GCuidelines for BATCo. : July 1989 ~ -~
L\ FCRE

Gensral --

1. The first priority for BATCo., which should be reflected in the
performance criteria for the Number Oues in operating companies, should
be to achieve progressive improvements in the results from the existing
Tobacco businesses, concentrating particularly om achieving improved
profit margins and asset productivity through volume and market share
growth (especially in Europs and the International Brand segment) and
through overhesd reduction (especially in Europe and the UK).

2. Specific consideration should be given to opportunities arising from the
rationalisation of the European market and from options to expand {nte
new markets, especially where these arise through relaxations in stace
controls or through opportunities to acquire an existing market leader.

3. Opportunities for establishing or expanding other activities, including
Agridusiness, may also be considered, subject to prior agreemenc on the
availability of resources and also bearing {n micd the need to give the
highest priority to maintaining satisfactory levels of performance in che

r-\ Tobacco businessges.

1 4. 1In addition to its direct role in the management and development of its

' own businesses, BATCo. will also be responsible, through the Tobacco
Strategy Review team; for formulating and sgreeing with the other Tobacco
Companies, a Group-wide R&D programme; for the preparation of compendiums
on smoking issues; and for inictiating and co~ordinating meectings and
other activities to promote the Group's views on these issues.

S. The Guidelines, and in particular the Financial Guidelines, do not
reflect the impact of the addition of Wills Australia to BATCo.
Appropriate modifications will be made when the implications of this have
been clarified. ’

Pinancial Guidelines

6. Returns : BATCo. should aim to achieve an historic cost return of at
least 352 for the Operating Group as a whole, with each individual
business achieving at least 25Z. BATCo. should also determine from time
to time that a 352 higtoric return equates to a CCA return of at least

. 202.
*') 7. Dividends: The minimua dividends expected from BATCo. are:-
r— 1989 1390 1991 1992 1893 1994
£ 162 183 205 228 255 286

8. Debt:Equity: The gross debt:equity ratio should be kept below the
following levels:-

1989 1990 1991 1992 1993 1994

b 4 12 13 12 11 12 12

These figures represent an increass on the limit specified fa the 1988
Cuidelines, reflecting a slightly higher level of barrowings, associated
principally with the Camsercoc and the financing of bigher dividend
remittances from other countries. The current assat productivity review
should result in lower ratics being schieved. Howaver, projects
resulting ia a higher debt:equity ratio may also bs submitted for
approval. In particular, BATCo. should concimue to seek to maxinmise UK
cash flov and, wvhare appropriats, should be prepared to incur further
incresses iz foreign bdorrowings in order to achieva this. ;
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3 fi{c Priorities

9.

10.

1l.

12,

13.

A first objective for BATCo. should be to agrees with the CPC, strategies
and action plans for:-

(a) The European Market.

{b) Purther reorganisation to improve the cost-effectiveness of BATCo.
and the other UK based operations.

(¢) Tobacco R&D, worldwide.

Market Share : Priority should be given to achieving improved market
shazes in the higher margin products, especially in the developed
countries in Europe, including Prance, and in Malaysia. There should
also be a continuing emphasis on {ncreasing Exports in accordance with
Guidelines agreed through the Tobacco Strategy Review team.

Strateglies to compete with Marlboro should concinue £o be developed
market by market, using the most appropriate brands for each marker and
market segment, concentrating on competing for the younger adult smoker
through campaigns specifically directed at this customer group, promoting
Lucky Strike, Beusou & Hedges, Keat, Barclay and Capri.

In order to be able to pursue these strategles successfully, it will be
{mportant to develcp specific plans relating to:-

(a) Quality : Alming to be able to achieve aud maintain superior smoking
quality, accepting that it may be necessary to consider fncreasing
the proportion of imported leaf in certain overseas companies vhere
the local leaf fails to provide the quality required.

(b) Production Costs : Aiming for each business to be the lowest cost
producer of quality cigarettas for its markets.

(¢) Asset Productivity : Establishing tight controls on capical
expenditure and leaf duratiomns but also bdearing in wmind the need to
maintain high standards of mamifacturing efficiency and product
quality.

(d) lonovation : Emphasising the uneed for inmovaticu {n product and
process design and for the effective implesentation and
disseanination of new developments throughout the Group.

Diversification : Opportunities for diversification may bde cousidered
but ooly in cases vhere the Tobacco business ia already performing
satisfactorily and vhere one or more of the following conditioms are
set:=

(a) The nev activity is necessary to support the Tobecco business either
directly or in its relations with Government.

{b) There ara spars funds vhose repatriation is e{ther prohaibited or
unecononic.

(c) The project has been agreed by B.A.T Industries as contributing to
the owerall development of the Group.

/--o
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14. There vill be a prafereuce for these nev sctivities £o be in Financial
Services, Paper/Pulp or Retailing but it is sppreciated that in some
cases, especially in daveloping countries, it may be necessary to
consider alternativae investmsats, which will preferably be in

Agribusiness.

The potentisl for i{nvestments in Pi{nancial Services and
Paper/Pulp should continue to be studied and proposals prepared where
the opportunities for iuvestment are sufficiently attractive to juscify

this.

For Agribusiness, the first priority must be to ensure that existing
activities are managed efficiently and that the potential for meeting the
Group's performance criteria has been evaluated and appropriate action
put in hand for amy activities which do not have this potential.
Proposals for furcher i{avestaents Iz Agridbusiness may de comsidered,
—~ including proposals to improve the marketing of products from existing

. activities. However, i1t is not intended that Agribusiness should become
a sajor Group activity and this should be raflected in the scale of any

investments proposed.

15.

16.

RS/DJA
19th July 1989
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