
GUIDELINES 1981 : TMPLLCATIONS FOB B.A.T T.NDUSTiUES 

The purpoec of this paper is to sumxiee the Group Objectives and 
Investment Strategies agreed by the Board at the meeting on 29th September 
1981 ami to show the implications for 8-A-T IndUStrba of the Operatfng 
Croups achieving dividends and debt:equity ratios in accordance with the 
Guidelines. 

1. Grovth Objectives: The Group’s overall financial objective Irr to 
increase attributable profita and dividends by at least 3% p.a. in 
real terms. 

In addition. there should be a mininum dividend cwer of 1.5 on CCA 
attributable earnings less ‘unavailable retained earnings’. 

2. Dividends: The table &ova the implications for B.A.T Industries 
of the Operating Groups declaring dividends in accordance with the 
Guidelines. 

Mvidend 
Declarations ti 1982 1983 1984 L985 1986 

B.A.T. Co. 75 
BATUS (at US $1.82 rate) 62 
Intamersa (at DH4.42 rate) 13 
Wiggine Teape 
KPI : 
B.A.T Stores 6 
B.A.C. 4 
Amatil (at AS2.03 rate) 2 
Imasco (at C$2.86 rate) 5 

75 
67 
14 
10 

7 
8 
4 
3 
6 

80 90 100 
80 86 96 
17 17 19 
20 25 30 

8 9 10 
LO 10 10 

5 6 7 
3 3 4 
7 8 8 

TOTAL 178 194 230 254 284 
B.A.T Industries’ Requirement 158 180 200 224 250 

Surplus 20 14 30 30 34 

The dividends shown for BATUS, Interversa, !matll and Imasco are net 
receipts, after allowlog for withholding taxes. 

It should be understood that all Guidelines agreed for Operating 
Groups should be minim and, in particular, it is expected that, 
ubere earnings growth fncreaser, there should be a comparable 
increase in dividends to B.A.T Industries. 

BAT Industries document for Province of British Columbia 23 April 1999 

BATINDUSTRIES 00014341 



-2- 

3. Risk Profile: The Group should achieve aud maintain a reaaoueble 
‘risk profile', particularly as maeured by the industrial and 
geographicel distribution of earnings and hesets and by the 
debt:equltg ratio (where the policy Is to limit this to a maximum 
of 50% overall and 60Z in traneferrable currency areas). bvever, 
no really valuable and justifiable invertment opportunity should be 
lost OS a reeult of an Inflexible cotmtrafnt on r8eources. In 
l xceptiooal circumtances, the debt:equitp ratio could be allowed 
to rise above the UDcLt stated provided thera is assurance that the 
proportion of debt to equity vi11 return to a ratio inside the 
limit vltNin 3 years. 

4. Debt:Equlty : The year cad debt:equity requirements included in 
the Guidelines to the Operating Group8 are summarlsed belov. 

Ratio % 1982 1983 1984 1985 1986 

B.A.T. Co. 11 10 8 7 7 
BATDS (UK Baais) 60 59 56 56 56 
InterPerea 50 50 50 so 50 
Wiggins Teape 90 80 70 65 65 
MPI 60 60 60 60 60 
B.A.T Stores 25 25 25 25 25 
B.A.C. 50 50 50 50 50 

If the Operating Group8 stay within their Guidelines, the resulting 
dsbt:equity ratio for B-A-T Induetrics will be at or below 40%. 

The sensitivity to variation8 from these Guideline figure8 is 
indicated iu the following table, which 8hovs the approximate 
change in percentage points in each Operating Group tatio which 
would result In a chaoge of one percentage point in the ratio for 
the Group as a whole. 

B.A.T. Co. 3 
BATUS (UK Basis) 4 
Intervcrsa 7 
Wiggins Teape 15 
MPI 15 
B.A.T Stores 20 
B.A.C. 3s 

It should be noted thet the debt:equity requirements for B.A.T 
Store8 and the reeultlng debt:equlty ratios for B.A.T Industries 
ezclude the effects of the 240m payment for Mac Hsrkcts, due in 
1983. If this la funded by borrowings, tha B.A.T Induatrfce 
debt:equity ratio will be increased by about 2 percentage points, 
equivalent to 40 percentage points for B.A.T Stores Eolding8. 
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5. Parf ormance Ob jectivee : The Group Objective la that the return on 
aerate should be a minixux of 25% in historic sccounting term. (At 
an ioflstiou race of 10X, this equates to a CCA return of 
approximately 15X). 

The cargets agreed for the Operating Groups clearly mst reflect the 
situation in vhich they find themselves but it till becoe 
increasingly inportent to ensure that, where they are making nev 
investmants, these csa be ressonebly expected to aeet the Group’s 
ob jectlve for returns ou assets. 

The return targets for the medium term included In the Guidelifare to 
Operating Groupa are as follovs:- 

Return on Aaeets 

- 
CCA Historic 

B.A.T. Co. 15 28 
BATUS 14 25 
Interrrersa 15 20 
UT 11 24 
IPI 10 20 
B.A.T Stores 10 20 
B.A.C. 15 ‘26 

6. ACT: The ACT issue is one of oonelderable concern snd bigblighrs yet 
s the Importance of UK performance. Eovever, radical ways of 
reducing the impact should also be coaeidered or re-coooidered. 

7. Growth Opportunities : Operating Groups should be asked in tbcir 
Plane to assess tha real growth opportunities available to them in 
the medium and longer term, vith a realistic avaluetion of the 
investmant required and returns to ba achieved. The consequences of 
these asaessanmts rhould than be reviewed by BAT Industries in tha 
light of its growth and other ob jet tivea . 

8. L,aadersNp: Each buainass vithin the Group should be establishad in 
a leadershiD position in its chosen market through having a defined _ _ 
competitive advantage. This could occur in a &bar of ways (e.g. S 
through a superior product, through lover production costs, through 
market pooitfon, etc.) and It is left to each business to define 
their competitive sdvautagee - This objective is balieved to be 
particularly important since It is on the competitive strengcb of 
its component busfnaeses tbat the ability of the Group to schiava its 
finsuclal ob jectivaa ultimately depends l 
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9. Investment Strstegies agreed by the Board were aa follovs:- 

- 

(a) The first priority irt invesrmeat should be the maintenance and, 
where possible, the improvement of the competitive position of the 
Group's Tobacco businesses. 

(b) Hovwer, it is still the Croup’s loag term aim to reduce its 
dependence on Tobacco by achieving a rate of growth in non-Tobacco 
profits such that by 1990 these are contributing at laast 50% of 
total Group proff ts. 

(c) Noa-Tobacco imrestments should centre on sctivities vhlch cao’be 
undertaken vithin the framevork of existing buafnesses. 

(d) Additional opportunities should be sought to build on cxisting 
Group strengths. Opportunities for improving the use of cristfng 
assets (e.g. property) should also be given special consideration. 

(e) Emphasis should continue to be placed on the need for each element 
of the buslnesa to be capable of achieving self suffici,ency in 
funding and there should k a continuing requirement for a rigorous 
attitude to be taken to activities vlth lov performance vhich 
cannot be improved vithin an acceptable tims scale. 

(f) Particular emphasis should be given to improving the results for UK 
baaed businesses vithout increasing the proportion of Group assets 
employed In these businesses. 

(g) Further consfderatfon should be given to vays of accelerating 
profits grovth in EATUS by investment vi&in the Limits of their 
debt:equity guideline and without dilution of B.A.T Industries 
shareholding. 

(h) Elsevhere, particular emphasis should be given to accelerating the 
rate of development of non-Tobacco activities in selected cauatrier 
werseas, particularly in SE hia and Latin America. Priority 
should be given to countries vhere the Group has an existing 
business and vhere funds are available, but the possibility of 
additional net investment should not be ruled out. 

- 
(i) Preference should be given to ma.lntainfng or sstablishing 

eucccssful businesses rather than merely selling technology. 
Although mjority shareholdings are preferred, it Is accepted that 
lninority positions, vith a sufficient degree of managemeut control, 
may be the optfnum achievable in certain countries. 

Rs/PS 
28th October, 1981 

..---_ 
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