
cAc%I:BIODBJbanIBo 

Item 'I' : Introduction to Tobacco Sesafoo 

1. The first slide rhovs the coatributioas to the Croup's 1988 Turnover 
end Trading Proffts from e8ch of the Tobscco businaru. 

It also shovs the forecssc grovth rates for value, sales turuovsr and 
profits over the period 198811993, tshea from ths plans. 

Best figures differ slightly from those shovn by Devid Allvey earlfar 
in that the 8ATCo. 1988 figures in the plan vere adjusted to elimiaste 
the distort ion due to the ovarmluetioa of the Veuuuela Saltvat 8ud 
the starting points for MTXG sod Sows CN are also rlfghtiy 
different. What is onehaoged, hovever, is the relativity vlth Trading 
Profiti coaristent~y forecut to grav foster than S8les. 

2. Key fe8naru of the table are:- 

(8) ‘The fmportaucr of Erovn 6 Willismsoo 8ccouurfng for almost half 
the Tobuco profits in 1988. 

0) The relrtivsly 10~ uargfna in BATIG, Sours Cruz snd hail. 

3. Loohing into the futurc:- 
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BATUS fs shoving 8 margfnal incrs8se in volume vith 8 6.8% p.8. 
fume&se in exports compeusatlag for l 2.62 p.8. deeruse in 
domestic volumes. 

This decreese ia domestic volumes ls still Less then tbt for 
the market overall end the Prrket share is ecturlly forecast to 
rise fro6 11% to 12.5X over the period. 

Thr otber msln fsecure of the BATUS figures fs th:, despite 
some domtradfag to l higher proportion of Value-for-Honey 
gr8des. prices are still forecast to rise ri~ifluntly f8ster 
thsn IafLstloa sad this also feeds through iato profits. 

BATCo. are forecasting 8 gain in vorld market #hare from 9.5% to 
10.1X gfving s volume increase of 1.8% p.s. Uovever, their 
sales forecast shovs price lucreares Lover thsa fnflstion end 
the aufa gsia in profits IS from lover costs. 

BATS are slso forecasting l gain in market rh8re from 22.8% to 
23.7T but this is offset by s contraction la the tocel market to 
give volumes st8ylng l pproxU8taly co8staac. Prices 8re 
forecast to rise rougNy in Liae vith inflation (vhieh vill be 
lover than for BATCo.) snd here l gein profits l re forecrrt to 
fncrease f8ster through lover coet8. 

Sousa Cruz is torecarciag sm growth, in liar with the utlut. 
vlth market share held const8nt around 79%. Tbr CZmd8 for 
prices and profits are rinilar to chose for BATCo. and BAT% 

ALchough Susco fs showing l volume drop of 2.5% pea*, thts 
still represeats a sh8ra lncre8rr of 8round 1% p.8. in 8 urket 
vhlch is forec8st to contract quite sharply. here l g8in. 
though, although prlcss are expected to be under pressure, 
profits are still forcurt co increare signiflc8arL~ f8rter. 
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A camma feature of all the forecasts, except So&WI Cnrz, is the 
assamptf.on that market shares will fmre8se and. excepc for Louco, 
this ~111 involve a reversal In ehs creeds eXparienCed over the past 
fev p&tr. 

A hsy ssrumption in the c8se of MTUS La that prices vi11 coociaue to 
tncrease significaacly faster rh8n inflation but in 8Ll other cases 
prtces are forrust co be under pruaure with profits grovch befag 
achieved msialy through cost reduceion and heproved efficiency. 

The key issues vhfch the Chlrmn suggestsd eight bs discussed sre 
shoun on the next slide. 

There is 8 degree of ovwl8p between the first tvo issues since the 
ability to achieve the rates of grovth thet have been foreeut vi11 
obviously depend on the coupetltlve l nvirotumat and the overall site 
of the me&et. 

Some of the key market usumptions are shovn on the next slide:- 
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Anti-ssokbg presrurrr coataiaed. 

Tax r&tar vi11 increase but will be mod8raced by the need co 
preserve cigarettes 8s 8 u8jor source of revewe. 

The total merkrt ulll be orintaiaed at curre!tt kvels extending 
tbt trands est8blfshed over nveral year8. Rowever, vithin this 
total, there will be fncre8ses in L,8tfo America, the Iadfrn 
sub-coutinrat , the Xiddle E8st rnd Afriu, off setting slov 
decUaes in the rmrkets la ikrth America. Europe and tSe Far 
East. 

There vi11 be inproved access to monopoly markets In I\rfa and 
EUCOpr. In sddltloa, the ch8nges 8ssoci8ted vlth tSe Sfngle 
European X8rket initiative pill h8ve 8 signfficant effect 00 the 
iadfvidurl markets within the EEC. 

For the product, there vi11 be 8 continued fall In LWels of 
deLivaries but at a slower rate than in the part. yull fkvour 
productr vi11 continue to domfa8ce vith a coatfnufng tread fn 
consuaar preference towards US-type blends- 

There vi11 be so01 increue in the polarisatlon of markets vith 
fnterrutional frands iocreui~ 8t oae end of the price r&age 
but vith emph8sls also belag given LO Value-forElonry seg!aeats 
in many u8rhets with coupeeitioa increasingly using pricing or 
the poscpoaennt of pricing 8s 8 competitive tool. 

However, overall profit LeveLs vi11 also be influeaeed bY the 
strategic need for Philip ?iorris md R.J. Reynolds Co 08iCltaia 
the cash flov from chefr tobecco burfnesses - Lending some 
support to the critic81 usuaptioa about prtce levels ia the US 
market. 

. 

! . . . 

_. ..- - -.-. 

BAT Industries document for Province of British Columbia 22 April 1999 

BATINDUSTRIES 00013012 



-3- 

9. ~~vertiag to the other issues fdentiffed by the Chsfrmsa. it wss 
suggestsd thst saother subjrcc for dfscwsioa should be the Ukely 
tscbaologfcrt treads la products aad processes ufthin the industry 
and, linksd with this. the adequacy of the curreat UD ptogrsmes ss a 
mems for snsblfag the the Group to l stsbllsh a eapticive adveatage 
through having the upability to build on the recent good record in 
lsuachlag laaovetive aav produces sad in rstsblfshfag fscilitiu for 
loves t cost productioa. 

10. It ves slso suggested that opportunities for etrengthenfng the curreat 
rathsr v1sk position ia Europe might be discwsd. 

LL. Pfaslly, it vas suggested that this covld be an opportunity to discuss 
hov far. tb expaded Tobscco Strategy Rsvisu bu uets the seed for 
co-ordfastiag Croup policies sad strstegfes snd to discuss vhethar soy 
lureher strsngchenlng of co-oparrtion night be dulrsbk. 

[The Chaitmsa to remind delegates that the l ad object of the rusioo is co 
cowlder vbat needs to k doas to ensure that VI purrrw stratagiu giviag 
us the best chsace of grant our Tobacco profits eod of aefateftiag the 
heelthy cssh flov from this activity.] 

ilS/DJA 
19th April 1989 
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