Guidelines for BATUS : July 1989 )

Genaral

1. BATUS is responsidle for managing and developing the Group's Tobscco,
Retailing, Paper and Financial Services subsidiaries in the USA,
optinising ths performance of the activities and achieving sustained,
profitabls growth.

2. Io view of the importance of the Group's interests in America, there
should de particular emphasis in BATUS, which should bde dealt with as
a specific issue i{n the Plans, in ensuring that the management and
systexs are of a staadard to provide tke ability ts add value %o the
individual >usinesses, to maintain adequate coztrols and to provide
accurate icformstion and Zorecasts te B.A.T Icdusiriles.

3. A high prioriry should be given to developing strategles and slaus for
Faroers and o ensuring that the company s fully integrated Lato thre
BATUS nmanageaent and control systems.

Pioancial Guidelines

4. Returns : BATUS should aim to achieve an historic cost RONA on a
UK accounting basis of at least 251 (equivalent to 18-20% on a CCA
basis) on an asset base including receivables. Individual businesses
should achieve 2 minimum return of 20Z, calculated on the same basis.

The purpose of this obejctive is to ensure that each business
generates enough cash to bea able to pay a dividend and to fund
profitable growth. Each separate retailing business should be
neasured against this fundamental criterion and consideration should
be given to setting separate objectives for the returns required from
the property coaponent of tha total investment in retailing,
distinguishing thesa objectives from those for the rsturns expected
from the trading activities of the businesses.

5. Dividends : The ainimum dividends expected from BATUS (gross of 5%
withholding tax) are:-

1989 1990 1991 1992 1993 1994

$ million - 320 370 425 4% 560

Iz should be noted that the 1989 dividend was waived as part of the
Farmars funding arrangements. However, the dividends requirement for
the subsequent years have bsen increased compared with last year's
Guideline.

6. Debt/Equity : The proposed guideline is based on the BATUS plan
for 1989-1993:-

(UK Accounting) 1989 1990 1991 1992 1993 1994

Gross D/E (X) 205 165 130 100 80 65
Net D/E (Z) 200 160 123 %0 60 a5

These levels may be reduced as a result of the current asset
productivity reviev.
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Spacific Priorities

7.

10.

11.

12,

13.

14,

16.

17.

Tobacco : It is particularly important that BATUS should achieve

the profits, returns and cash flow from the Tobacco business forecast
in the 1989-1993 plan. This requirement should be reflected in the
plans for 1990-1994.

There should be contipuing emphasis on reversing the adverse treand in
the share of the market for full-priced brands, through initiatives to
rebuild the market share for Kool, through building on the success
achieved with Capri and through pursuing cther innovative
developmests.
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posizlonizng of

There should be clear objectives and stractegles for each c¢f the majox
overseas sarkets being targeted by BWIT with particular emphasis on
the placs to optimise the penetration of the major Asian markets.
There should also be specific plans for improving the profitability of
the export business.

There should be continuing emphasis on the need to achieve competitive
advantage both through product quality and through being the lowest
cost producer of quality cigarettes.

BATUS should participata fully in the work of the Tobacco Strategy
Reviev Tean and should contribute with the other Tobacco operations in
the formulation and implementation of a Group-~wide RE&D programme.

For Paper : the immediate aim must be to achieve the results
curreatly forecast for the Carbonless activities, moderating and {f
possible reversing the sdverse trend in market share experienced in
1987-1988.

There should be continuing emphasis on ensuring that Appletoan has a
competitive advantage {n the market through quali{ty, by being the
lowest=~cost producer and by concentrating on providing superior
service in the market.

In view of the increasingly competitive market conditions, it will be
necessary to be particularly rigorous vhen considering justifications
for increased capacity.

The plans for Thermals should be shown separately and should include
specific provisicns for {mproving the profitability of the sctivity.
Consideration should also be given to action necessary to eansure that
Appleton has the capability to compete both with the lsading Japsnase
companies in the field and with other companies who have links with
the Japaness.

In view of the uncertainties about the way ia which techaical
developments in the customer industries (i.e. the development and sale
of plain paper facsimile machines) may affect the demand for Tharmal
papers, it will de necessary to have contingency plans for slternative
uses for the relevant menufacturing facilities.
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18.

19.

23.

24,

RS/DJA
17tk July 1989

There should be continuing emphssis on the health and safery and
environmental aspects of Carbonless and Thermal products aad
processes, ensuring that they meet the relevant regulatory
requiresments and also considering vhether any capability chat caa be
developed significantly to excesd thase requirements might be used as
a2 positive selling point.

Although the main emphasis in Paper should be to optimise the
performance and positioning of the existing activicies, Appleton
should also aim to build—up the management strength of the business to
provide the capability to formulate viable options for business
recewal strategles, aizing to presenc propesals Ior these duripg the
Zirst half of 1990.
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Tihe ZaLaFeldil TedlLICe ol the CefLile, 1o Order 14 e ollc 10 als moTe

valte To the izdividual businesses witaiz 34TUS.

A priority coacern for the businesses themselves must de to develop
plans to reach and maintain a situation where they earn returns and
generate caah sufficient to pay a dividend to BATUS and to support
self-fuanded profics growth of 15X p.a. Proposals for capital
{nvestment ahould be subject to rigorous examination to ensure that
refurbishments and other {nvestments can be justified financially.
There should also be particular emphasis on actions to increase gross
margins and store-for-store growth.

For Saks and Marshall Field's, the priorities will be the successful
inplementation of the plans already agreed for refurbishment and for
actions to improve the profitability of the businesses. Turther
consideration should also be given to ways in which the expansion of
the businesses might be accelerated, bearing in aind the need to avoid
any dilution of the Saks image and the difficulties in building on
Marshall Fleld's reputation outside the region arouad Chicago.

For Ivey's and Breuners, the first priority must be to achieve the
tarnround planned in 1989 and to formulate plans for the longer term
development of the companies. Alternative plans for the divestment of
these businesses should slso be coansidered.

For Parmers, the priority must be to develop a first five year
plan vhich can then be developed further during 1990.
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