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Introduction 

Piping Beverages (“Piping”) is a quoted company that manufactures packaged 

tea for sale to retailers.  

 

 

 

 

 

 

 

 

 

 

 

 

 

Piping buys the tea that it uses in bulk on the open market. 

 

 

 

 

 

  

We are a listed company. We must discuss the benefits and 

limitations of being a listed company. 

Advantages:  

a) Access to Capital for Growth.  

b) Enhanced Visibility  

c) Liquidity  

d) Transparency and efficiency  

Disadvantages:  

a) Enhanced reporting requirements and if they are not met then a 

subsequent increase liabilities/penalties is a possibility.  

b) Loss of management control  

 

 

 

  

F2 Syllabus.  

From this we learn:  

We ‘buy’ the most important raw material for our business.  

Many companies in this business control their own raw material by 

investing/owning Tea plantations. This is called backward vertical 

integration which has many positives.  
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Piping is based in Northlandia, a developed country that has a strong 

economy and whose citizens have a high standard of living. 

 

 

 

 

 

 

Northlandia’s currency is the N$.  

Northlandian company law requires companies to prepare their financial 

statements in accordance with International Financial Reporting Standards 

(IFRS). 

 

You are a financial manager at Piping’s Head Office.  

 

 

 

 

 

 

 

 

 

 

 

 

This tells us that 

“Demand 

Conditions”: 

Porters Diamond 

are strong.  

From this we learn:  

Westland is a highly developed economy 

which means people have the interest and 

the disposable income to spend on 

innovative products like ours.    

 

F2 Syllabus.  

Your role as a finance Manager includes: 
 

• Medium term focus 

• Risk management  

• Long term financing  

• Advanced financial reporting  

• Advising top management  

• Considering all stakeholders when making important decisions  

If you look at the above points you will see that all of them correspond 

to the I-can statements set out by CIMA and eventually are part of the 

E2 P2 and F2 syllabus.  
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Your primary responsibilities are associated with management accounting and 

you report to Channa de Silva, the Senior Financial Manager, who reports 

directly to the Finance Director. 

 

The tea industry 

Traditionally tea is a hot drink made by soaking the dried leaves of the 

Camellia sinensis shrub in boiling water.  

Camellia sinensis is a clearly defined family of shrubs that includes a number 

of specific varieties. 

Leaves, plants and buds from many other plants can be used to make drinks 

that are often referred to as “tea”, although strictly that title should be 

restricted to leaves from one of the shrubs belonging to the Camellia sinensis 

family. 

 

 

 

 

 

All references to “tea” in this document will be to products and drinks made 

from Camellia sinensis leaves. 

  

A specific drink from specific inputs means sourcing and maintaining quality 

will be key. Your topics relating to quality costs and quality management 

would be important here.  

P2 Syllabus.  
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Growing and processing tea leaves 

The Camellia sinensis shrub is grown commercially in South Asian and East 

African countries. The best tea shrubs are grown at altitudes of between 

1,000 and 2,000 metres. 

 

 

 

 

The shrubs on tea plantations have useful lives that vary between 40 and 100 

years, depending on the specific variety of Camellia sinensis shrub.  

 

 

 

 

 

 

 

The leaves are harvested by plantation workers, who pluck leaves from 

bushes every 7–14 days.  

 

 

 

  

A very labour-intensive industry in its core. 

Huge capital requirements will be the nature of this industry.  

Specific land requirements and land ownership will be key. Many multinationals 

own huge tea estates from where they source their Tea and then manufacture it 

for sale to global markets.  

A long life but since it has a pre-

determine lifeline, continuous 

investment and upkeep will be 

key.  

Further bringing out the capital 

investment nature of this 

industry.  
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The leaves are then processed using two main methods to produce two 

different types of tea: 

Black tea: The green leaves are spread on racks to dry before being treated 

mechanically to break up the leaf cells. 

The processed leaves are left to absorb oxygen. Once 

they have oxidised, they are blown with hot dry air, 

which turns them black. 

Black tea is sometimes referred to as “made tea” or 

“dry tea”. 

 

Green tea: Green tea is made by steaming and heating the green leaves after 

they have been plucked. The leaves are not processed further and so they 

remain green. 

There is some further processing at the plantation, with 

slightly different processes depending on whether the 

leaves are to be sold to make loose tea or teabags. The 

leaves are then bagged and sold to tea manufacturers. 
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Black tea is sold in bulk as a commodity, with many tea-growing countries 

operating tea auctions that enable manufacturers to bid against one another 

in order to acquire a supply of tea leaves.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Black tea leaves from different countries have different flavours, and flavour 

can also be affected by the plantation where they are grown.  

Manufacturers must keep the particular flavour of their tea blends and will 

often bid for leaves from specific plantations to help in the blending 

processes. 

 

 

 

Being reliant on one commodity raises the question of “Commodity Price Risk”  

Risk identification and continuous risk management relating to this commodity 

could be considered very important for our business.  

Any storage commodity faces risk: 

A commodity enterprise needs to deal with the following kinds of risks: 

• Price risk is arising out of adverse movements in the world prices, 

exchange rates, basis between local and world prices. 

• Quantity or volume risk. 

• Cost risk (Input price risk) 

• Political risk. 

 

Your P2 topics relating to Risk management.   

Your F2 topics of consolidation and foreign exchange risk management  

Evidently, the quality and consistency factor will be key. 
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Volatility in the price of the commodity can be seen here. 

Proper management, ordering, storing will be very important. 
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Tea manufacturing 

Tea manufacturers import the tea leaves purchased at auction from growers. 

They are then blended and packaged, ready for sale to retailers. 

 

 

 

Each batch of black tea has a slightly different flavour because of factors such 

as weather conditions during growth.  

Tea manufacturers deal with that by employing skilled blenders to taste 

samples from each batch of tea leaves under laboratory conditions. 

 

 

 

The tasters note the precise flavour characteristics of each batch and 

determine a blend from different batches that will create the consistent 

flavour associated with their particular brand or brands of tea.  

 

 

The mix of leaves from different sources varies slightly according to the 

flavours of each batch of leaves that arrive at the factory, but the tea that is 

sold should always taste the same when it is brewed by customers. 

Once the tea is blended, it is packaged and prepared as products for sale to 

consumers, primarily through retailers.  

  

The working capital cycle will be long here.  

The business cycle management will be important.  

Having prominent executive blenders and tasters could 

be seen as a competitive advantage in this market.  

Brand management and brand consistency will be important.  
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Tea is sold to consumers in different forms:  

Loose Tea:  

Loose tea leaves are sold in packets. Consumers spoon the leaves into a teapot 

or other receptacle and add boiling water. The mix is 

allowed to stand until the water has been infused with 

flavour. 

Loose tea is generally made with high quality tea 

leaves. Depending on the drinker’s taste preference, 

each cup of tea requires roughly 3 grammes of leaves. 

 

Teabags:  

Teabags are made by enclosing loose tea in small bags of porous material. 

The bags vary in composition, but they are usually made 

from paper, plastic or gauze (sometimes a mixture of two 

or more raw materials). 

Consumers can use a teapot, or they can simply put a 

teabag in a cup or mug and add boiling water. The tea 

then infuses as for loose tea. 

Teabags require the leaves to be ground more finely at the plantation because 

the water cannot flow through the leaves as freely as for loose leaves. 

A typical teabag contains 1.5 grammes of tea leaves. 

 

Tea Pods:  

Tea pods are sealed plastic containers that are designed 

to fit in the same machines that are used to make 

coffee from coffee pods. Each brand of such machines 

requires pods that are made to accommodate its 

unique shape. 
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The consumer inserts a pod into the machine and fills the machine’s tank with 

water. The machine heats the water, punctures the pod and forces hot water 

through the pod. 

Ready to drink:  

Tea is sold in bottles that are intended to be consumed as 

chilled drinks.  

The manufacturer brews batches of tea, which are then 

cooled and bottled for sale to retailers. 

 

 

 

Tea consumption 

Tea is second only to water as the most widely consumed drink in the world, 

although its popularity varies significantly between countries.  

Northlandians consume an average of 1.9 kilos of tea per person each year, 

putting them near the top of the global rankings.  

 

 

Northlandia is one of 8 countries where the annual average consumption 

exceeds 1 kilo per person. 

 

 

Tea drinking is deeply rooted in many national cultures. 

Tea contains caffeine, which makes it refreshing. 

 

 

  

A new and upcoming market with great opportunities. 

Further evidencing that the demand conditions will be good in this market.  

These countries have to be seen as a ‘target market’  

This makes it a stimulant that drives demand. 
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Tea is hydrating, and so helps the body to store fluid, which is very beneficial 

in hot climates or when taking a break from work or exercise.  

 

 

Tea is also believed to increase the body’s defences against a number of 

serious illnesses. 

 

 

 

 

 

  

 

 

 

 

Cultural differences also affect the manner in which tea is prepared and 

consumed.  

For example, black tea is very popular in some countries and green tea is 

preferred in others.  

The relative popularities of teabags versus loose tea also varies significantly. 

  

These are key points you can market on.  
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Piping’s history and products 

Piping was founded in 1852, in Northlandia’s Central City.  

 

 

 

 

 

 

 

 

 

 

Northlandia’s climate is unsuitable for the growth of tea shrubs and so tea 

manufacturers have always relied on imported tea leaves. Tea drinking has 

been part of Northlandia’s culture for many years and it remains popular.’ 

 

 

The company was listed on the Northlandian Stock Exchange in 1974. 

Piping has grown steadily, focussing exclusively on black tea, and has been 

Northlandia’s leading tea manufacturer for many years.  

 

 

 

 

 

 

We have already been in the market for about 170 Years! 

Which means we have definitely garnered some goodwill and some 

resistance ability that we have been able to thrive and grow during this 

period. 

 

Every market goes through stages of booms and recessions in 170 years and 

if we have survived the same and grown during this phase, it says a lot 

about the company.  

Competitive advantage for our business.  

We are the market leader which can be mentioned as our 

competitive advantage.  

Importantly, they mention that we have focused excessively 

focused on black tea. Why?  

This market has many opportunities as we have discussed before.  
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Piping now produces several varieties of tea, including two of the most 

popular teas in the country: 

• Piping Tea (in teabags and as loose tea) 

• Piping Strong Flavour (in teabags) 

Piping was the first company to manufacture teabags in Northlandia, 

introducing them to the market in 1958.  

 

 

 

 

Since then, it has created a number of innovative designs of teabags. Each 

design change is claimed to improve the flavour of the tea made from its 

teabags. 

Northlandians prefer teabags to loose tea. Piping manufactures 360 million 

teabags every week.  

The company also sells loose tea in packets to cater for the demand from the 

minority of consumers who prefer to make tea from loose leaves. 

 

 

 

 

Piping’s teas are regarded as premium products that are slightly more 

expensive than competing brands. The company buys good quality tea leaves.  

It spends heavily on advertising in order to promote brand awareness. 

Piping’s packaging is both visually appealing and is designed to keep the 

contents fresh. 

  

Showcases our innovative nature and 

market awareness from the very inception 

of the business.  

As we are producing a different variety of different products of different 

variants, pricing them accurately will be key.  

A robust costing system and track of the business spends would be key.  
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Piping Tea is popular because it matches the preferences of Northandian 

consumers, who generally like a strong flavour that can be enhanced by 

adding both milk and sugar.  

Most of the company’s output is sold through retailers in Northlandia, 

although it exports tea to countries that share a preference for strong tea.  

 

 

 

Exports are also driven by demand from Northlandian expatriates who have 

settled abroad and wish to continue drinking their favourite tea. 

 

 

 

  

Our core values will be:  

• More expensive than competition.  

• Good quality inputs 

• Premium products and hence customers expect premium quality.  

• Spending on advertising  

• Products are visually appealing.  

Whenever we suggest any strategy for the company, we must stay true to 

these core values.  

We see that it is a “global” company so 

foreign exchange risks will be something 

we need to take into account.  
F2 Syllabus.  

Focus here has to be on developing the brand and efficient production to 

maintain high quality and innovativeness and sustain any turbulence in the 

market.  
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Operations 

Piping has a factory in Central City in Northlandia, where it employs 700 staff.  

A further 200 staff are involved in buying, marketing and administration.  

They are based at a Head Office building that is close to the factory. 

 

 

 

 

 

 

 

 

 

Black tea is purchased at auctions held in the various tea-producing countries.  

Piping has a sophisticated digital buying system that predicts the company’s 

requirements for tea from different locations and matches those requirements 

to the timing of scheduled tea auctions.  

 

 

That enables the purchasing department to identify buying opportunities that 

are relevant to the company.  

2 major assets mentioned here. There can be situations where they ask you to 

calculate the NPV and IRR of a new project/machine/factory unit that we may 

be expanding to.  

Brings in your P2 syllabus. 

The fact that we have 900 employees brings in the questions of responsibility, 

delegation, leadership styles.  

It can also bring in conflict related issues.  

This is part of your E2 syllabus.  

 

The use of AI and sophisticated buying systems could be very important for 

our business. This can be seen as our competitive advantage.  
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Inventories of tea can then be managed efficiently, minimising holding costs 

and wastage.  

 

 

 

 

 

 

 

 

 

The price of black tea varies according to supply and demand, but it is always 

the single most expensive component of Piping’s costs, typically exceeding 

40% of total manufacturing cost. 

 

 

 

 

 

 

Each batch of tea purchased is sampled on delivery by Piping’s tea blenders.  

The company has six blenders, who have a tasting laboratory beside the 

factory.  

This is evidence of not using any modern manufacturing principles. In the 

modern manufacturing principles given by the JIT and TQM method, 

inventories are looked upon as a waste and the costs that they bring are not 

adding any value.  

Hence, they must be eliminated. JIT and TQM principles state that as soon 

as raw material arrives, it should go into processing.  

For a market leader like us, this should be explored as a possibility.  

For our business, where raw material price is volatile and the single most 

important input these methods may be difficult but must be strived to be 

achieved as the business grows.   

Managing this cost will be very important to maintain our profitability and 

margins.  

The topics of sensitivity analysis comes into the picture here. What happens 

to our profits/margins if one variable changes. This can be an exam 

scenario.  

Pay-off tables and pay-off decisions can also be tested around this aspect.  
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Each batch of leaves has its own unique flavour, which means that Piping’s 

teas would not be consistent over time. The blenders have the skill to taste 

each batch and to adjust for slight differences in flavour, colour and aroma by 

altering the proportions of teas from different countries and different 

plantations.  

 

 

 

They use their judgement to decide the precise mix of different batches to be 

used in blending teas for production. 

  

Having expert blenders is very important for this business and can be seen 

as our competitive advantage.  
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Processing method explained here:  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

1. Black tea leaves are packed in large paper sacks at the plantation.  

 

2. The sacks are shipped to Piping’s factory on wooden pallets that are 

stacked inside shipping containers.  

 
3. Unprocessed black tea can be stored for years, although its flavour 

will deteriorate slightly if stored for more than a few months.  

 

Manufacturers will, in any case, be keen to minimise inventory 

holding costs by processing black tea and selling the finished product 

as quickly as possible. 

 
4. When they are required for production, the paper sacks are 

transported mechanically and emptied into massive metal drums, 

with the number of sacks from each batch of black tea specified by 

the tea blenders.  

 

5. The drums rotate slowly until the leaves from each batch have been 

mixed evenly. A sample is tasted by the factory’s quality control 

technicians to confirm that the mixture of leaves in the drum is 

satisfactory before any further processing. 

 
6. If the blended tea leaves are to be sold as loose tea, then they are 

loaded onto production lines that weigh out the correct amount for 

each packet of tea.  

 

7. The tea leaves are then dropped onto sheets of foil that are cut, 

folded and sealed using heat to create packets of tea. 

 
8. The packets are placed in cardboard boxes that are formed on the 

production line. That creates the retail boxes of tea that are ready to 

be stacked onto retailers’ shelves.  

 

9. The retail boxes are loaded into cardboard boxes for shipping. 
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Processing method explained as a diagram:  
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