
CACILX: RIO DC JARBIRD 

Comfarenec Promane 

Introduction 

f- 

The purpose of the Ch8irwn’s Advisory Conference is to prwldr an 
opporcunitp for the Bosrd of E-A-T IndusLriss 8nd the Chief Executives of 
the major wetse8s oper8tions to discuss key isruarr rsl8cing co the Croup’s 
objectives and strategies. 

Lt is not a decision aeking meeting but it does have an hporcsat role In 
shaping the thinking that goes fnto the formel reviews of these objectives 
8nd strategies, which 8rs discussed by the B.A.T Industries 8orrd Lo. July. 

These rsvievs will be p8tricul8rly slgnificaat in 1989 since they cams at 8 
tin when there is a nsed for s critical reviev of str8ttgy irr- the light of 
the over811 situation of the Group following the Farmrs’ 8quisition. 

In urrying out the rsvievs , there vi11 8lso be s need to 8ssess the likely 
impact on the Group of signific8nt chrnges Lo the economic aud political 
environment vhich MY be triggered by the US Presidential election or which 
m8p result from the movea tovsrds l Single European Urket sad frw recent 
politic81 trends 8nd events In other countries importwt to the Group, such 
ss Claada, Br8zl1, Chile and Vaaesuela. 

At the same time, it vi11 also bs necessery to take into ucount possible 
iaplic8cloas of the developments in RJWNabisco and philfp Horrfs. 

Although the overall structure of the programme for CAC XS Fs slail8r to 
th8t for previous conferences, more tmphasls has been placed on providing 
delegates vlth the opportuufty co discuss 8pecfLlc Issues selected 8s being 
of p8rticular relevance to the current rituation of the Group. 

To put these issues into context. it may be helpful to restate the Group’s 
objectives and rcrrtrgies and ths 8ssuoptfons on which these are besed. 

1.A.T Industries’ Objectives 88d Str8teiies 

B.A.T Industries aims to provide its shireholders with au above-average 
return on their investment through dividends l d captml growth sustained 
over the long term. 

In order to achieve this, there is en objective to increase earnfngs per 
share at a aiaimua r8ce of 15% p.8. (Llf p.8. in real terms, assuring 
8vers8e infl8tion of AX p-8.). 

The key usumptions uaderLyiq the Group’s stratsgiea for l chieviag these 
objecriver can be srrnrrrisod l tollws:- 

1. The Tobacco businesses will continue to operate at levels of 
profitablllg such that they ~111 generate 8 subst8oti81 cash 
surplus for Lavestmaat in wovth. 

2. Although the Tobscco businesses can provids so- profits 6rWth, 
the overall mouth of thr Group till depeed on elm abilirjr LO 
identify iuvutmsnt oppottuoitisa in ottmr buslnaeees which:- 

(8) un operate in such 8 ~89 that they ua both pay l 
divtdeud and support their wn growth at r8tss lo line 
vith the objectivea for the Group 8s 8 uho1e: 
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(b) have a potential for rapid grovth; 

f- 

3. 

k. 

5. 

6. 

(cl 8rs positioned to SUStAi8 these ch8r8cteristics wer the 
long term. 

There LS 8n lmpliclt ~sumptloa that there vi11 be rufflefeat 
opportunltirs vithin P8perfPulp. Retail sud Pla8acisl Services 
for the Group to be able to coocentrate its uia strategic 
thrust vlthin these 8crivltles. 

It h8s 8180 been agreed that development should be concentrated 
in the North Atlantic region where the economic and politlul 
ewiroumenc Is likely to be favourable sad vbere opportunities 
for developing ptOflt8ble grovth buslaesses heed ou the Group’s 
enlstiag strsagths are likely to be wee 8ccessible ‘th8n lo the 
frscer graving Pacific g8sia region vhers it would k more 
difficult for the GtOUp to ert8blish 8 viable neu 8ctivLty. 

fhs other u8in concentr8tioa of the Group’s competitive 
strength8 is in the Tob8cco busiaesses lo &veloplng couatriu, 
especl8lly ln L8tln Aurlc8. Although the framedLate economic 
sod poLitica prospects for these countrlee are uucertain, it is 
still thought vorthvhlle to m8int8ln 8 presence there both for 
curfeat profits 8nd for thslr longer tern potential. 

In moue countries where dlvcrslficstlon is necess8ry either to 
support the Tobacco burinus or to mmka the optinu8 use of 
blocked funiis, lavestasnc in the Group’s other ujor 8ctlvltles 
ory not be feasible. In these uses. investment la ocher 
8ctivlties (e.g. Agribusiness) uy be considered. Hovever, la 
these sod other countries where there sre Investments outside 
ths Croup’s uin faterestr. ths ultinrre elm should still be to 
concentrate resources in the tour orjor 8ctivities. 

Iuues for Discur8ion 

It is sugg~stcd that the conference should concentrate on identlfyirrg esd 
discussiug the major issues uhich ueed to be resolved la deteminfug the 
optimum #tr&tegi8S for SAch of the Group’s a8in activities, taking into 
account the coatributions required from l sch if the overti objectives for 
the Group 8re to be 8chieved. 

A lup factor to bs dlmussed ~111 bs the management 8nd finincial resources 
required to punue these optima strstegies, bearing in Pond that there is 
an air for the 1-A-T Industries* debt:equity r8tio to be maintained belov 
50%. While it 18 wceptrd that it ny 8mecins be StCtSSA~ to exceed 
this over 8 llalted period, propo8818 to do this should include 8 defined 
plan to return to 50% within 3 years. In l ddition, interest cover should 
be eeintelaed l c 8t least four timu. 

A dref t progremme for th8 confarsnce la r&ached 8nd the aot88 which follow 
indicate the specific lssuu which It la hoped to cover in each SASBiOPI~ 

1 . . . 
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stem ‘A’ : Cheimen’e Introduction 

The Cheinaan will review event8 and dcvclopmenta since CAC X and vi11 
expand on the l fee of the current conference. 

P 

r 

Item ‘B’ I Operating Groav/Comuny Reviewe 

This rearion will provide delegate8 with au overview of the activities, 
current perEormsncc end key iraues for l ech of the Group’8 operationa aa 
bsckgtound to t& dlacue8low to bs held later in the veek. The l oUeated 
form sod conteac of there revievs i8 the eubject of s seperate note which 
LB attached. 

Item ‘C* : Grow ?l~aclel Ibrecaet 

the Croup budget for 1989 sad outline forecests for the oexc five yeers 
vi11 be aumWrl8ed rnd lrsue8 l rl8iag from these foreuatr will be 
diacuaaed, relating there to the Crop’8 objectivea. 

Item ‘D’ : Aoaiysla of Str~tetlc Ieaucs 

The mein strategic lsauea for the Group vlll be outlined vlth particular 
eopharia on the contributions required Eros esch activity in order to 
achieve the overrll objectivea for 1-A-T Iaduatrlea. 

ttem ‘E’ : Uau6er Develomet 

A first issue to be dlscuaaed vi11 be the cxteat to which buainesa 
development La being or la in danger of belog inhibited by liritetiona la 
the l vellsbf~ity of uae6err ulth the accea8ary levels of ability and 
experience. 

follovin~ on from thlr, delegate8 till be asked to cooeider the extent to 
which l cay problems uhfch are identified can be related to specific 
weaknesses in recrultmeat, development or the l bilfty to retain and 
motivate the best people. 

Specific Lasuea to be considered vi11 be the proportion of seolor posts 
vhlch it hu been ecccsaary to fill from outside cod the l pperent 
1fmltatLon Ln the Group’s l blllty to recruit and retein outatandlng people. 

Item ‘?‘ : Tobacco 

Dele6etca vi11 be uked to consider the proapvta for the Tobecco industry 
and to dlacuaa the optimum long term positioaing for the ~roup’a bualneasce 
within the ioduat~, bearlry In mlod the objective to maintain its l bfllty 
to generete cash sod to grar profits OIL a contfnuiry baala. 

Iasuea to be considered will laclude -likely developments in attitudes to 
awkln6. developrats la taxetloe end exclae credits, the poaalble impact 
of recent developaeata In RJll/tbbfaco aad Philip tiorrie, opportunities 
presented by tha opeaiag of monopoly rrketa aod the Impact of the Europesa 
Single Urket fnitletlve. 

Specific conalderatloa ahould be glvea to the action which mmdm to be 
taken vithin the uaxt 2-3 years In or&r to poaittin the Group’8 borl~~Se8 
for the longer tern.. Also, to the skater ten loglicrtiom for prOfft# 
and cash flou of folloting tha l trurgiea which l re proposed. 

I . . . 
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Item 'C' : Tinemciel Serrlcca 

f- 

Ddegetes will be asked to rcvlev the proapccta for the Croup’s existing 
Pieeaciel Scrvleca l ctlvitles in the COateXt Of the plrO8pCCtS for the 
relcvsat sectors of tbc cerkcta in UK/Europa ted North AmCriC8, taking into 
SCCOUnt l ctuel end preapectlve ch8ata la the regulctory cavlroomcut. 
Specific issuer to bc dlacuaaed will bc:- 

(8) The extent to which the buaiecarea arc ebla both to fund their 
ovn expeNloa end dcvclopmcnt mad to provide surplus funds chich 
ten be me& l vellrble for invcatwat in other l ctlvltlaa. 

(b) alha utent to vhfch WQeNiOn, ChSn(88 Or UtSNiON to the 
ran- of sctlvitlc8 cl11 bc required in order to uintala the 
viebility of the existing ectivitiea, tekiog into eccouat 
cxpcctcd chenger Ln the cwpetltive cavironmcat. 

(cl Opportunftfea for axpanalon into nw merkcta (8.8. ia Europe) 
end the lcvela oL investment which vould be required to pursue 
these developcents. 

Cd) Opportunities to expend into sew ectivitics. 

Item ‘E’ : Pctell 

The results Co detc of Project Exchange vi11 be discussed. This project 
van set up follovinS CAC X to rcvicw curreat peectlce, to ahere experience 
mod to UpgrSdc the eppllcatloa of InformscIon Technology, Conauccr Peeeerch 
mad Training vithle the Group’s Retell buaiaceser. 

The delegatea from BATUS, BAT% end Imaaco vi11 bc asked to rcvicw the 
current posit&m, prospects end objectives for their reepectfve Retell 
bu8incaacs. 

Specific issuer to bc diacua8cd will bc the Group’s record in rec8illng, 
the ability to edd value to ftr retail bueinceaca, the proapectr for the 
market sectors in which they ere operating, the proapccta for using the 
cxlatlnS busincaaea es a base for auatclned, long term. proflteble Srwth, 
the levels of iaveatmcnt that vould bc rcquircd for this eed the degree of 
risk that vould be involved ia meking there invcstmcota. 

1tam ‘J’ : Paper/Pulp 

A key atretc~lc issue for Appleton end for Wiggins Tcepe la the need for 
bualncss rcucvel la prder to k able to coatinuc to echievc tbe colbleetloa 
of high rates of srouth ecd high rcturas uhlch the Cerbonleaa kralNs8 hes 
been shown to bc cepeblc of. Tbc deleSater from UiSSlaa Teepc end BATUS 
will bc eakcd to discuss the optiona for business rcewel mod the lcvela of 
invertmeet that vould bc tcquired to reposition the buabesaea in such a 
cey that they heve good proapacta for &ctiaP the Croup’s requiramcet- 

The dclegatca tra BATUS sad Soues CN vlll also bc asked to discus@ the 
CoCfributioe vhlch they see the Paper ectivitiee aekfeg to the overall 
development of their rcsprctivc Oprt8tiw Crap8. 

Tar Pulp, the dalr8r tes fra- Sour6 Crpt , bfig#BS TCepC cod -0. v ulll bC 
asked to outliac the c%latl~ mod potcatisl lcvck of ievcatuet in Pulp 
ukin6 l cd forcctry l md to cotuidcr whether this an ba jwtifird in its 

, 
Iv 

we right or, if not, tither it should be justified on the basis ot the 
need to l ccurc Pulp l epplica for the Grcrrp’a Paper l ctlvftlca. 
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Item ‘K’ : Corrfareacc Overdew 

Following discussion of the isrurs relatias to each of the Croup’s major 
activities. there vill be an opportunity to consider the iapllcatioas for 
the Croup aa a vhole. 

Key factors to be taken into account in this overview are likely to 
include:- 

($1 The inplfcatlous for cash amd profits of takllrg ectioa to 
position the ‘tobacco activities for the loag tare. 

(b) The eddicion81 iavestaent required to poeition the Croup’s other 
l ctivitier la much e uey that they ten meet the criterle for 
melntaining ecceptable levels of profitability. 

(c) The identification, quaotlficatioa and l pproxlm8te rmking of 
opportunities for investmanta which are capable of providiog 
loug term profits growth rt acceptable rates of return. 

(d) The options open to the Croup and the implications of trying to 
reconcile any mismatch between the l vailabilltp of raaourcea and 
the leve&s of lavwtuat required to pursue the dtvtloptnc 
opportunities vhich have been Identified. 

Alttmatively, if the opportuaitier identified are faeufficient to mete the 
Croup’s overall tarpta for crouth, It me) be aaceemay to coasfder hou 
additional provth right ha achieved. 

Item ‘L’ : ChalrMaa’ a suminn op 

In the fiual session, the Chairman vlll sumarise the main conclumions frum 
the conference and vtll comment on the inplicaciona for the future. 

RS/DJA 
20th December 1988 
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