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NOVENBER 5, 1984

G. DENNIS, ESa.
DEPUTY CHAIRMAN
B.A.T INDUSTRIES, PLC

THIS LETTER WILL SERVE TO RECAPITULATE EVENTS AND OUR DISCUSSIONS
RELATIVE TO OUR PROPOSED ISSUE OF ADOITIONAL COMMON SHARES.

1T WILL ALSO EMPHASIZE OUR CONVICTION THAT THE MANAGEMENT OF
IMASCO WOULD CONSIDER THE PRIVATE PLACEMENT OF SUCH AN ISSUE

ONLY AT A PRICE CARRYING A PREMIUM TO MARKET, AND A GROWING CONCERN

WHICH I HAVE WITH RESPECT TO THE NATURE OF THE RELATIONSHIP
BETWEEN OUR TWO COMPANIES.

WHEN OUR DIRECTORS DISCUSSED THE ADVISABILITY OF SUCH AN

1SSUE OF SHARES IT WAS CONSIDERED MUCH IN THE CONTEXT OF

THE 'SIMILAR ISSUES WE MADE IN 1981 AND 1982 WHICH WERE VIRTUALLY
COINCIDENT IN EACH CASE WITH A STOCK SPLIT. OUR PRINCIPAL
OBJECTIVE ON EACH OLLCASION WAS TO 50 TO THE MARKET AT THE

MOST PROPITIOUS TINE FOR A PROFITABLE SALE, AND THE ISSUES

WERE PRICED MAVING REGARD FOR THE CLOSING PRICE OF THE SHARES
ON THE DAY IMMEDIATELY PRECEDING THE ANNOUNCEMENT.

YOU WILL RECALL THAT WHEN YOU WERE HERE IN AUGUST, WE FIRST
MENTIONED TO YOU OUR THOUGHTS CONCERNING A POSSIBLE PUBLIC
ISSUE. WE SHARED WITH YOU THEN THE RECOMMENDATIONS OF RICHARDSON
GREENSHIELDS AND WOOD GUNDY, BOTH OF WHOM RECOMMENDED THAT
IMASCO CONSIDER A COMMON SHARE PUBLIC ISSUE COMBINED WITH A
STOCK SPLIT. HWE SUGGESTED THAT B.A.T CONSIDER TAKING 40 PER
CENT OF THE 1SSUE TO MAINTAIN ITS CURRENT LEVEL OF HOLDINGS.

LATER WE LEARNED OF B.A.T'S DESIRE TO TAKE UP THE WHOLE ISSUE
8BY WAY OF A PRIVATE PLACEMENT. WE DISCUSSED THIS AT LENGTH
WITH THE EXECUTIVE COMMITTEE AND THE BOARD AND CONCLUDED THAT

A PRIVATE PLACEMENT AT THIS TIME WOULD NOT BE IN THE LONG TERM
BEST INTERESTS OF IMASCO AND ITS SHAREMOLDERS. OUR REASONS WERE
SET OUT IN MY LETTER TO YOU OF SEPTEMBER 20, 1984.
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ON INVITATION DANIEL SOMERS AND I VISITED B.A.T ON OCTOBER 2ND
AND 3RD TO FURTHER D1SCUSS THESE MATTERS. WE WERE SURPRISED

TO LEARN THAT YOU HAD INITIATED AN INGUIRY INTO THE TRADING

OF QUR SHARES, REQUESTED A COPY OF QUR SHAREMOLDERS' LIST, AND
ENTERED INTO CONSULTATIONS WITH THIRD PARTIES WITHOUT CONSULTING
US OR KEEFPING US INFORMED.

WHEN IT BECAME APPARENT TO US THAT B.A.T WAS FIRM IN ITS DESIRE
FOR A PRIVATE PLACEMENT, WE SUGGESTED THAT THIS WOULD BE POSSIBLE
ONLY IF A PREMIUM TO MARKET WAS PAID FOR THE SHARES. 1 UNDERST00D
FROM TH1S MEETING THAT B.A.T WAS AGREEABLE TO PAY A FREMIUM FOR THE
PRIVILEGE. I WAS ALSO ASSURED THAT THERE WOULD BE NO CHANGE IN
THE RELATIONSHIP BETWEEN OUR LOMPANIES EVEN THOUGH THE PRIVATE
PLACEMENT WOULD BE MADE THROUGH BATUS.

ON MY RETURN TO MONTREAL I RAISED THE MATTER WITH THE EXECUTIVE
COMMITTEE WHO( WERE PREPARED TO LOOK FAVOQURRBLY UPON A PRIVATE
PLACEMENT WITH A PREMIUM TO MARKET. IN ADOITION THE EXECUTIVE
COMMITTEE, WITH A VIEW TO ACCOMMODATING A POSSIBLE PRIVATE PLACEMENT,
AGREED TO AQVANCE THE RELEASE OF QUR SECOND QUARTER EARNINGS BY

SOME TWO WEEKS.
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ON OCTOBER 26, I EXPLAINED TQ YOU IMASCO'’S POSITION AND PROPOSED
AN OFFER TO B.A.T OF 3.4 MILLION SHARES AT MARKET PLUS A PREMIUM
OF APPROXIMATELY 4 PER CENT, OR A PRICE OF DOLLARS44. PER SHARE.
THE SUBJECT OF A PREMIUM SEEMED TO COME AS A SURPRISE TO YOU AND
YOU MADE A COUNTER OFFER 4RELATING THE PRICE TO THE '’'AVERAGE
TRADING PRICE'' OVER A 20-DARY PERIOD IMMEDIATELY PRECEDING THE
TRANSACTION DATE. RECOGNIZING THE DESIRABILITY OF REACHING AN
AGREEMENT, I PROPOSED .4 MILLION SHARES AT DOLLARS43 1/4 PER
SHARE, THE HIGHEST PRICE PAID FOR IMASCO'S SHARES AND A FIGURE
WHICH REPRESENTED A PREMIUM AT THE TIME. THIS LATTER OFFER WAS
CONDITIONAL UPON THE MARKET PRICE BEING BELOW DOLLARS43 1/4 UPON
ACCEPTANCE.

THE FORMULA SUGGESTED BY YOU FOR ARRIVING AT A PRICE TO BE PARID
FOR THE SHARES WOULD LIKELY HAVE RESULTED IN A FIGURE BELOW CURRENT
MARKET AT TINE OF PURCHASE. CLEARLY ANYTHING LESS THAN PREMIUM
WOULD B UNACCEPTABLE - TO US AND TO THE FINANCIAL COMMUNITY
INCLUDING THE EXCHANGES, THE BANKS, THE INSTITUTIONAL INVESTORS
AND THE PRIVATE SHAREHOLDERS.

IF I MAY STATE OUR POSITION ONCE ABAIN IT IS AS FOLLOWS. NWE ARE
PREPARED TO PROCEED WITH AN ISSUE OF ADDITIONAL SHARES, BUT NOT

UNTIL SOME TIME NEAR THE END OF NOVEMBER IN LIGHT OF THE STATE OF
NEGOTIATIONS IN RESPECT OF PROJECT SWAN. WE SHOULD BE PLEASED

IF B.A.T WOULD PARTICIPATE IN THE 1SSUE, BUT ONLY TO THE EXTENT

OF 40 PER CENT. IF B.A.T WISHES TO TAKE UP THE ENTIRE ISSUE IT

WOULD HAVE TO DO SO AT AN ACCEPTABLE PREMIUM. NOT TO OFFER A PREMIUM
WOULD BE SEEN BY THE INVESTMENT COMMUNITY AS AN EXPLOITATION BY
B.A.T OF 175 POSITION AS THE SENIOR SHAREHOLDER. AND I NEED

HARDLY ADD THAT SUCH AN OFFER COULD NOT BE SUPPORTED BY THE
MANAGEMENT ANC DIRECTORS OF IMASCO.
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FROM MY PERSPECTIVE AND THAT OF THE BOARD OF IMASCO, IT IS
ESSENTIAL IN CARRYING OUT ANY SIGNIFICANT TRANSACTION WITH ONE
SHAREHOLDER TO THE EXCLUSION OF THE OTHERS, THAT THE TRANSACTION
NOT ONLY BE FAIR BUT BE SEEN TO BE FAIR BY THE CANADIAN INVESTMENT
COMMUNITY. IN APPROACHING THE TRANSACTION ON THIS BASIS, LET ME
ASSURE YOU THAT WE HAD NO INTENTION OF TRYING TO TAKE ADVANTAGE
OF B.A.T. WE RECOGNIZE THAT IMASCO HAS BEEN FORTUNATE TO HAVE
HAD B.A.T AS A SENIOR SHAREHOLDER AND WE HAVE RESPECTED B.A.T’S
ROLE. HOWEVER, THE FACT REMAINS THAT IT IS EXTRAORDINARY IN

THIS COUNTRY FOR A CORPORATION TO 1S5SUE SHARES FOR CASH TO ONE
SHAREHOLDER TO THE EXCLUSION OF THE OTHERS. IN DOINE SO WE SHOULD
8E TAKING A SERIOUS RISK OF DAMAGING THE CORPORATION IN THE EYES
OF THE CANADIAN INVESTMENT COMMUNITY AND BOVERNMENTS.

WE AT IMASCO HAVE WORKED MARD OVER MANY YEARS TO BUILD A 600D
REPUTATION WITHIN TH1S COMMUNITY AND WE SHOULD BE MOST RELUCTANT
TO RISK DAMAGING IT. FOR THIS REARSON, WE FEEL STRONSLY THAT TO
MINIMIZE THIS RISK, 1T IS IMPORTANT THAT IMASCO RECEIVE A PREMIUM
TO MARKET FOR SELLING ITS. SHARES TO THE SENIOR SHAREHOLDER.

EVEN WITH THE PREMIUM SOME RISK OF DAMAGE EXISTS BUT IN OUR
JUDGMENT SUCH AN APPROACH WOULD SIGNIFICANTLY LESSEN IT.

MAY I REMARK HERE ON WHAT WE PERCEIVE TO BE AS A MOST OISCONCERTING
CHANGE IN THE ATMOSPHERE OF RELATIONS BETWEEN OUR TWO COMPANIES.

ED RICARD AND I HAVE BEEN AT THE HELM OF IMASCO FOR SOME 15 YEARS
NOW AND WE CANNOT REMEMBER B.A.T’S EVER HAVING OEALT WITH IMASCO

S0 IMPERSONALLY. IT 15 DEEPLY UPSETTINGE TO HAVE MATTERS AFFECTING
OUR TWO COMPANIES HANDLED THROUOH THIRD PARTIES, AND TO HAVE THE
ADVICE OF OUR MANAGEMENT NOT ONLY GUESTIONED BUT IGNORED IN FAVOUR
OF THAT EMANATING FROM ADVISERS WHO CAN HAVE ONLY A SCANT AWARENESS
OF THE RELATIONSHIP THAT HAS EXISTED BETWEEN US OVER SO MANY YEARS.
WE CANNOT BUT FEEL THAT THESE EVENTS HAVE GRAVELY UNDERMINED OUR
RELATIONSHIP AND WE VIEW THIS AS ONMINOUS AT A TIME WHEN WE ARE
APPROACHING A TRANSITION IN OUR MANAGEMENT. WE PROFOUNDLY HOPE
THAT B.A.T WILL RECONSIDER ITS POSITION IN THIS MATTER.

SINCERELY,

PAUL PARE
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