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Jim 1990 

Opcrstlng profit for the Group’s tobacco buslncsaea sf Lh78P for the 
first six months is L2Om or 4% above budget. For the full ycsr the forecast 
stands st L113k which is E7a sbove budget. The erosion of the fsvoursble 
vsrisace in the remsinder of the yur la due to the impsct of reduced yesr 
end ersdc losding assumptions se B6l? sod reduced urgina in Brazil csused by 
earlier, unrecovared, cost lacreases. 

compsred Co 1989 chc six months profit is E7k or 19% up snd the full 
year E190m or 20% up. At lstsst racer of l xchsage the increase sgsinsc 1989 
falls eo E39m or 9% for rhe six months whilst the incresre for the year 
reduce‘ to E9Sm or 10%. 

P Detsiled anslysis of opersting group perforunce is svailsble in their 
individual QPR’r. This report deals with the overall progress of the Croup’s 
tobacco bualneasea. 

VOLutlE 

Total Group volume for the first half of 248 billion is marginally ahead 
of budget snd 11 billion up on’lsst pesr although thfs fslla to 4bn if Wills, 
(previously included as sn l ssociste) snd BAT Eapsna (vhere compsrisona uith 
last year sre not conaidered aesniagful) are excluded. Within the total the . 
picture la one of declining domestic volume recovered by l troap export 
performance including Hong Kong, BbLw and BATCH exports to the CDR which 
increase exports shsre of rubsidisry volume from the budgeted 18X to 20%. 

‘For the year coca1 volume is forecssr it SOg billion sod the psetem of 
performance is so extension of that l chltved for rht firer half with scrang 
export psrformsnct recovering sdverst variances against budget snd last year 
for domestic volume. The fsvoursble trend ahovn for srrocfstt volume is 
largely driven by a strong ptrfomanct by UATCo’s fndiaa associate. The year 
on yesr comparison is also dfatorred by Wills and BAT Rapsna snd if thtae sre 
excluded volume grovth falls from lfbn to 7bn. 

TURNOVER 

P Group furaovtr on a net basis for the first half is on budget sad 
aignificsu~ly thttd of laac yesr. litutvtr the ytsr on year poaitlon for both 
the hslf and the full year is dfrrotced by inflsLion/exchsngt fmpscta on 
Sours Crur numbers snd cht lncluaioa of Wllle se a BATCo aubaidisry for only 
put of 1989. When tbeaa diatortiona are tlioiested the growth compared to 
cht first hslf of 1989 falls from 26% to some 9%. For the yttr there fa a 
amall deficit againat budget principally fra reduced trsde load aaaumptfona 
at B&U and poor urksc condicioas in Brazil. 

In the Group QPR the tucuover 1nLocmetion i+ btatd on gtosa aalta and 
dstsfls shrrt of sssocfsced compsnits aeparately. Year on year tobacco 
growth 0~ thlg basis ir 29% compared to the 19% growth in net tumver 
included in this rtporc which reflects l ubaidisrlts snd BATCH a68OCiNtS. 
The difference bttwttn the Wo ntt8 of grouch is csurtd principslly by 
Brazil when the impact of high tax ir eugcrsced by high nvtnue growth 
forecast by Souta Our. If rhis la excluded eht realdual grou Curnovtr 
lneresae is similar to thst of net turnover at around 20%. 
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IRADIWG PROFIT 

Trtding profit for the haIf wts tb780, f2Cb better thtn budget tnd ~7k 
or 19% thttd of lttt yctr. At closing rtttt the tottl decretttr to Lb42m 
reflecting the uttktning of the US tod Ctatditn dolltr tnd Dtuttchmtrk 
agthst the pound. 

Domtstlc profit contribution for the half yttr ia generally lest 
ftvourtblt with BLW tnd BATCP both reporting edvtrst vtritncct 8s t 
consequence of lowtr volume tnd Sours Crur profit doun tt 8 rttult of 
pressure on urgfnt. Export perfocmtnee it stronger, ptrcicoltrly tt RATCP 
where higher stlts into Etsttm Ruropt recovered the lost contribution from 
lower domestic velure. #et exports tt BATCo vere tigaifictntly tbttd of 
budget rtsulrlng in positive crtding profit vtritnctr in Rang Rang tnd 

--BAT(UK6E). 

ELT profit contribution for the first htlf is thttd of budget though 
marginally down on lttt yttr at BiW. At Soutt Crut lttf oprrtcionr tre 
shoving tn unftvourtblt variance tgtinst budget due to unftvourtblc txchtnge 
rttec tnd lower export volume. 

For the full yetr trading profit it forecast to be L113Sm, the&d of 
budget td 20% better then ltst yttr. At closing rtttt the tottl ftllt to 
LlObom. 

For the yttr B&U trtding profit it txpecttd to be belou budget tt 
reduced trade lotdiag lmptcts on the PSL. Lwar voluu tnd rtductd mtrgits 
txactrbttt the shortfall in Brttil. BATCo is fortcttting 8 budget turphu 
with long Kong, BAT(UR&R) tnd Bigott building on their export success. 

. 
COHPRIITOR ACTIVITIES 

Philip Uorrir : Agreement utt rttchtd bttwetn Philip Harris and two Turkish 
ptrtnert including the rtict monopoly to ttttblith t joiac venture to be 
called Philst Tutun to product Htrlboro, Chesttrf ield, Ptrliwat tnd other 
Philip Harris brtndt nest fair. ?hilip Horrir it tcqulrfng Al Reynolds’ 
local brands in Brttil following Dibrell Brothore’ purehtst of the AJR 
subsfditry. Philip Harris ClrbI? tlro tnnoonced it vat tcquiriag Met 
Ctrmtny’t ltrgtst cigarette mtktr, VER Kombiost ttbtk bated in Dresden. 
Terma vi11 be determined tfttr tht veluttion of tht Ettt Gtrmta company’s 
8888C8. 

r 

r On June 22, 1990, Philip Uorrit announced its intention to pty S3.8bn for 
Jtcobt Suehtrd, the Swiss coffee and chocolttt group. 

For the second qutrttr opertting revenues, profit before tax and net ttcningt 
increased by 12%. 28% and 2X: for the htlf yttr chete increttat uere 9.X. 
30% and 29%. In the US Lobtcco volumes were slightly higher in cho quarter 
and htlf yeer. Inttnttiontl cigtrettt volume, including exports, incrttted 
strongly for both the second qutrctr tad tht htlf year. 

R. J. Rtynoldr: In September 1989 RJR tnnounctd it vould tad the prtctice in 
domescic distribution kaovn as trtde lordfng. The comptny 88 t result vtt 
arid to forego 534Om in oprrrtlng profits ln thet year. Reflrctint this for 
the first quarter of 1990 the tobacco business worldwide recorded t 41% 
Lncrttst ia operrtfng income with l 15% rite fn first qutrctr rtltt~ At with 
Philip Xorris RJR are alto acquiring an Ettt Ccmtn cfgttrttt MllUflCtUrg~. 
The food operations were tlto thttd but debt ttrvicing chargtt tatulttd in t 
firs: quarter overt11 lost. On 16 July UP tctrttd a 36.9bn rectpitalititfon 
programme co reduce debt and incrtttt equity: this tlso involve8 tri equity 
fnjeccfon by KKR and tome higher inctrttt rttts on rtstiniry junk bonds. 
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Rothmans : Rothmans Iatcrnaeional announced the acquisition of Tbaodo&s 
Niaotyar BV of the Ratherlands froa Gallaher Ltd. Rothmans said the 
acquiktion would “aubrtantially strengthen” ebe coapanyvr prerence in the 
fins cut and pipe eobacco markCta, particulary in &rope. 

Rothmans Xntcrnational reported an incrrare in pre-tax profits of 24% to 
SBOS.Lm in the year co Harch 31. 

Recms tab : Announced it vss taking over a major East Carman cigarette 
producer, VEB Tabak Nordhausen, barad in Thuringi8. 

American Brands : First quarter net inkoae up 13%. Tobacco income up 8X and 
cigarette sales vorldvide uu 1.32. Domertic tobacco fnCOae UD 3% deroite’ 
lover volumes, while iatrrnkional tobacco income vas up 12% Gith a rkong 
perf omance from Callrhtr. 

OPPORTUNITY MARKETS 

%Yof X988 
Total importr in the full year 1989 vere hi.4 billion cigarettes, 25% 

. The import stgaent in the five months to May val 16% ahead 
of the corresponding period of last year. -8 share of the segment this 
year has fallen eo 21.2% from 22.9% vith Kent and Viceroy dovn. Philip 
Morris coacinued to grow cltroagly vith their rhart of this segment up to 
61.2% from 58.9% for the same period of 1989. Lark (particularly 
Superlight), Parliament and Her&t were all ahcad whilst the Philip Horrir 
family was dovn. RI Reynolds* share grew fraction8lly to 12.5%. 

Chfn8: 
Grad 

Rxports from Rong Kong vera up 27.632 in the rix months to Juaa 
to lart year. BAT's hare of this Segment rose to 47.2% from 46.2% 

for- the tame perk last year with grovrh f torn-borh Stats Expretr 555 and 
Hilton. Rong Roag Tobacco Co.‘a share vas also up vhilrt Philip Horrir vaa 
dovn although Halboro v&l ahead. 

faivan: Total import8 vert dovn 18% after four aoethr (having also fallen 
8,5Xn the full year 1989 compared to 19Br BAI’s share of segment fell to 
20.6%. compared to 27.0% for the same period last year, with fallr in both 
State Express 555 and Kent. Tvo compeeiclva braadr mad8 rnignificant 
progress. Philip Morris’ L&H nild, launched at the end of last year, becaw 
the largest brand in the segment with a share of over 25%. vhilrt Rotbmaas~ 
Craven A. alro launched at the end of last yaar, gafaed 6.5% segment share. 

South Rorea: The import regmtnc in the full year 1989 was nearly 3.5 billion 

f” 
ClgareCtes, rignificantly thtad of the pravious yaar.The import segment was a 
up nearly 27% after f lve aonthr of 1990 compared co the l aaa period laae 
year. BAT's rhare of regaeat fell to 20.7% from 26.7% uhara the sharp fill 
in the Kent family vat not offset by gains with Plnesae and Benson 6 Xadgea 
Xnttmatioaal. Philip Horrir gained Share of segment overall, up to 32.5% 
from 31.5% lart year, vlth growth in Virgiola Slims, Marlboro Lights and 
Philip Morris Ultra Lights aore than offrctting decliner in Lark and 
Parliament. R.7 Rcyaolds’ hare wal dove eo 31.5% from 33.7%. with fallr in 
YSL, Uore 120~ and Winston Lights. more than offsetting gains vith Hore 
Lights 100s and Camel Lights. The Japanese monopoly, vho entered the market 
last year, had nearly 7% of the ioport stgoent in the year co Hay. 
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Turkey: Total legal Ltsporcr in 1989, at 11.9 billion, uara 21% ahead of the 
previous year. After five months in 1990 the repeat uaa up nearly 50% over 
the correspondfag peti-f last year with the grwth principally coming from 
Harlboro 100’8. BAT’s share of thir buriners fell slightly to 2.2% from 
2.4%. 

Greece: The import/lieence segmnt in 1989, at 9.7 billion cigarettea, was 
up 12.5% on the previous year. After four montha in 1990 the aagmant is over 
10% ahead of the corresponding period ofart year. BAT'S share of this 
segment has rised to 9.5% this year compared to 8.4% for the same period in 
1989 with the grwth coming from Prince and Cortina Ultra Lights, with (coma 
progress from Lucky Strike Filter. 

.-. 

DuS/CRV/J90-TQPR 
23 July 1990 
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