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The consolidated Group forecast for 1989-1993 rhovs trading profits 
Eros Tobacco groulng at 9% p.r. and 1evcL.s of profitabflity vhlch are 
auEflcirnt for the activity to venerate a eubstantfal ush surplum 
vhlch vi11 be available for investment in other actlvitler. 

Key assumptions underlying these forecasts are that the total 
‘free-vorld’ market for cfgarattcs vi11 rcuLn approxl~tcly conatant 
at 2,850 billion p.a. and that the BAT Group vi11 increase its share 
of the market from 19.3% tn L988 to 19.6% Ln 1993, reversing the 
slight decline cxpcricnccd in L987 and 1988. Also, that merket 
conditions vi11 bc such that it vi11 bc feasLblc to continue the 
current trend of lmprovfng profltabtlity. 

Support i ag assumptions about the market arc that: - 
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Anti-smoking pressures will contfnut but will bc contained. 

Ta%atLOn wfll tend to increase but the Increases ~111 bc 
moderated by the need to maintain the fndus try as a major source 
of revenue. 

The impect ol the Slnglc European Market will be significant. 

There will be fmproved access to monopoly oarkcts both Ln Europe 
and the Par East. 

There vilL bc increases In stler ia ktfn America, the Indian 
sub-cant inset. the kllddle East end Africs, offsetting slov 
declines in the arrkets in North Amertct, Europe and the Far 
East. This vi11 ulntain the total market et current levels, 
extending the trends which have ken cstablrhcd over several 
yesn. 

For the product, there vi11 be a continued fall In levels of 
delivery but at a sLwer rate than la the pest. Full flavour 
products vi11 continue to dominate vlth a continuing trend in 
consumer. prefarcncc towards US type blsnds. 

There vi11 be tome increase in the polarfsation of markrts vith 
International Brands increasing at me end tt the price range 
but vith emphasis also king given to value-for-money StgmtntS 
in many markets vtth compctitlon increasingly usfag pricln$ or 
the postponement of price increases es a ccopetitivc tool- 

llowever, overall profit levels will also be influenced by the 
strategic need for Philip Xorris and R.J. Reynolds to maintain 
the cash flw from thtlr tobacco buslncsrcs. 

A key assumption Eor the US urkct it that the price of 
cigarettes vi11 continue to rlsa significantly fatter then 
lnf lation (enebliag UATDS to continue Increasing ptof its despite 
Increasing the proportion of salts fn the value-for-money 
segment). 

A first lssut for discusston will bc the accuracy of these asaumptioos 
and the identificttion of key sensitlvitiee likely to l f fact the 
rtlttively favourtble lnduscry environment which 1s projected. 
l tptcially vherc there impact on the projections for the GCOUP'S Wn 
Tobacco businesses. 
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5. Other itsutt for discussion will bc:- 

(a) Likely developments Cn the competitive environmeat xith particular 
reference to the extent to vhfch the ncu finandal pressures on R.J. 
Reynolds and Philip Norris and the comparatively poor shoving of the 
other major Tobacco eompanlcs represents an opportunity for B.A.T 
Industries. 

(b) Likely technological trends in products and processes vithin the 
fndus try and the adequacy of the current R6D prograwc as a mcaas 
for enabling the Group to establfsh a competitive advantage through 
having a capability to build ot the rtceat god record ln launching 
Lnnovative nev products sod in otabllthing facilities tor lowest 
cost production. 

(cl Opportunities for strengthening the current rather Leak market 
position in Europe and the costs of doing this in rclatton co the 
potential benefits. 

6. Dtlcgates will also be asked to comment on the cxtcnt to which the 
recently expanded Tobacco Strategy Review Team meets tin need for 
co-ordLnatiag Group policies and strategies, to discuss whether further 
co-opcracion might be desirable tad. tf so, the optimum method for 
achieving this. 

7. Taking the scs tion as a whole, the aims will be to identify key 
scnsitivitfer tn the current projections for the Group’s Tobacco 
actlvitier and to identify new initiatives vhich might be taken to secure 
and if posslblt iacrattc the contribution of the activity to the overall 
development of the Group. Implicit in this will be the question at to 
vhethtr it 1s possible to fdentify specific opportunities for investment 
Ln Tobscco which are at least as sttractivt u opportunities vlthin the 
Group’s other major acrivittcs. 

RS /DJA 
23rd Harch 1989 
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