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1. The first priority for Souza Cruz sust be Co maintain the profitability
and growth of the Tobacco business and to generate a flow of funds from
this activity which is sufficient to support the dividend payments and to
provide surplus funds for investment {n other businesses capable of
providing long term sustainable growth.

2. 1In detsrmining the stratagies and action programmes for these other
businesses, Souza Cruz will need to be rigorous in emsuring that they can
meet the Group's criterion that each activity should have the potential
for fast ractes of self-funded organic growth through achieving compatitive
leacdership In a defined marker or zarket segment wvhich {3 growing rapidly
or WwhaTa Zrowih can be achleved through zaizms Za =zarke: shave.

2celd zlso Take fnTo zcoouns tha s
iz Figaneizl Services, Rezailine 2 Zape

give special consideration to the potential for developing Paper/Pulp
as the other =aier activity in Brazil, complemeatary to Tobacco.

4. As a precautiorvary measure, ia view of the growing difficulties that the
Brazilian government is facing to control inflacion and finance its
domestic public deficit, Souza Cruz should prepare a contingency plan
dined at minimising the effects of a hyperinflacionary economy on its
financial assets and operatioms.

The plan should descride the proposals for proactively protecting the
value of Souza Cruz's financial assecs and should also identify the key
criteria for establishing when each of the proposals should ba activated.

Pinancial Guidelines

5. Consideration should be given to developing BIN inflation adjusted
sccounting (decreed method based on indexed Government bonds) for possible
use in the 1990 Budget and 1990-1994 Plan.

6. Z2aturns om Bguity: Souza Cruz should aim to achieve an overall 162
return on equity with tobacco providing higher returns thas the other
businesses. The measure should be based oa local published figures
‘adjusted by fixed asser and stock revaluationa.

As a ninimum, Souza Cruz should maintain i{ts comparative position when
I judged against the other major Brazilian companies, both {n terms of
raturn on equity and also in earnings per share.

7. Dividends: The overall dividend objective continues to be
distribution of tha maximm alloved under the foreign registered capital
regulations. Yailing this, Souza Cruz should aim to distribute at least
602 of attributable profits on a Brazilian accounting basis.

The dividends to be paid by Contad (gross of 25 withholding tax, dafore
blocked funds reduction and valued at estimated exchange rate at date of
recaipt) should be as follows:-

1989 1990 1991 1992 1993 1994
US$(aillions) S4 57 66 75 87 100

Whers possidle, dividends should be monetary corrected, with the rata of
distridution agreed In the light of the prevailing inflacion.

Since the lavels acre considerably below the maximum permitted under FRC
regulations, ways to enhancs these paysents should bs sought.
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year~end ochear than those resulting from the beneficial use of small

subsidised short-term borrowings.

Speecific Priorities

9.

10.

12.

13.

14,

15.

16.

17.

18.

19.

For Tobaeco, there should be a continuing aim to maintain the
current dominant pasition i{n Brazil, based on a markat share for
cigarettes of 80X and associated strength of distribution.

Parti{cular emphasis should contimue to be given o negotiating with
P

the Gcverznzent, to zaiatain cigartette prices at levels where (t s

scssitle T earz proilts and cash flow sulficient o supporT tne

payzent of dividends at the maximum rate permissable.

Thers grouls WrozomTifulog emtfssll OR LncTessing Scuza Irantl osiizl
6 the interzacional rands segment, aiming to recuce the curren:
strength of Marliorc. A review should be prepared shewing 2ke rssvlcs

ar the initiatives already in place to extend the market for Lucky
Strike, Barclay aad Capri.

In view of the increasiag importance of the lower price market sector

. and the expected market dowatrade, Souza Cruz should give further

consideration o possible ways of increasing share at this end of the
asrket.

Opportunities for fincreasing cigarette exports should contipue to be
pursued in lice with guidelines agreed through the Tobacco Strategy
Review Team.

There should de continued emphasis on innovation and ou introducing to
Brazil new products and processes developed alsewhare in the Group.

There should also be continuing emphasis on applying resources to
improving product quality ahead of any increase in media spead. There
should be tight conctrol on prowotioual expenditure ecsuring that tests
produce unequivocal results before committing to a full launch.
Considsration should also be given to the potential for reviving
brands with 2 residue of goodwill (e.g. Minister).

Leaf Stocks should be held at the minimum level needed to ensure that
the required volume and quality of cigarettes can be maintained,
taking into account any improvemsats which occur i{n the availability
{n Brazil of high quality leaf.

There should be increased emphasis on finding an alternative source of
acetate tov iz order to reduce the dependence on a single supplier for
a kay component of the cowpany's major product. Souza Crux should
pursue this matter vigorcusly and becoms more knowledgaable about the
vwhole acetate tov market in order to be able to consider different

options for overcoming the problem.

Plans should be prepsred for a smoothed ten year programme for
updating and raplacing ageing menufacturing equipment.

Plans for a nev factory should be preparad in good time to resct
quickly if a favourabla sales trand should becoms established.
Hovever, capacity should be expanded only to meet demand for volumes
vhich can be sold at acceptabls levels of profitabdilicy.
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20.

21.

22.

24.

25.

26.

For Leaf Exports, a high priority should be given to increasing
the Souza Cruz share of tha world market.

Plans should be prepared for the supporting activities covered by
SC Plurimarca, SC Florestal and SC Trading, showing the
juscificacion, objectives and planned results from these activities.

For Paper, the first priority should be to prepare plans for
accelerating the rate of expansion for Pirahy and for improving the
performance ta a level where the business has a cash flow sufficient
to pay a dividend and to support its own growth. Options for further
excansion of the Paper/Pulp activities to a size comparable to thar of

a Awd o %

Todacco should also de considered as 2 possidle =min divezzicn cf
strategic developmeat for the company.

Pals 1 For osrasTin, Ine SILITLINes =500l e I8 ensure Theo Uriat's
access to an appropriate share ol cthe outpur from the n:ill and to
ensure That the Busizess provides an appropriate coatriduricrn o Grougp

profits.

Souza Cruz should alsc coutinue to evaluate opportunities for further
investments in Pulp as profitable venctures which will also ensures the

Group's access to pulp supplies.

For Fruit Juice, the immediate priority is to prepare a coaplece
stracegy review of the business, coasidering whether iz is possible to
improve performance to acceptable levels or if not, what options are
open to divest either the whole business or the straight juices
element.

For Bioplanta, the central objective should be to reach breakeven

by 1990, after which the business should become profitable and a net
generator of cash. The strategy for the business should be reviewed
and proposals made for its future development or disposal.

For Polo, the ultimate aim continues to be divestment, once

multiple sources of supply for polypropylene film have been developed
{n Brazil. Souza Cruz should also seek additional partners to reduce
the coamitment to the business.

RS/DJA
léth July 1989
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