CAC XI : RIO DE JANEIRO

Ites 'A' : Chairman's Introduction

welcone delegatas, especially Lord Armscrong, Sarcy Braaley, ‘tarzin
3roughtan, Mike Wilson, David Allvey and Ulrich Herter attendizg for the
first ctixe.

Thank ?2cer Rombaut Zor agreeing to host the confersnce in Rio and for
arrangiag the facilicies and adminiscracion.

The two years siace cthe last CAC {n London have seen continuizg progress {a
the {apiemencacion of ouc agreed strategies and lasc vear in jarticular was
aarked by a aajor eatry to the US Lansurance market chrough the acquisicion
of the Farmers Group.

The results for 1988 showed significant progress in financial sarvices even
though these figures exclude any comntribucion from Farsers. Zovaver, as
the figures on the firsc slide show, the picture for the other activities
and in particulac for Retsil and Paper/Pulp f{s less eacsuragizg. Although
the comparison becween 1937 and 1986 {s complicated by che exzzange faccor,

~ this was not the case in :988 and the lack of progress in Retailing and in
Paper/?ulp sust be a causa for concern. The potential for grawth in these
activities will be one of the major {ssuas on which we will aeed to focus
during chis confarence.

Many of the strategias which have been pursued since >982 have now run
their course and it is no axaggeration to say thac 1989 represents a
watershed for cthe Group. -2ast successas in {zproving perforzaace are no
guaraocee that wa can sustain groweh. In fact, the progress =@ have made
in Paper/Pulp iz focussizg on a limited number of products has actually
aade us vore vulaeradla ©o change in the market for these procuccs. The
likelihood that the growth in Carbonless will plateau and thac competition
will {acensify aakes it asseatial that we should {dencify oppoctunities for
repositioning our busizesses i{n ocher market segments with bet:zar prospects
for sustained, long tera profitable growth.

In Retailing, ve have strang positionms in Argos in the UK, and {2 Saks and
Marshall Field's in the USA but only Argos has a track record f5r sustained
growth in sales and profi:s. We will need to review our sctratagies for
Saks and Marshall Fieid's and we will also need to look aritically at the
prospects for Argos o easure that growth is sustainadla incs 2he long
term. Zlsewhere in recailing, we have probleas in Ivey's, 3reuners, Hortea
and Peoples which ve need o address and we will also need to consider the

' contribution that Shoppers Drug, Hardees and UCS can 3ake to the overall
stratagy for Ilaasco.

1 have concencrated firsc on Paper/Pulp and Recailing decause I delieve
that in both cases we need to review critically vhat contribution these
activicties can and should aake to the longer tera development 32 the Group.

Important though these issues are, hovwever, we must also reamez3er that in
teras of size the Group's aajor activities are Tobacco and Firancial
Services. It is vital to che future success of the Group tha: the profits
from Tobacco conciaue to grow and thac che activicy conclaues o pravide a
strong cash flow. Iz is equally vital that ve have 3 clear sirategy and
have agreed the priorities for the development of our Financial Services
activities. Thare will bde opportunicies for a full discussioz of both
these issuas during the week.

The programme far the conference follows much the same pactera as in
pravious vears, starcing today with an exchange of {nformstion on the
currant status and medium term plans for each of our dusianesses.
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Tomortrow zorning, we will begin by reviewing the overall financial
Zarecascs for the CGroup and this will be followed by an analysis of the
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asin scrategic {ssues which iz {s suggesced we shculd d:l.scuu.

The following item, on manager development, is being taken earlier thaa ia
previous conferences, emphasising the iaporcance which is placed on this
subjec: as one of tha keys to our Zucure success.

Toa Long has written to cthe Chief Zxecutives of each operation suggesting
how cthis session might best be structured and I hope that this will provide
a good basis for a discussicn {n which everyons will participate fully. I
also hope that tha issues which emerge from che discussion will be dorue in
wind i{n che later sessions when wa will be discussing the L{ssues relacing
to Tobacco, Financial Services, Rectail and Paper/Pulp.

-ollauing :he f1adusctry sessions, there will be an opporcunity on Thursday
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suzming-up at the end of thac aizernocon.

/ Ia zy introductioa to the last CAC, I said that we had been rsasonably
successful in devisiag and i{aplemencing phu tc ifmprove the profiubuny
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of out axiscing busizessses and that w8 had alsc succesded ia aakiog & sajor
zove into Financial Services. Whers ve had & weakness was iln daing able to
idencily opportunities for invesciag in growth eicher in our existing
businesses or in complemencary accivities offering prespects for meeting
zhe Group's performance critaria for profitabla, long term growth.

This i{s still che most critical issue for the Group and I hope, therafore,
that this coanferance can take us some way towards resolving it. To focus
our thiaking, I suggest that we should aim to be in a becter position by
the end of the week to answer the following six questions (SLIDE III):-

1. Hov can we grow our Tobacco profics?
- What action do we need to take to secure or improve on the
forecasts for this activicy?
2. HBow can we grov our Tinantial Services businesses?
- Wha: should be our strategic priorities?
3. Do ve see raaliscic options Z3r growiang Retail?
- Can ve add value to this activity and can wve ideacify
r— opporcunities far sustained profitable growth?

‘. How can ve renew qur Paper business?
- Can ve identi’y opportunitias far repositioning chis
btusiaess for the tioe whan Carbonless begins to plateau?

5. Do we have a sufficient =anageasnt rascurce in terms of
competence and style - and if not how do we develop this?

6. How can we ensure that va add value £o our busiaesses through
cthe Operatiag Groups?

1f wa can go away from here with a clearer viaw of the answars Co Chese
questions, this will be a valuable concribution to formulating the nev
strategies needed to take us inCo the 1990's.

Lat us start then by rveviewing cur current position and prospects,
beginniang with the si{zuation here ia Brazil, described by Pecer Rombauc.
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