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CAC XI : RIO DE JANEIRO
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Item "H' : Introduction to Retail Session

The ficrsc slide shows the contribucions to the Group's 1988 Turnover
and Trading Profits from the Retailing activities.

It also shous the forecasts for the growth rates over the next five
years included in the raspective plans.

As {n the case of the Tobacco figures, there are some differences from
the figures given by David Allvey in cthat the Plan figures for BATUS
are based on US racher than UK accounting while the starting point for
BATIG is based on £igures adjusced cto sliminzte special icems in that
year.

As a result, the growth rates showa for profits for both BATUS and
BATIG are rather lower than those shown on Tuesday. However, in each
case, thay still represent a significant improvement in margins over
the period.

Key features of the cable are:-

(a) The importance of the contribution from Argos, Saks and Marshall
Field's, which together accounted for almost 80X of the total
profits from retailing in 1988.

(b) The large number of loss makers including Ivey's, Breuners,
Peoples and the two discontinued businesses The Jewellers Guild
and Thizbles (included under the Corporate heading in BATUS).
Also, che low margins for Horten.

(¢) It should alsc be noted that the figures for Imasco represent
the Group's 40X share only, which means that in absoluce terums
Hardees is slighcly larger than Argos. In addition, the sales
figures for Shoppers Drug refer oanly to the Imasco revenuss
racther than to the systems—wide sales for this franchise
operation.

Looking to the prospects for the next five years:-

(a) The growth rates in Argos, although impressive, are lover thaa
the actual rates achieved over the past five years. The main
dangevrs to these figures may lie {n the degree of market
penetration that has been achieved and in iacreased competition
in some of the key product areas in vhich Argos has been most
successiul.

(v) The forecasts for Saks and Marshall Field’'s show grouth rates
for sales which are not dissimilar from the rates experienced in
the five years 1983 to 1988. Where there is a major difference,
however, is in the rates of profits growth which are forecasc.
Here, the rates shown need to be compared with virtually mno
growth {n Saks in the period since 1983, while profics growth
was oanly 22 faster than sales {n Marshall Field's rather than
the 6% differexce shown in the plan.
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(¢) The forecascs for Horcan represent a combination of two saparatce
projections for the 39 store Galeria chain and for the residual
13 scores included under Horten-Extra. The growth rates for
each chain are similar with zore eaphasis on improved margins
than on rapid growth. dovever, there is an aia to lsy the
foundacions for more vapid growth in the Galeria chain in the
future and there is also an aim to dispose of the Horten~Extra
chain at an appropriace time. Anocher key issue for Hotten
which is oot evident from the Table i{s that this is scill a low
return business and on current plans the recurns oa net assets
in the Galeria stores is forecast to reach only 12.4% by 1993,
raising some question as to the viability of the concept.

(d) In Imasco, the plans shov a rationalised Peoples Drug chain
returning to profits with continuing rapid expansion in Shoppers
Drug, Hardees and UCS.

4. The key issues for discussion suggested by the Chairman are summarised
—_ on the next slide, with the issues for the individual businesses
leading through to the more general questions as to whethar the Group
has the capability to add value to its retailing businesses and,
folloving on from this, whether thare are vealistic growth optiocas for
B.A.T Industries in Recailing.

5. One way in vhich the Centre can add value is by assiscing the
operations in formulating viable plans for their activitias, by
ensuring that each business zeets che following criteria and that
ie:-

(a) 1is based on a clearly defined concept which has been researched
and tested to ensure that {: is attractive to the target
customer group;

(b) has strong systezs support;

(¢) pays sufficient attention to staff training and comwmunication to
maincain efficieacy and achisve an effective delivery of the
concept to the customer;

(d) has a defined competizive advantcage over ocher retailers
competing for cthe same customers;

(e) has achievable plans to mseer the B.A.T Industries' criteria,
specified in the Guidelines.

6. The Centre can also add value by encouraging tha exchange of
informacion and experience between the Group's retailing businesses.
This was the thinking behind Project Exchange, set up after the last
Chairman's Advisory Conference and designed to assist in the upgrading
of performance in Information Technology, Consumer Research and
Training.

[The Chairman to suggest to delegates that they should concentrats on the
twvo overall quescions - can we add value to retailing and are there good
opportunities for us in this sector, meeting the Group's criteria for
teturns and for growth. To scart the discussion on adding value, Tom Long
will summarise the progress that has been made on Project Exchange.]

RS/DJA 29th April 1989

61656/10¢

BAT Industries document for Province of British Columbia 22 April 1999

RATINDIISTRIES 00013018



