated that the related government authorities received
$100m (in various taxations) from the sale and import of tobacco products in 1995, $41m

being earned through stamp duties on imported products (which remains at a high of
25% since July 1995).

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

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

» To cncourage the farmers to stay on their land instead of migrating to the cities.

¢ To promole the replacement of illicit crops.

As such, the difference between the international market price and the actual purchase
price of the tobacco crop is bore by the government in the form of a state subsidy in
accordance with its above mentioned two-fold commitment. The eradication of illicit
crops cultivation is also supperted by the United Nations Drug Control Program fund of
$1,178,000, according to the UNDP's 1994 Development Cooperation Report on
Lebanon.
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Tobacco is currently bought from Lebanese growers at the regionally high price of
around 8,500LL per kg (over $5 at the average exchange rate in 1996), and exported
(after sorting and quality grading) at the average price of $0.65 per kg (around only
1,000LL). Tombac is purchased at the average rates of 4,000LL and 16,000LL per kgm ..
of poor and high quality respectively.

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

Main sources of the background assessment status include:

o UNDP Development Cooperation for Lebanon reports for 1994 and 1995,

* Lebanese Chamber of Industry and Commerce (LLCIC) annual report 1995,

¢ Douciri, Dani A. I1. Towards a Comprehensive Understanding of the Apricultural
Policy Question in Lebanon, A Ph.D. Dissertation from (he University of California
at Los Angeles, 1996.

e Salih, Mohammed. “The Lebanese Regic” of Tobaccos and Tambacs: Current
Problems and Recommended Solutions, A Master’s Thesis at the American University
of Beirut, Beirut, 1990.
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3.2. MARKET AUDIT
Proceedings of the Market Audit

1. Ildentification of Information Sources
Market Audit began by reviewing the project proposal and gencral Regie literature
made available upon projecct agreement {certain documents being undated).

2. Data Gathering

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

and commercial {ield inquiries through such institutions as: UNDP, FAOQ, LCIC,
cle....

3.  Data Organisation and Tabulation

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

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

4. Data Validation

FFurther discrepancies  began to surface upon receipl of data requested from the
different Regic regional sites, departments and/or individuals. This is despite the fact
the release of requested information in general and, in particular of numeric data, had
lo be authorised by the Minister of Finance, the Regic Managing Director, ora
delegated high authority within the Regic. This phenonenon reflects an individualistic
and monopolistic  siyle of management, and the non existence of an integrated
coherent information systems strategy within the Regic, re-confirming the Minister of
State for Administrative Reform's criticisn of the public sector institutions.

Current State of the Market Audit Asscssment

The Inception Report of July 18, 1996, includes a sample of the initial set of the data
tabulation {orms described. Delivered with the Inception Report was a formal request
for the information identified as critical to satislfaclorily proceed with the data
gathering and analysis.  Response for this request was minimal. Such requests for
information were repeatedly dispatched, but the responsc came  with similar
passiveness. The following critical requirements for market analysis remain on the list
ol requested ttems (till the time of this report going to print):

¢ Rolc and structure of farming co-ops, including geographical distribution
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Pricing and tax policics

Disposal channels and trends of tobacco and lombac crops by type and quality
grade

Description of distribution channels, means and methods

Marketing resources and skills

Tombac sales by brands

Relative tobacco & tombac farming subsidies in relation to other crops

—

In the meantime, duc to the unavailability of sufficient data (lo cover a time scries of
10 years) it was decided to limit the time span for the forthcoming data analysis to a
five-ycar period (1991 - 1995). In addition, most of the initial formats underwent up
to cight iterations and the original sct ol 45 table lormats would become 36 and
subsequently reduced to 23 over a period of [0 weeks. Some of these iterations
underwent such radical adaptation that the direction of the intended analysis was
greatly reduced from its initial scope. Despite such frustrations, we managed after
painstaking adjustments to complete the final 23 tabulations to the highest possible
level in the face of the above circumstances.

It is important to nole at this stage that the scope, comprehensiveness, accuracy and
reliability of the assessment presented Lo dale has yet to be evaluated in consultation
with the Regie authorilics prior to confirming its usability as (he input for demand
[orecasting and modeling. Data adjustments for this end must take into consideration,
among other factors, issucs such as:
e Sales figures (in terms of both value and quantity) not reflecting the real demand,
duc to the unaccounted amounts sold through smuggling activitics.

» The rapid and scvere devaluation of the Lebanese currency over the time scries
addressed in the assessment.

3.2.1 BUSINESS ENVIRONMENT AND GOVERNMENT POLICY

The Regic manages ils business activilics through ninc independent entities. Figure
(3.2.1-1) presents an overview ol the Regie Business Environment. Relationships
with indicated parties: farmers, importers, wholesale agents, and retail agents are
governed by associated licensing conditions and regulations described in the Legal
Audit section. Processing ol applications for the various licenses as well as operating
procedures arc described 1 the Management Audit section. Regie’s main business
operations  as legally endorsed by the monopoly status pranted by the Lebancse
government are:

» Domestic manufacture and management of Lebanese tobacco and tombac.

e Wholesale distribution of all imported cigarettes and tobacco products.

The current political situation in Lebanon has the most power[u! influence on the
decisions and operations ol the Regic. "T'his has resulted, for example, in the frequent
imposition on the Regic to purchasc, at subsidies prices, the tobacco crop of
unlicensed farmers.  In addition, an investigative report published in Al-Diyar on
October 10, 1996, concerning the tobacco and tombac crop damage compensations in
the aftermath of the April 1996 Lebancese-Isracti conflict, revealed the ambiguity of
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rules, regulation and responsibilitics of the various authorities (Ministry of Finance,
Ministry of Agriculture, and Council of the South) in relation to the allocation and
distribution of tobacco farming resources.

Another problem facing the Regic has been smuggling, which was particularly
dominant during the civil war period and until the carly 1990s. The smuggled tobacco
market during that period was made up of foreipn brand cigareltes smuggled into
Lebanon mainly from Limassole and Port-Said through the illegal scaports. An Anti-
Smuggling Squad (ASS) was instituted within the monopoly decree (16/lr of January
30, 1935). Subscquent deerees, the latest being no. 1047/1 ol January 27, 1994,
cxtended the authority of this squad. This squad was [ully cquipped to carry oul its
dutics clficiently until 1976, when civil order broke out and the government lost
control over its administrative authoritics. The responsibility for law and order was
lost or overtaken by regional militias. Conscquently, the ASS became deflunct, and
lucrative smuggling networks ruled the tobacco industry and marketl. As a result,
sales of the Regie’s monopolised legal activitics plunged to a minimal level (reaching
near zero levels in 1976, 1979 and 1984) in comparison to its traditional market
demand. This situation continued until the last quarter of 1992, when the ASS was
partially rcassembled (from remaining members). However, the squad was under-
manncd and under-cquipped, and could notl deal with the responsibilities of the
assigned regions. A request for new reeruits was rejected by the governing body, and
the administration was forced to resort to the temporary measure of translerring a few
daily workers from the Sorting and Manufacturing Department to the ASS. As a
result of its tircless cfforts in collaboration with the security forces the ASS have
achicved the following results between 1/1/1993- 30/6/1996:

law suits 830
confiscated tobacco (kgs) 36,415,753
value of fines duc ($) 3.916,775
value ol paid fines (20% of fincs issued) and conliscated malterial ($) 798,712

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

Internally, some Regic cxecutives accuse the government of deliberately attempting
to deprive the Regic from potential growth in profit margins in order to reflect its
incfliciency. Their clain can be better explained through the following malpractice:

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

e In order to climinate illicit crops, the government is encouraging Bekaa Valley
farmers to swilch lo tobacco cultivation, not taking into consideration the fact that
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the Regie is alrecady overstocked with the South and North regions’ extra crops, and
that tobacco and tombac sales turnover to international companies is negligible
compared to what Regic pays in farming subsidics. This implies that the Regie is
voluntarily subsidising the cullivation of tobacco that will subscquently be only lelt
to rot in poorly equipped warchouses, or incinerated.

Due to the government policy aimed at exterminating the cultivation of illicit
crops, which obligates the Regic to purchase all tobacco and tombac crop (rom all
Bekaa farmers, the number of these larmers is rapidly increasing while the quality
of the yicld dropping, since the farmers are assurcd thal their crops will be
purchased. The poor quality of the yicld is due to the Tact that the Bekaa Valley
farmers are not used to cullivating tobacco and they lack e necessary experience
in this ficld, cspecially that the cultivation process ilsell nceds intensive labor,
From this viewpoint, Regic has requested the support of the government to conduct
a feasibility study regarding the continuation of subsidising the cultivation of
lobacco and tombac in the Bckaa. It has been suggested that the Bekaa farmers
(cspecially those who were engaged in cultivating illicit crops) should switch to
cultivating wheat that could be totally  consumed locally. It was accordingly
recommended that these farmers be offered social subsidies over a cerlain number
of ycars for cultivating wheat.

e The government is ncglecting the potential of local cigaretic production, although

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

In terms ol ils cigarctic brand portiolio, the Regic currently holds one brand, namely
the CEDARS. The bulk ol demand [or local cigarcile brands s realised in the Bekaa,
Southcern Lebanon and Akkar, where smokers  are less exposced Lo advertisement ol
forcign cigarclic brands than smokers in other parls ol Lebanon.

The capability ol the Regic w respond 1o the local demand on national cigarclie brands
was hampered by the destruction and thelt inflicted on its main production facilitics in
the Hadath centre during the civil war period (1975 to 1984). This resulted in the
abscnce of national brands form the market lor  a considerably long period ol Lime
which was sullicicnt enouglh to make traditional consumers swilch to imported brands,
and for new consumecrs (0 be introduced to these products. Table (3.2.3-1) presents
Market Segmentation of Regie Products to Imports 1973 - 1995,
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3.2.3 SALES AND MARKET SHARE ANALYSIS

Sales of domestic ciparette brands peaked in 1974 accounting or around 41% of total
sales. This, according to Regic authoritics, was due to the widespread popularity at
that time of the CEDARS, the American blend Lebanesc cigaretie brand introduced in
1974 to compete with MARLBORO and WINSTON. The O.K. brand, which is the
Lebanese substitute for KENT launched a few years carlier, was gaining ground in the
Lebanese market. It scems possible therefore that if certain brands are manufactured
in Lebanon, it may not be difficult 1o export them,

In the year 19706, sales ol local brands were nil, due to the impased complete stoppage
of production caused by the deleriorated sccurity situation. During the period 1977 to
1979, the local brands sales declined rapidly reaching the 9% share of the market in
1979, for the reasons mentioned carlier, giving way to imported or smuggled brands.

Production of local cigarctie brands rcecorded a partial improvement in the period
1980 to 1982 only to plunge again in 1983. From 1984 onwards sales of local brands
cnjoyed a sleady incrcase Tuctuating al around 15% ol the markel sharc until 1988 -
refer to Table (3.2.3-1).

The most imporlant factor that caused the decline of the demand on national cigarette
brands during the civil war period was the rapidly Nourishing smuggled cigarcttes
market. Conscquently, the impact of the prolonged smuggling activities eroded the
demand for Regic producls resulting in the rapid decline of Regice’s market share in
favor to imported allernatives.  [lence, Regic’s market share to imported products
declined to 8.2% in 1991 and further to 1.8% by 1995, Tables (3.2.3-2) to (3.2.3-7)
present Cigarette Market Shares Analysis By Supplicr & Brand.
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TABLE (3.2.3-1)
Market Segmentation of Regie Products to Imports 1973-1995

Year Regie R % TS tmports M % TS Taotal % T
1973 1,103,000 28. 7% 2,739,000 T1.29% 3,842,000 100.00%
1974 2,301,450 50.81% 1,750,000 43 19% 4,051,450 100.00%
1975 1,584,707 52.87% 1,412,750 47 13% 2,997,457 100.00%
1976 na n/a n/a n/a n/a nfa
1977 201,292 I4.47% 1, 189705 85.53% 1,390,997 100.00%
1078 102,570 13.48% 1,042 429 86 52% 2,244,999 1000004
il {979 200774 9 50% 1,997 703 00 5004, 2207477 100.00%
1980 331,647 17 19% 1,507 S| K2 R1% 1,029 2G8 100.00%
1981 457,730 12 78% 123,692 R7 22% 3,581,422 100.00%%
1082 326,979 15.82% 1,739,680 84 18% 2,060 665 100 .00%
1983 195,114 10.07% 1,742,400 89.93% 1,937 580 100.00%
1984 299,586 12.55% 2,087,556 37.45% 2387142 100.00%
1985 302,612 14.38% 1,801,783 85.02% 2,104,395 100.00%
1986 388,802 16.41% 1,980,050 83.50% 2360 85 100.00%
1987 431,018 15.20%, 2,404 671 R gneg, 2,835,049 100 00%,
. 1088 536,618 l;44% 2,938 RRO 84 50% 3,475,507 100.00%
1089 n/a n/a n/a nfa na nfa
1990 n/a n/a na n/a n/a n/a
109t 129,275 8.24% 1,439,180 21,76% 1,568,455] 100.00%
1992 89,627 5.38% 1,576,719 94.62% 1,666,346 100.00%
1993 21.41¢ 1.57% 1,341,259 98.43% 1,362,670 I (;U.BH%
1994 28,104 L.91% 1,444,617 98.09% 1,472,721 100.00%
- 1995 27,630 1.76% 1,539,781 98.24% 1,567,411 160.00%

NCYTE FOT3-FYURK FIGERES INCLUIY ALL LOCALLY PRODECED & INPORTVEDY PRODECTS (Ap).
tSorrce: MIBANBA Thesis: ' The Lebanese Regie © 1990),
T991-1995 FIGURES COVER CHGARETTES ONLY (Source: The Repicd

(Quantity unil in boxes; cuch box contuining, 50 Grosspacks; grasspack =1 consurner packets of 20 cigaretles cach).
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3.24 TPRODUCT PRICES AND QUALITY

Pricing policy regulations are driven by the issuance of government decrees, The last
decree being no. 1/3759 issucd by the Treasury Department on August 20, 1992, This
remains effective to-date. The current practice regarding this policy is for the
Minister of Tinance to adapt, or update input variables in the pricing formulas as

economic circumstances dictate, instead of annually issuing a new decree.

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

First: Imported Products with a Letter of Credit (1/C): 1" Formula
The retail price of one unit (in Lebancesce Lira) is given by the lollowing formula:

One Unit Retail Price =

[1.25 x ( $ One Box Purchasing M'rice ) +

($ One Box Shipment Expense + 15) x Actual U.S.D, Rate] /
units per hox of product (t.c. 500 packs of cigarcttes per box).

Or an cquivalent

One Unit Retail Price =

[(1.339 x ($ Onc Box Purchasing Price ) +

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

Second: Imported Products Withowt a Letter of Credit. 2™ Formuta

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

One Unit Retail Price =

[1.213 x (§ One Box Purchasing Price) +

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

Or an cquivalent

Onc Unit Retail Price = K
[1.3 x (§ One Box Purchasing Price ) +

1.104 * ( $ One Box Shipment Expense + 16) x Actual U.S.D Rate] /
units per hbox of product (i.c. S00 packs of cigarettes per box).

MKT-7
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[n_Determining the Input Variables Included in the Above 2 Formulas:

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

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

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

Manufacturing Country Expensce/Ton ($) | Kxpense/Box ($)
USA 152,35 244
Brazil 412.50 6.60
Mexico 305.00 4,88
Uruguay 450.00 7.20
France 99.50 1.60
Holland + Belgium 149.30 2.39
Britain 165.30 2.72
Cyprus 35.00 0.56

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

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

5. Number of Boxes per Ton is 62.5 hoxes.

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

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

8. The Stamp Duty on One Box is taken by the following formula: 3 per thousand of
its declared price using the custom U.S.D. rate which is : 800 L1

9. The Quayage or Quay Handling Charge is taken by the following formula: 1% of
the declared price (The used U.S.D rate is 55% of the Actual U.S.D Rate).

Quayage = 1/100 x (Purchasing Price + Transportation S ) x 55/100
which is 0.0055 (P +S)

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

11, The, Loading Expenses is § 25 per a container of 20 {cet = 25/450 boxes.

MIKT-8
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12. The Transportation Fee between Port of Beirut and Hadath 1s 14,800LL /Ton.

l'
. The Banking Expenses (in U.S.D). for imported cigarettes by L/C is 4.2% of its
Purchase Price.
. The Banking Expenses (in U.S.D) for imported cigarettes without L/C is 0.5% of
its Purchase Price.
15. The Insurance is 0.1215% of the total amount to warchouse ( in U.S.D.)
0.1215% x (1.06 x )= 0.0013 P
(Knowing that 0.6 I is the freight cost to Beirut Sea Port).
16. Miscellancous FExpenses per One Box (unexpected) is § 0.25
17. Commission
Wholesaler :1.7%
- Licenser :5.0%
g Total : 6.7 % of retail sale price.
. The number 93.3 % of the retail price is the stake of the Regie, while the
remaining number 6.7 % is the commission amount.
19. The number 500 represents the number ol packs per One Box.
20. The number 1.25 of One Box Purchasing Price and the number 1.03 of One Box
Shipment Expense are derived from the following elements(in U.S.D)
Oue Box Basis (in $) (in §)
- Purchasing Price 1.00 P
- Shipment Expenses 1.008
- Banking Expenses with 1L/C o.0a2p
- Insurance 0.0013 P
-Expenses and Fees incurred in Lebanon
- Treasury Stamp Duty 3(1000P+5) 0.0014 P + 000148
800/1800
- Custom : 5710001 1S) 0.0222 1 - 0.02228
&00/1800
- Quayage 000551 + 000558
- Latissez-passer Fee 0.00275Pr 9 000275 8
- Loading Lxpenses 0.056
- Unexpected Expenses 0.250
450/1800 3
- Transportation (Port to 1 ladath}* v 0.2786
850*62,5/14800
- Administration General Expenses + 017 P +15.00
Administration Taxes and Profits
Total 1.24515 x P+ 1.03185 x S + 15.5846
. rounded to  (1.25xP)+1.03 xS)+15)
* The U.S.D rate used in the transportation fee equals 850 L.L
{
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21, The number 1.213 of One Box Purchasing Price in the 2™ formula is derived
from the difference of Banking Fxpenses which is 4.20% - 0.5=3.7%

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

« Lvery article incompatible and prior to this decree is deemed invalid.

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

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

Table (3.2.4-2) presents Regic Imported Cigarette Brands and Prices by Supplier

Table (3.2.4-3) presents Retail Prices & Sales Turnover of Imported Cigarettes

Table (3.2.4-4) prescnts Retail Prices & Sales Turnover of all Products (1/1/1995-
. 1/11/1995)
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TABLFE, (3.2.4-2)
IMPORTED CIGARETTE BRANDS & PRICES BY SUPPLIER

SUPPLIER BRANDS LENGTH |IMI"ORRT| ORIGIN PRICE/ BOX
| WAY {$)
BAT
AMERICAN IFULL FLAVOUR 115 1OOmm 1°.0.13, USA, AA*
AMLUERICAN FULL FLAVOUR K.S. 35mm F.0.18. U.S.A. AA
AMUERICAN LIGIHTS 1005 (EVITH 1.0, U.S.A AA
AMERICAN LIGIHTTS K.S. BSmm 150018, U.S.A AA
BARCLAY 100s HJOmm O R, U.S.A. AA
BARCLAY K 5 BOX RSmm 1013, LS AL AA
BENSON & HEDGES K.S. A5mm CLE, U.K. 21000
BENSON & HEDGES LUXURY f5mim cLr. UK. AA
CARLTON [U0mm CLI, U.S.A, AA
CARLTON K .S, BOX 85mm CLI U.S.A. AA
DU MAURIER S K. tO0mm C.)FE UK. AA
HOLLYWOOD BOX R5mm CLE BRAZIL AA
KENT DUELUXE SOET LtHhmm i O 13, LLS.AL 200.00
KUENT LIGHT BOX ¥Smm .08 US.A 200.00
KENT LIGHT DELUXE SOVT 1(0mm .08, S AL 200.00
KENT SUPER LIGHTS BOX Rimm .08, USA. 210.00)
KENT SUPER LIGHTS SOFT g5Smm F.0O.B. U.SA. AA
KIM GREEN LIGHT 1O0mm OB GERMANY 145,00
IO REED LYGIHTT 100mm .01 GLERMANY 145.00
KIM ULTRA SLIM 100 LIGHT 1OOMm F.OB., | GERMANY 180.00
LUCKY STRIKE K. 5. BOX B5mm .08, US A 140.00
LUCKY STRIKIE K.S.SO1T $5mm .01, USA 140.00
LUCKY STRIKE NON-FILTER KUmm 1.0, US.A 14000
PALL MALL SUPER LLONG 100mm 1-.0.13. US.A 145.30
SILK CUT BLULE KA. E5mm 013, U.K. 155.00
SILK CUT A4 UXE MILD LOOnIm I.0.8. UK. 165.00
VICEROY BOX ASmm .01, CYPRUS 88.00
VICEROY K.S. SOFT ¥Smm F.O.B. USA 140,00
VICEROY LIGHTS BOX 85mm ILEO RN CYPRUS AA
1l
S— e}

ANOVTT: AA (PRICE ATIUSTED ANNUALLY )
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TABLE (3.2.4-2 Cont.)
IMPORTED CIGARETTE BRANDS & PRICES BY SUPPLIER

SUPPLIER DBRANDS LENGTIH IMPORT|] ORIGIN | I'RICE /BOX
WAY (%)
RIR

CAMIEL 100s SOFT 1O0mm F.Q.13. US A 140,00

CAMEL K S, 8Smm IF.ONn. US.A. AA
CAMEL LIGHT BOX 85mm L0113, .S A, 140.00
MONTE CARLO B5mm .03, BELGHIM 82.00
MORE REGULAR GRVEN 1 20mm 17018, USA 196,00
MORE REGULAR RED 120mm 1£.0.13, U.S.A. 190.00

SALEM 1005 1OOmMm 17,018, U.S.A, AA

SALEM SO¥FT 85mm 1701, US.A AA
) VANTAGE 1005 SOIT 1060mm 15013, U.S.A, 190.00
VANTAGLE BOX 33mm I-.0.13. LS. A 210.00

VANTAGL LIGITES {5mm F.O.13. LUS.A. AA
WINSTON 100s SOIT 1ODmMm O3 LS. A. 190.00
WINSTON K.S. SOFT $5mim .01, U.S.A. 170.00
WINSTON LIGHTS 100s SOFT H0mm F.OR. U.S.A [60.00
WINSTON LIGHTS BOX 85mm E.QO.1, US.A. 190,00
WINSTON SELLECT BOX BSmm F.on. US.A, 230.00
WINSTON SELECT LIGHT BOX B5mm IERONEN U.S.A. 230.00

YSL MENTLHIOL. 100mm [-.0.13. US.A. AA
YSL REGULAR 1OUmm .08, U.SA 230.00

NOTE AA (PRICE ALUUSTED ANNUALLY).
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3.2.5 DISTRIBUTION SYSTEMS AND OPERATIONS

The Distribution Department is concerned with the purchase ol tobacco and tombac
and the distribution of tohacco seeds to the farmers. Distribution operations are
organised on a weekly hasis with the amount distributed being dependent upon the
weckly quota set by the Regie Distribution and Sales Department. This department is

also responsible for the control and inspection ol distribution and sales channels - as
described in the Management Audit section.

Tobacco and tombac bales are brought by the prowers to specilied centres in the
villages where tobacco is cultivated, and purchasing transactions are accomplished

directly between the growers and Regie at the purchasing centres. The crops are then
transported to the Regie storage locations. ’

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

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

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

YEAR QUANTITY VALUE (%) ($) VALUE / (KG.)
(KG.)
199] 089,170 3,952,165 5.73
1992 769,617 4,517,508 5.87
1993 4 1,569,519 8,570,132 5.46
1994 1,999,522 11,406,132 5.70
1995 n/a n/a n/a
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3.2.6 MARKETING RESOURCES AND SKILLS

Import and cxport operations ol tabacco are the responsibilitics of the Marketing
Dcpartment. This department is also responsible  for  advertising, promoting,
transporting and sclling manufactured products.
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W32_mikidne



3.2.7 CURRENT SITUATION OF TOBACCO CROPS

Overview

Tobacco cultivation in Lebanon was a prosperous undertaking until 1975 when the
cultivated area reached around 72,875 donums (7,875 hectares), tobacco output
reached 8,500 tons by 1971. In the intervening years, due to the social turmoil the
nation experienced, levels of output fluctuated drastically, decreasing to 300 tons by
1985. In the post-war period (1991-onwards), cultivation recovered to reach 81,659
donums (81,659 hectares) with an output of 8,207 tons by 1095,

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

According to a study conducted by Mr. 1. Downie ol British America Tobacco (BAT),
delivered 1o the Regie towards the end of 1994, a crop of acceptable quality can be
produced in Southern [ebanon, provided the area on the coastal plain is avoided.
[Towever, the same study concluded that lor the manulacturer of cigarettes, there were
problems in assessing the quality of the crop, because two of the existing factories did
not have the equipment to process the crop to a satisfactory standard. With regard to
the 1992 crop, the study advised that the three quality grades (good, medium, and

poor) would have bheen rejected by any international buyer even il it was offered at
very low prices.

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

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

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

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

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

» Tombac and tobacco larming subsidies were extended

e Two R&D laboratories were revitalised aimed at improving the quality of tobacco
seeds,

e Quality enginecrs were appointed for the purpose of crops quality improvement,

MKT-13
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-

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

Additional problems arc also emerging due to imposed government regulations to
purchase all wunrestricted tobacco and tombac yields, which has resulted in
overstocking,.

Yicld Types and Pricing

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

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

Tombace, which is a variant of the tobacco plant characterised by a special flavour and

used for smoking hubble-bubble, is also cultivated in Northern Lebanon. The
Northern city of, Tripoli being the Regic centre for sorting, manufacturing,
warchousing, and distributing operations of tombac. Once again there are two types of
tombac  seeds used for cultivation in Lebanon: Sa’adi 33, which is genetically derived
rom the Asfahani seed of Iranian erigin, and Tombac Baladi, which originated from
the Syrian Abu Jilda sced.

The Ministry ol Finance, in consultation with  the Regie, determines the purchase
price of the crop for the season according to three quality grades; good (superior),
medium, and poor (inferior). The table below categorises the currently cultivated
tobacco seeds in Lebanon and their 1995 purchase prices. K

MKT-14
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Lebanese Tombae and Tobaeco Kinds and their 1995 Purchase Prices
(in Lebanese Lira per Kg.)

Tobacco Kind High Mediom I'oor

Quality [ Quality | Quality

Ordinary Tobacco

Sa’adi 6 Seeds 15,950 11,550 4,500

Shkouk (Threaded) Tobacco

Sa’adi 6 Sceds 9,250 5,250 1,200

Tohacco Leaf

Burley Seed 10,450 7,150 2,500

Tombac

Baladi Seed 8,580 6,620 2,500

Sa’adi 33 15,950 11,550 4,500

o

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

Cultivation (The North) 1991-1995.

Table (3.2.7-2) presents Development & Growth of Tobaceo & Tombac

Cultivation (The Bekaa) 1991-1995.

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

Cultivation (The South) 1991-1995.

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

Cultivation 1991-1995,

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

Farming Subsidics

The benefits of * farming subsidies

o achievements:

to farmers are manifested in the following

¢ The Distribution Department of the Regic supervises a number of agricultural
centres located in the tobacco cultivation arcas of the various regions. These
centres provide the farmers with tobacco seeds, fertilizers, and pestictdes. As such,
Regie is dircctly, although partiatly, responsible for the quality of the crops and

yield of Lebanese tobacco.

¢ The offering of the highest quality seeds as gilts to all [armers.

e In the month of August each year and for the past 3 years, a public fair takes place

in recognition of the “Ideal Farmer”.

equipment.

Awards include much needed farming

« The provision of technical advice and farming expertise through Regie specialists,

MKT-15
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In pursuing the twin objectives of encouraging farmers to stay on their land and the
eradication of illicit crops cultivation and trading, the government’s directives to the

Regie accentuate the financial support given to tobacco and tombac farmers in the
form of farming subsidies.

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

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

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

I"urchasing Activitics

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

* One tobacco yield quality expert (chief of the committee)

» One tobacco yield quality expert assistant

e One storekeeper

* Two clerks for checking the count

+ One accountant

¢ One clerk for weighing the crop

Alter weighing the incoming tobacco bales, they are examined and quality graded by
the quality expert, who is the one and only authority for the quality grading of the
delivered crop - refer to the Technical Audit (Section 3.3.) for the Operational
Quality Grading Criteria. After the weighing and quality grading of the delivered
crop, a payment voucher is issucd immediately to the accountant who makes the
payment to the farmer. '

The main problem that the current tobacco purchase procedire described above
entatls, ts that the employces (members of the buying committee) responsible for the
recceipt, weighing, quality grading, and purchase of the crop, being in direct contact
with the farmer, are under moral and political pressures, which invariably hinder
objectivity and fairness to the selling and buying parties.
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