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General

1. The overall strategy for Souza Cruz is to asiatain the growth and
profitability of the Tobacco business and to use this activity to
generate a flow of funds vhich, after paymeat of an appropriate dividend,
can be invested i{n a limiced number of other businesses of substantial
size vhich can achieve lsadership in their markecs and wvhich are capable

of providing growth sustainable over the longer term future.
2. The current prioritiss .lc‘u' Souza Cruz are:-

(a) To negotiate with Government to malntain cigarette prices and
profitability at lavels vhere it is possible to earm profits
sufficient to pay dividends and to provide funds for investment in
other activities.

; vy
(b) MW%;&J. Souza Cruz plan for leaf

exports.

(c) To formulate action plaacs and strategiles resolving the
uncertaincies regarding:~-

(1) Pulp and Paper.

(11) Yruic Juics.

(111) Bioplanta.

(iv) Options for developing Downstream Agribusiness activities.
{v) Polo.

¥inancizl Guidelines

The following Finsncial Guidelines are provisional and will nesd to be
reviewed when the sconomic and inflationary prospects for Brazil bacome

clesrer. T+ Gedwrkieom @ o7V CodineTom mprBioy Hodi yame will prvedt
o -nvm:-‘fi G L (Fetot OMpaole qwhilic muruncl, & prttes b rlen,

Raturns on Investment : Souza Cruz should aim to schiave an ovar
teturn on investmant of 16% (based oca local management accounting

- conventions and including investment income), with Tobscco providing a
higher retura than the diversified businesses.

4. Dividends : Dividends expectad from CONTAB (gross of 252 Withholding Tax)
are:-
1587 1988 1989 1990 1991 1992

US$m 28 3t 33 9 44 49

These assume that the dividends paid to the UK by CONTAB should be the
aaximun alloved under the Foraigs Rsgistersd Capital (FRC) regulations
but that they will be restricted by limits to the availabilicy of cash
resources and distributabla profits. It is also as d that S Cruz
will distribduce a minimum of 60% of attributable profits as measured on &
Brazilian accounting basis. I view of the currest high lavel of
inflation and devaluation, the latest estimate of the dividend for 1987
i1s US$28m, which is significsntly lower than the maximua vhich would be
alloved under the FRC regulations. The rasaining years represent a 122
p-s. increase (82 p.a. real + 42 p.a. {iaoflation) but the aim should be
to rastore dividends to the full amounts allowed under the FRC
regulations.

S. Debt/Equity : Souza Cruz should aim to have oo borrowing at the year
end, other than that resulting from the usc of small subsidised
short~term borrowings. ;
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Specific Priorities

6. Por Tobacco, there should be a concinuing aim to maincaiz s dominmant
position in the Brazilian Cigarstte markst in terms both of market share
and of the strength of distribution. However, the immediate priority
must bde o negotiate with Government for an incrsase in tha profitability
of the market.

7. There should be continuing emphasis on ap;;lying resources to product
quality, ahead of any increases in the amedia spend.

8. Plans for a nav factory :hwld~b. preparad in good time to emable the

company to react quickly if a favourabls sales crend should decome
established.

@‘: 9. Leaf si;gx'ts should coutinue to be given a high priority aand a strategy

developed for the integration of Tabasa.

10. 7Por Paper, the existing plant sbould be upgraded from
60,000 tons p.a. to 100,000 tons p.a. capacity subject to reasocnabls
assuraaces oa pulp supplies. Opportunities should be scught to inctroduce

f Carbonless and possibilities for purchasing additionmal facilities to (
provids ths nacsssary production facilictiss should ba kapc undar Teviev. \

11. ©Por Pulp, the first priority should be to negotiate a revised
shareholders' agreemant sllowing Souza Cruz to countinue to influencs key
decisions in Aracruz. Subject to Tsasonable assurances oz this, Souza
Cruz should give favourabls consideration to the plan to increase the
capacity of Aracruz.

12. While accepting that, under current conditions, there are unlikaly to be
immediste opportunitiss to acquire new Paper/Pulp activities at
acceptable prices, it is still important to build up in-depth knowledge
of ths sector and its compouent companies so that if an opportunity does
arise to maks an acquisition or to acquirs specific facilities from
another company, Souza Cruz is in & position to prepare a proposal from a
good dase of knowledge.

13. For Pruit Juice, the immediate priority should be to improve tha
performance of Maguary and to astablish a firm base fpr considering the
X potsntial for expaasion. . [

14. Tor Polo, the ultimate aim should be divestment, once multiple
sourcss of supply for polypropylens fila have been developed in Brazil.
' Souza Cruz should aim to maintain the positive cash flov planned for this
business even i1f, as a result, thes proportion of the equity sharasholding L
held by Souza Cruz is reduced. :

15. TFor Bioplanta, thers should be a continuing aim for tha business to
achleve 2 positive cash flow by 1989. However, it is also important that
the company should operate at a lavel whers it is possible to assass tha

. opportunities for Souza Cruz to set up a profitable activity 'downstresm'
in Agribusiness. If NPI do not wish to subscride their share of the
investnent required for the expansion of Bloplaunca, it should be
suggested to thea that they should either let the proportion of equity
held by thea bde reduced or should consider a complete dissolutiocn of the

joint venture arrangement.

16. Pinaneial Services should continue to be considered as a2 possible new
activity {n vwhich to invest and Souzs Cruz should be prepared to move

rapidly if there is any relaxation of the currenr limitations oa foreign
participation in the sector.

RS/DJA 20th July 1987
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