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INTRODUCTION
Thomas Fine Teas is a company based in Deeland, which is in Europe and has a population
of 35 million. Deeland has a lengthy coastline with developed ports and borders several other
countries. Its currency is D$.
Thomas Fine Teas imports tea leaves from around the world and creates its own distinctive
blends, and produces its own tea bags for sale to supermarkets and wholesalers. Thomas
Fine Teas also blends and produces herb-based infusions.
Thomas Fine Teas was established just over 200 years ago by Joseph Thomas. Joseph was
originally involved in shipping and due to his access to tea cargos, developed a liking for tea
and developed an ability to taste the difference between tea leaves from different regions. He
became increasingly interested in the tea trade as he saw the popularity of tea drinking grow
and envisaged that this could be the basis for a profitable new business venture. He started
to develop his own distinctive blend of tea and established Thomas Fine Teas in 1805.
Thomas Fine Teas has evolved to be one of Deeland’s largest tea blenders, known for the
premium quality of the tea leaves it uses and the distinctive taste of its blends. Over the years
product developments have included the introduction of the tea bag and the development of
new black tea blends. The company has also been at the forefront in market development,
encouraging the popularity of green teas and several flavoured infusions, which are becoming
increasingly popular.
The business is based on a single site in Hightown, a large industrial town in the north of
Deeland. It uses a mixture of old established tasting and blending techniques and modern
processing and packing equipment to enable high volume production.
Thomas Fine Teas is still a privately-owned company under the control of Joseph Thomas’
descendants. The current Managing Director, Fred Thomas is assisted by his wife Nina who
is the Product Director and their daughter Christie Smith who is Finance Director.
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Your role
You are a Finance Officer working in the Finance department of Thomas Fine Teas. You are
principally responsible for preparing management and financial accounting information,
although you are often asked to perform tasks that affect other areas of the business.
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Extract from Induction Manual
We are a tea blending business which means that we create blends of tea leaves sourced
from different regions of the world and make our blends into tea bags. To understand the
business it is important to start at the beginning and to know what happens before the tea
leaves reach us.

What is tea and how are tea leaves created?

There are four main types of tea; green, black, oolong (pronounced wu-long) and white tea.
These four types of tea come from one plant, not four distinct species of plant, called Camellia
sinensis. It's the way the tea leaves are processed that gives the different teas their specific
taste, colour and scent.
Tea is like wine in that the atmosphere in which it is grown determines much of the flavour and
quality. Tea plants typically grow best in acidic soil and regions with heavy rainfall (around 40
inches per year), although they can be grown anywhere from sea level to altitudes as high as
1.3 miles above sea level.
Mass-produced tea is grown on large plantations in more than 30 countries, but the four
biggest producers are China, India, Kenya and Sri Lanka. Most tea is picked by hand for better
quality: machines tend to be too rough and damage too many leaves. Growers keep the tea
plant in the early stage of growth with constant pruning and pick only two leaves and a bud
from the tops of the plants.
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How black tea leaves are made:
There are two ways to make black tea leaves: the orthodox method and the CTC ("Cut, Tear,
Curl") method. Both are similar in the five steps they take, except the orthodox method is
mostly done by hand, whilst the CTC method is done by machine. Once the tea leaves reach
the tea factory from the tea plantation the following happens:

Withering

Rolling

Oxidation

Drying

Sorting

•On arrival at the factory, the plucked leaves are spread on large trays
or racks and are left to wither (dry out and shrivel) in the air at 25-30
degrees centigrade. The moisture in the leaf evaporates in the warm
air and this process takes between 10 to 16 hours, depending on the
wetness of the leaf.

•The withered leaf is broken by machine so that the natural juices, or
enzymes, are released and on contact with the air will oxidise. This
breaking is done by two methods: "Orthodox" (gentle rolling so that
the leaves are left whole and unbroken) and "Unorthodox" or CTC
(chopped by machine into tiny pieces). The smaller particles are
more suited to modern market demands for a quicker brewing
finished product.

•The leaves are spread out again for a 3-4 hour period, this time in a
cool, damp atmosphere, and the oxidation process continues. The
leaves are gently turned every so often throughout the period until all
the leaves turn a copper colour and oxidisation is complete.

•After oxidisation, the leaf is dried or fired. This is done by passing the
broken leaf slowly through hot air chambers where all the remaining
moisture evaporates, and the leaf turns a dark brown or black. The
black tea is ejected from the hot chamber into chests.

•Finally, the tea leaves are sorted into leaf particle sizes, by being
passed through a series of wire mesh sieves of varying sizes into
containers before being weighed and packed into tea sacks for
loading onto pallets.
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How green tea leaves are made:
Green tea comes from the same plant as black tea. The colour of green tea is much different
(hues range from green to yellow) and the taste and smell of the drink are very grassy and
natural. Like black tea, green tea also has five steps in its process, they are: withering,
steaming, rolling, drying and sorting.
The significant difference here is the inclusion of steaming and the removal of the oxidation
process. After the leaves wither and lose some of their moisture during the first step, they are
immediately steamed, or pan fried. This stops the oxidation process before it can really get
started: steaming "freezes" the tea leaf in its current state, keeping the colour green. After
steaming, the leaves are cooled and rolled to release the remaining moisture, dried with hot
air and sorted according to size and grade.
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WHAT IS TEA BLENDING?
Tea blending is the combining (or blending) of different
tea leaves together to produce a single distinctively
tasting tea.
Here at Thomas Fine Teas we have:
Four black tea
blends





Everyday
Stronger
Classic
Premium

Two green tea
blends
 Healthy
 Super.

The golden rule of blending is that every batch of a specific blend taste the same as the
previous one, so a consumer will not be able to detect a difference in flavour from one
purchase to the next. By their nature tea leaves change in flavour from one season to the next
and leaves from a specific plantation are not necessarily available all year around. Therefore,
our blenders work hard to create a well-balanced and consistent flavour using leaves with
different origins and characters.
Tea blending is dependent on our highly skilled tea tasters. It takes at least five years of
training to become a tea taster and is then a continuous learning process. To prepare teas for
tasting, dry leaves are laid out in containers on the tasting bench. Boiling water is poured into
the containers, the tea is then left to brew for 5-6 minutes. The brewed tea is then poured into
tasting bowls, and the infused leaf is tipped onto the lid of the brewing mug. The taster slurps
the tea much as a wine taster does, then rolls the liquid around their mouth to assess the
flavour before spitting it out into a spittoon. The taster will also consider the appearance of the
dry leaf, the infused leaf and the colour and quality of the liquor.
We have experienced tea tasters working as buyers and blenders. Our buyers travel the world
tasting tea leaves from different locations and securing supply. Our blenders operate on the
factory site and create the blend of different leaves for each batch of production.
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OUR TEA BLENDS
Black tea:

Everyday
Blend
Stronger
Blend










Classic Blend


Premium
Blend






Sold in boxes of 100, 200 and 1,000 tea bags.
This is now our most popular blend, with approximately 2
Billion tea bags produced and sold a year.
Up to 16 different tea leaves are used to create this blend,
with the majority sourced from Kenya.
Sold in boxes of 100, 200 and 1,000 tea bags.
This is our second most popular blend, developed 10 years
ago to meet demand for a stronger tasting tea.
Up to 20 different tea leaves are used to create this blend,
sourced from all major regions.
Sold in boxes of 100 tea bags only.
This is our oldest blend of tea and is little changed from 80
years ago. This has a classic taste and has a very loyal
customer base. Typically, fewer different types of tea leaf
are used in this blend to keep its simple taste.
Up to eight different tea leaves are used to create this
blend, mostly from China.
Sold in boxes of 100 tea bags only.
This is our newest range of Black Tea. Launched four
years ago, the popularity of this blend has grown
considerably over the last year. This is our premium Black
Tea, with the best and most exotic tea leaves.
Up to 14 different tea leaves used to create this blend, with
over half sourced from India.

Green tea:



Healthy Blend




Super Blend


Sold in boxes of 100 and 1,000 tea bags.
This was the first blend of green tea successfully launched
in Deeland 25 years ago. Green tea has proven health
benefits and this classic blend continues to be popular.
Up to 10 different tea leaves used to create this blend,
sourced mostly from India.
Sold in boxes of 100 and of 1,000 tea bags.
This was launched 10 years ago and is now almost as
popular at the Healthy Blend. This blend uses leaves with
enhanced anti-oxidants to create a green tea with a lighter
taste than our original healthy blend.
Up to 14 different tea leaves used to create this blend,
sourced mostly from China.
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Other Products
As well as making tea bags for our black and green tea blends, we also blend and sell infusions
in bags. Infusions (sometimes called tisanes) have nothing to do with the tea plant. They are
simply dried fruits, herbs and other leaves infused in hot water.
Here at Thomas Fine Teas we make a range of herbal infusion bags. This range was launched
15 years ago and has a loyal customer base.
Infusions are sold in boxes of 25 bags in the following flavours:

 Peppermint
 Camomile
 Mint & Camomile

9
©CIMA 2018. No reproduction without prior consent

August 2018 Operational case study examination - Pre-seen Material

OUR PRODUCTION PROCESS
We operate three production areas: one for black tea, one for green tea and one for infusions.
Partly this is to reduce the risk of cross contamination. Each production area includes blending
drums (where the leaves are blended) and a production line where bags of either tea or
infusions are produced and packaged.
The capacity of each production area is as follows:
Production area
Black tea
Green tea
Infusions

Capacity on the bag
production line per hour
960,000 bags an hour
600,000 bags an hour
300,000 bags an hour

Black and Green Tea Production
An overview:

Tea leaves sourced

Tea leaves received
at the factory
Blend recipe
created

Tea leaves blended

Tea bag production

Despatch
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Number of hours operated
per day
16 (2 shifts)
8 (1 shift)
8 (1 shift)
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Tea leaves sourced:
The tea leaves used in our tea bags are sourced by our Buying Department, headed by Treena
Nyo. Treena has a team of eight buyers who are experienced tea tasters and travel the world
tasting tea leaves from all major tea plantations and factories as well as small scale growers.
Tea leaves are typically sold at auction, our buyers work with local tea dealers to procure crops
of tea leaves from the plantations. Tea leaves are sold in standard sized tea sacks, each
weighing 62.5 kilogrammes. We consistently seek to be an ethical purchaser and strive to pay
a fair price to the tea plantations and factories.
Some of the larger tea factories recently signed up to direct supply agreements with tea
blenders, although we do not have any such agreements at the current time.

Tea leaves received at the factory:
The tea leaves that we procure at auction are imported to Deeland via ship. Once landed,
each consignment of tea sacks is delivered, by an external logistics business, to our factory
on pallets, which are then moved into the ‘goods in’ warehouse using forklift trucks.
Consignments of tea leaves from different suppliers are stored in separate areas.
Each consignment is taste tested on receipt. A small ‘v’ is cut into one of the tea sacks and a
sample taken to the Blending Department. Here it is tasted to ensure quality and also for the
tea tasters in the Blending Department to understand the flavour characteristics of the tea
leaves so that they can start to create the blend recipe.

Blend recipe created:
A blend recipe needs to be created for each production run of a particular blend. A production
run consists of a number of batches (the number of batches in a production run is dependent
upon the inventory of tea leaves available at the time; but is typically eight batches). For black
tea blends a batch requires 12 tonnes of tea leaves and for green tea blends a batch requires
6 tonnes of tea leaves. We expect 12 tonnes of black tea leaves to produce 4 million tea bags
and 6 tonnes of green tea leaves to produce 2 million tea bags.
The recipe is the combination of different tea leaves required to make the specific blend. This
recipe changes on almost a daily basis and is dependent upon the tea leaves available in the
factory at the time. It is the skill of the tea tasters in the Blending Department that ensures that
the blend is consistent so that a cup of Everyday Blend produced today tastes the same as a
cup of Everyday Blend produced last week or last year.
Once a recipe is devised this is electronically sent to the ‘goods in’ warehouse where a batch
requisition is raised which shows the number of sacks of each different type of tea leaf required
for a batch.
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Tea leaves blended:
Once the batch requisition has been raised the appropriate number of sacks of each tea leaf
are picked from the goods-in warehouse and taken to the blending area via forklift. Prior to
blending the tea leaves requisitioned for each batch are checked against the recipe to ensure
the accuracy of picking.
For black tea there are six blending drums and for green tea there are three blending drums.
Each drum can deal with two tonnes of tea leaves at a time. The appropriate number of sacks
of each type of leaf in the recipe for two tonnes of input are loaded onto a conveyor by a robot.
At the end of the conveyor the sack is split, and the contents loaded into a large funnel to be
passed through a sieve and into a hopper. From the hopper the tea leaves are fed into the
blending drum which gently rotates, mixing all the different tea leaves together. When blending
is complete the blended tea leaves are fed into one tonne sacks. A sample is taken at this
stage and sent to the Blending Department where the tea taster that created the recipe checks
that the blend is consistent with their expectations.

Tea bag production:
Tea bag production is highly automated. The black tea line is very modern as it was installed
only two years ago. The green tea line is much older and therefore has less capacity.
Prior to a production run of a particular blend (which is typically eight batches), the production
line pipework is cleaned to ensure that there isn’t contamination between blends. The
machinery is also loaded with the appropriate amount of tea bag paper.
As soon as the Blending Department confirm that the blend of the batch is accurate, production
can commence. The one tonne sacks are opened and fed into another hopper which then
feeds the production line. The production line has a continuous computer-controlled conveyor
where the tea bags are created and then packaged.

Despatch:
We aim to hold limited inventory of finished goods. Typically, production is carried out to sales
orders so that once completed our tea bags are boxed and then shrink wrapped onto pallets
for despatch to customers. We use an external logistics business for onward delivery of our
tea bags to our customers.

Infusions Production
Our infusions are produced within their own production area in the same way as our tea bags.
We have a separate warehouse area for the raw materials inputs used in infusions and the
production line for infusions is relatively small which is why the batch size is only 4 tonnes of
raw material inputs at a time. We expect 4 tonnes of infusion raw materials to produce 1 million
bags (an infusion bag holds more grams of raw material than one of our tea bags).
Infusion raw materials are sourced from a variety of supplies, many located in Deeland. We
have direct relationships with all infusion raw materials suppliers.
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Customers
Our products are sold to all the major supermarket chains in Deeland as well as two
wholesalers who sell our products on to convenience store chains. We offer 30-day credit
terms to all of these customers. Black and green tea are sold in boxes of 100 and 200 tea
bags, infusions are sold in boxes of 25 bags. The ranges purchased by our customers are as
follows:

Customer

Products sold

Forrest Supermarkets

•
•

all black and green tea ranges
all infusions

A1 Supermarkets

•
•

all black and green tea ranges
all infusions

Northern Supermarkets

•

all black and green tea ranges

Harper Wholesalers

•
•

all black and green tea ranges
all infusions

Deeland Wholesalers

•
•

all black and green tea ranges
all infusions

In addition to the above, we also have four corporate customers who buy our 1,000 bag
catering boxes of Everyday, Stronger, Heathy and Super blends. One of these corporate
customers is Deeland’s national airline, DeeAir and another is the national government. All
corporate customers are given 30-day credit terms.

Pricing
Our strong reputation, built up over our 200-year history, of providing high quality teas and
infusions, allows us to charge higher than average retail prices for our blends compared to
similar blends in the market. Our blends are renowned in the industry for their depth of flavour
and smoothness.
Our pricing structure to the supermarkets and wholesalers allows them to make a small
margin. At times we have special pricing arrangements with supermarkets so that they can
offer half price and buy one get one free promotional deals on our products.

Marketing
Marketing at Thomas Fine Teas has traditionally targeted the end consumer through traditional
marketing methods, including television and media advertising.
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ORGANISATION CHART – TOP MANAGEMENT AND STAFFING RESPONSIBILITIES

Fred Thomas
Managing
Director

Nina Thomas
Product
Director

Treena Nyo
Head of Buying

Hans Gomer
Head of
Blending

Petra Dax
Head of R&D

Responsible
for 10 staff

Responsible
for 12 staff

Responsible
for 2 staff
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Rav Shah
Production
Director

Ben Jones
Sales &
Markteting
Director

Steve Gomez
Head of
Production

Ana Olaf
Head of Sales
& Marketing

Jack Ford
Head of
Finance

Meena Gupta
Head of Human
Resources

Responsible
for 70 staff of
which 42 are
direct
production
employees

Responsible
for 8 staff

Responsible
for 8 staff

Responsible
for 2 staff
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THE DIRECTORS

Fred Thomas: Managing Director
Fred is 63 and has worked in the business since he was 16. He is
an experienced tea taster and has a particular interest in forging
connections with new tea plantations.

Nina Thomas: Product Director
Nina is 59 and started at Thomas Fine Teas 30 years ago as a
trainee tea taster. She is married to Fred Thomas. Nina is
interested in developing new blends, in particular infusions.

Rav Shah: Production Director
Rav is 42 and has been with Thomas Fine Teas for 4 years. Rav
previously worked as Head of Production at a major competitor.
Rav was instrumental in designing the black tea production line
that was installed two years ago and has a keen focus on
production quality.

Ben Jones: Sales & Marketing Director
Ben is 38 and started work for Thomas Fine Teas six months ago.
Ben previously worked as a creative director in a marketing agency
and has a lot of experience in TV advertising.

Christie Smith: Finance Director
Christie is 32 and is the daughter of Fred and Nina Thomas.
Christie qualified as an accountant nine years ago and has been a
director for the past year.
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DRAFT Financial Statements for the Year Ended 31 March 2018
Thomas Fine Teas statement of profit or loss and other
comprehensive income for the year ended 31 March 2018
2018
D$’000

2017
D$’000

Revenue
Cost of sales
Gross profit

139,200
(83,520)
55,680

132,100
(80,600)
51,500

Selling and distribution costs
Administrative expenses
Operating profit

(18,120)
(15,600)
21,960

(17,400)
(14,900)
19,200

Finance costs
Profit before tax

(240)
21,720

(240)
18,960

Tax
Profit for the year

(6,900)
14,820

(6,600)
12,360
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Thomas Fine Teas statement of financial position at 31 March 2018
2018
D$’000
ASSETS
Non-current assets
Intangible assets
Property, plant and equipment
Current assets
Inventory
Trade and other receivables
Cash and cash equivalents

2018
D$’000

2017
D$’000

2,000
18,550
20,550
7,200
39,280
2,800

2017
D$’000

3,000
18,860
21,860
6,900
37,120
1,400

49,280

45,420

Total assets

69,830

67,280

EQUITY AND LIABILITIES
Issued ordinary share capital
Retained earnings

2,000
39,380

2,000
35,060

Total equity

41,380

37,060

1,500

2,500

Non-current liabilities
Bank loan
Current liabilities
Bank loan
Trade and other payables
Tax payable

1,000
19,400
6,550

Total equity and liabilities
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1,000
20,420
6,300
26,950
69,830

27,720
67,280
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Thomas Fine Teas
Statement of cash flows for the Year Ended 31 March 2018
D$000
Cash flows from operating activities
Profit before tax
Adjustments
Amortisation
Depreciation
Profit on sale of property, plant and equipment
Finance costs

D$000
21,720

1,000
1,850
(25)
240
3,065

Movements in working capital
Increase in inventories
Increase in trade and other receivables
Decrease in trade and other payables

(300)
(2,160)
(1,020)
(3,480)
21,305

Cash generated from operations
Tax paid
Finance costs paid

(6,650)
(240)
(6,890)
14,415

Net cash inflow from operating activities
Cash flows from investing activities
Purchase of property, plant and equipment
Sale of property, plant and equipment
Net cash outflow from investing activities

(1,665)
150

Cash flows from financing activities
Repayment of borrowing
Dividend paid
Net cash outflow from financing activities

(1,000)
(10,500)

(1,515)

(11,500)

Net increase in cash and cash equivalents

1,400

Cash and cash equivalents at the start of the year
Cash and cash equivalents at the end of the year

1,400
2,800
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Budget Information
The budget is prepared annually based on anticipated sales volumes, changes in sales price
and changes in costs. Standards for raw material input, yield and direct labour hours are also
reviewed annually. The budget approach is participative with managers in different areas of
the business being involved. Each month variance reports are prepared.

Budget for the year ended 31 March 2019
Overall budgeted gross profit:

Revenue
Cost of Sales

Black Tea
D$’000
84,000
(47,422)

Green Tea
D$’000
32,010
(17,624)

Infusions
D$’000
28,000
(18,570)

Total
D$’000
144,010
(83,616)

Gross Profit

36,578

14,386

9,430

60,394

Gross margin

43.5%

44.9%

33.7%

41.9%

Budgeted revenue for Black Tea products:
Everyday
Stronger
Blend
Blend
Number of boxes sold:
‘000
‘000
100 bags
7,000
4,000
200 bags
5,000
3,000
1,000 bags
300
200
Price per box:
D$
D$
100 bags
2.40
2.60
200 bags
4.60
4.90
1,000 bags
17.00
19.00
Sales revenue:
D$’000
D$’000
100 bags
16,800
10,400
200 bags
23,000
14,700
1,000 bags
5,100
3,800
Total
44,900
28,900

Classic
Blend
‘000
2,000

Premium
Blend
‘000
2,000

D$
2.10

D$
3.00

D$’000
4,200

D$’000
6,000

6,000

Total
D$’000
84,000

Budgeted cost of sales and gross margin for Black Tea products:
Everyday
Stronger
Classic Premium
Blend
Blend
Blend
Blend
Standard cost per box
D$
D$
D$
D$
100 bags
1.33
1.45
1.24
1.60
200 bags
2.50
2.75
1,000 bags
11.28
12.49
Cost of sales:
D$’000
D$’000
D$’000
D$’000
100 bags
9,310
5,800
2,480
3,200
200 bags
12,500
8,250
1,000 bags
3,384
2,498
Total
25,194
16,548
2,480
3,200
Gross margin
43.9%
42.7%
41.0%
46.7%

Total
D$’000
47,422
43.5%
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Budgeted revenue for Green Tea products:
Healthy Blend
Number of boxes sold:
‘000
100 bags
5,000
1,000 bags
50
Price per box:
D$
100 bags
3.20
1,000 bags
21.00
Sales revenue:
D$’000
100 bags
16,000
1,000 bags
1,050
Total
17,050

Super Blend
‘000
4,000
40
D$
3.50
24.00
D$’000
14,000
960
14,960

Total
D$’000
32,010

Budgeted cost of sales and gross margin for Green Tea products:
Healthy Blend
Super Blend
Standard cost per box:
D$
D$
100 bags
1.75
1.87
1,000 bags
14.96
16.16
Cost of sales:
D$’000
D$’000
100 bags
8,750
7,480
1,000 bags
748
646
Total
9,498
8,126
Gross margin
44.3%
45.7%

Total
D$’000
17,624
44.9%

Budgeted revenue for Infusion products:

Number of boxes sold:
25 bags
Price per box:
25 bags
Sales revenue:
25 bags
Total

Peppermint
‘000
6,000
D$
1.75
D$’000
10,500
10,500

Camomile
‘000
5,000
D$
1.75
D$’000
8,750
8,750

Mint &
Camomile
‘000
5,000
D$
1.75
D$’000
8,750
8,750

Total
D$’000
28,000

Budgeted cost of sales and gross margin for Infusion products:

Standard cost per box:
25 bags
Cost of sales:
25 bags
Total
Gross margin

Peppermint
D$
1.12
D$’000
6,720
6,720
36.0%
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Camomile
D$
1.14
D$’000
5,700
5,700
34.9%

Mint &
Camomile
D$
1.23
D$’000
6,150
6,150
29.7%

Total
D$’000
18,570
33.7%
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Standards
Standard costs for Black Tea:
•
•

All Black Teas are blended in batches that start with 12 tonnes (12,000 kg) of the
appropriate mix of tea leaves for the blend.
On average, 12 tonnes of input are expected to create 4 million tea bags allowing for
loss in production. This equates to a budgeted loss in volume of raw materials of
approximately 5%.

As an example, the standard cost card for Everyday Blend is as follows:

Quantity

Average price
per unit of
quantity in D$

Raw materials:
Tea leaves (kg)
Paper (metres)
Total raw material cost

12,000
16,000

2.20
0.20

Direct labour:
Mixing of blend
Production of bags
Totals for direct labour

Hours
14
38
52

Per batch:

Average rate
D$
20
22

Variable production overhead:
52 hours at D$73.93 an hour
Fixed production overhead:
52 hours at D$165.72 an hour
Total cost of producing 4 million tea-bags (excluding packaging)

Per box:

D$
26,400.00
3,200.00
29,600.00
D$
280.00
836.00
1,116.00

3,844.36
8,617.44
43,177.80
D$

100 bag boxes:
Cost for the tea-bags
Packaging
Standard cost per box

1.08
0.25
1.33

200 bag boxes:
Cost for the tea-bags
Packaging
Standard cost per box

2.16
0.34
2.50

1,000 bag boxes:
Cost for the tea-bags
Packaging
Standard cost per box

10.79
0.49
11.28

21
©CIMA 2018. No reproduction without prior consent

August 2018 Operational case study examination - Pre-seen Material

Standard costs for Green Tea:
•
•

•

All Green Teas are blended in batches that start with 6 tonnes (6,000 kg) of the
appropriate mix of tea leaves for the blend.
On average, 6 tonnes of input are expected to create 2 million tea bags allowing for
loss in production. This equates to a budgeted loss in volume of raw materials of
approximately 5%, consistent with Black Tea.
Green Tea bags use a different type of paper than Black Tea bags and are slightly
larger to allow the leaves to move around more within the bag.

As an example, the standard cost card for Healthy Blend is as follows:

Per batch:

Quantity

Average price
per unit of
quantity in D$

6,000
9,000

2.50
0.30

Raw materials:
Tea leaves (kg)
Paper (metres)
Total raw material cost
Direct labour:
Mixing of blend
Production of bags
Totals for direct labour

Hours
8
26
34

Average rate
D$
20
22

Variable production overhead:
34 hours at D$68.53 an hour
Fixed production overhead:
34 hours at D$239.74 an hour
Total cost of producing 2 million tea-bags (excluding packaging)

Per box:

D$
15,000.00
2,700.00
17,700.00
D$
160.00
572.00
732.00

2,330.02
8,151.16

28,913.18
D$

100 bag boxes:
Cost for the tea-bags
Packaging
Standard cost per box

1.45
0.30
1.75

1,000 bag boxes:
Cost for the tea-bags
Packaging
Standard cost per box

14,46
0.50
14.96
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Standard costs for Infusions:
•
•

•

All Infusions are blended in batches that start with 4 tonnes (4,000 kg) of the
appropriate mix of herbal leaves for the blend.
On average, 4 tonnes of input are expected to create 1 million bags allowing for loss
in production. Each infusion bag requires a greater quantity of raw material content
than a tea bag. For infusions the budgeted loss in volume of raw materials is
approximately 7%.
Each Infusion bag is individually wrapped to enhance the freshness of the product.

As an example, the standard cost card for Peppermint flavour is as follows:

Per batch:

Quantity

Average price
per unit of
quantity in D$

4,000
5,000

3.30
0.35

Raw materials:
Raw material input (kg)
Paper (metres)
Total raw material cost
Direct labour:
Mixing of blend
Production of bags
Totals for direct labour

Hours
7
20
27

Average rate
D$
20
22

D$
13,200.00
1,750.00
14,950.00
D$
140.00
440.00
580.00

Variable production overhead:
27 hours at D$106.79 an hour

2,883.33

Fixed production overhead:
27 hours at D$235.50 an hour

6,358.50

Total cost of producing 1 million bags (excluding packaging)

Per box:
25 bag boxes:
Cost for the bags
Packaging
Standard cost per box

24,771.83
D$
0.62
0.50
1.12

Treatment of overheads:
All production overheads are absorbed on the basis of direct labour hours. Variable overheads
(which includes overtime premium and energy costs) and fixed production overheads (which
includes machinery depreciation and maintenance costs) are ascertained for each production
line, hence the difference in hourly rates for Black Tea, Green Tea and Infusions.
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Information on the industry
The tea market:
Originally native to China and South-East Asia, tea is now cultivated around the world. Global
tea production is estimated at 4 million metric tonnes a year. With the equivalent of 290 billion
litres sold in retail and food service, tea is the world’s most consumed beverage outpacing
bottled water, carbonates, beer and coffee.
With 87% of the population of Deeland drinking tea daily (96% using tea bags and 4% looseleaf tea) imports are currently running at around 120,000 metric tonnes of tea leaves a year.
In Deeland, 80% of the tea consumed is black tea, 15% green tea and the remaining 5% white
and oolong teas.
Approximately 90% of the black and green teas consumed in Deeland are the popular brand
leading blends: the type of tea that can be bought in most supermarkets and shops. Each
popular blend has its own recipe and that recipe is the company's trade secret. Some of the
popular brand leading blends are blended to cope with the varying types of water in various
parts of the country.
Thomas Fine Teas accounts for approximately 11.3% by volume of the black tea market and
16.5% by volume of the green tea market in Deeland. This compares to 11.2% for black tea
and 25.0% for green tea five years ago. The decline in the market share for green tea is due
a lack of new product development by Thomas Fine Teas in this area. Over the five-year
period there has been significant growth in consumer demand for green teas as consumers
have become more health conscious. This has led to an explosion of new green tea flavour
combinations (such as green tea and mint) onto the market.
The rest of the tea market is made up of three other larger producers, all owned by large
international conglomerates, with between them around 80% of the total market. Smaller
independent tea producers representing the remainder of the market. Many of these smaller
businesses create artisan tea products, such as unblended tea where leaves from just one
source are used, which are often sold as loose leaf tea rather than tea bags.
Deeland has one tea plantation, Butler Estates, where tea is grown and processed. This is
located in the only area of Deeland capable of growing tea.

The infusions market:
The market for infusions is rapidly growing in Deeland. Thomas Fine Teas currently accounts
for only 5% of the infusions market: it was 20% five years ago. Despite the rapid growth in the
market, Thomas Fine Teas market share has declined due to the limited flavour combinations
currently available.
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Consumer trends:
Consumer buyer behaviour is changing. The market for black tea is anticipated to be static or
declining in the future as both green tea and infusions become more popular.

Growth of green tea and infusions:
Market studies suggest the demand for green tea and infusions will grow at around 5-6% a
year for the foreseeable future, as these are becoming particularly popular with the younger
generations and those people trying to live a healthier life-style. This has led to increasing
demand for new flavour combinations in both green tea and infusions and an explosion of
weird and wonderful flavours of both into the market.
The market for green teas and infusions is particularly buoyant in the summer months: green
teas and infusions are typically drunk without milk and are therefore refreshing in hot weather.

Growth of unblended teas:
Another development in consumer tastes has been the growth in unblended teas (both back
and green), typically sold loose leaf rather than in tea bags. Consumers have become more
concerned about the provenance and purity of the products that they eat and drink, which has
in part fuelled this growth. Also, consumers generally are also more and more aware of the
environmental impact of food miles and are increasingly seeking locally sourced products: one
of the reasons why Butler Estates has been so successful at selling its tea at premium prices.

The future for Thomas Fine Teas:
The management team at Thomas Fine Teas considers that it is currently well positioned in
the market; but realises that there is no place for complacency. The market for infusions, green
teas and unblended teas will require careful monitoring and suitable responses. The corporate
catering market is considered a potential development area and is one in which the company
has only a small presence now. In terms of their competitive position, all these areas will need
attention as market trends change.
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RELEVANT ARTICLES

Healthy Lives Journal
Health benefits of tea drinking
By: Doctor Grace Gomez
Recent research findings about the health benefits of tea are not particularly surprising: the
Chinese have praised tea for its medicinal qualities for thousands of years. But only within
the past 10 years have Western scientists begun to explore what constitutes tea.
A single tea leaf contains a wide variety of substances, including amino acids,
carbohydrates, lipids, minerals and vitamins. One of the main substances receiving the most
attention in tea research are antioxidants.
Just like other substances, humans are susceptible to oxidation. Oxygen molecules create
stress on our tissues and organs by introducing harmful free radicals that lead to
complications such as cancer and heart disease. Free radicals are charged atoms or
molecules: they have one or more unpaired electrons. This causes the free radicals to
become highly unstable, and they rush around the nearby molecules trying to find the
appropriate electron and gain stability. (Think of them as obsessive-compulsive, always
trying to keep an equal number of protons and electrons.) They must steal an electron from
the molecules: this creates a chain reaction of giving and taking, and eventually an entire
cell will be destroyed.
Antioxidants are substances that slow down the damaging effects of oxidation, and they are
found naturally in fruits and vegetables. Once they are introduced into the body, antioxidants
neutralize free radicals by giving up an electron. The antioxidant is harmless, because it is
stable with or without its extra electron. Examples of powerful antioxidants are vitamin C,
vitamin E and beta-carotene.
Tea contains a wide range of antioxidants. Scientists haven't agreed yet on the
effectiveness of these substances, but the consensus points toward polyphenolic
compounds as the most abundant and helpful source of antioxidants in tea. Several kinds
of polyphenols known as catechins are common in green tea and considered to provide the
best protection from oxidation. Black tea offers strong antioxidants, too, but the polyphenols
have different structures and are not quite as effective.
Herbal and fruit infusions have similar properties to tea and are perhaps a more powerful
source of antioxidants due to the complexity of the compounds found in the leaves used. In
recent years there has been an explosion in the variety of infusions that can be purchased,
and research is now being undertaken on the health benefits of these compared to tea.
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TEA INDUSTRY GAZETTE
Tea plantation diseases on the increase
By: John Franklin
More than one thousand species of arthropod pests and nearly 400 pathogens are known
to attack tea all over the world. These can attack the roots, stems and leaves and whilst
pesticide treatment is possible, crop loss due to pest and diseases is now varying between
15 and 20%.
The magnitude of these losses has tended to be higher and increasing in recent times
because of the increased intensity of modern production. Bushes are being planted closer
together in an attempt to increase productivity and make both mechanical and traditional
picking more efficient. In the long term however, it seems that this process may be
counterproductive. Pesticide control is costly in terms of the chemical cost and is yet to show
that crop loss costs can be recouped.
Increasing variations in climatic conditions, attributable to global warming may also be
having an effect. Until effective trend patterns are established it may be difficult to establish
which pests and diseases will be most prevalent and in which areas, but it seems clear that
the level of vulnerability to these pests and diseases is increasing rather than indicating
effective control.
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TEA INDUSTRY GAZETTE
Butler Estates wins new contract
By: Rita Oolong
Deeland’s only tea plantation, Butler Estates, has just won a major contract to supply
Deeland’s top department store with its high-quality ‘Butler Tea’ brand. This follows on from
winning a prestigious tea award and adds to its growing customer base.
Butler Estates was established in 1996 in the southern tip of Deeland (the only part of the
country with the correct climate for tea growing) by two brothers: Paul and Gareth Butler.
The business does everything: grows the tea, harvests the tea, processes the tea into tea
leaves and then packages as unblended loose-leaf tea, all on a single site.
The Butler brothers have taken advantage of increasing consumer demand in Deeland for
quality unblended loose-leaf teas. The black tea ‘Butler Tea’ brand and the green tea
‘Greener Blend’ can now be found in high end delicatessens and food shops throughout
Deeland. The business is at its busiest in spring and summer, although Gareth Butler
comments that there is always plenty to do in the quieter months.
The teas produced by Butler Estates have won industry acclaim for their clarity of flavour,
the high level of antioxidants which are retained from careful processing and a refreshing
quality to the brew, especially in warm weather.
Butler Estates looks set to be one of Deeland’s great entrepreneurial success stories as the
only producer of home grown tea and I’m sure big things are ahead!
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TAX REGIME IN DEELAND
Corporate Profits
•
•
•

•

•

•

The corporate tax to be applied to taxable profits is 30%.
Unless otherwise stated below, accounting rules on recognition and measurement are
followed for tax purposes.
The following expenses are not allowable for tax purposes:
o accounting depreciation
o amortisation
o impairment charges
o entertaining expenditure
o donations to political parties
o taxes paid to other public bodies.
Tax depreciation allowances are available on items of plant and equipment (including
vehicles used for business purposes) at a rate of 25% per year on a reducing balance
basis.
Where a company is in receipt of a government grant, the tax treatment will depend
on the nature of the grant. For tax purposes, capital grant money received in the year
is netted off the capital value of the asset to which it relates prior to tax depreciation
allowances being calculated. Any capital grant income released to profit or loss in the
year is not taxable. Revenue grants released to profit or loss in the year are treated as
income for tax purposes.
Tax losses can be carried forward indefinitely to offset against future taxable profits
from the same business.
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