
Imuco Phn X994-1998 

- Economic and Political OutIook for Canada 

A CEC meeting to discuss the Xmasco Plan for 19944998 was held in Wmdsor House on 7th 
January 1994. 

Present: Mr M F Broughtos Mr U G V Hemr, Mr D P Allvey, Mr P Crawford, Mr B L 
Levin,MrREGuya~~MissHCBmon 

1993 Estimate 

1. Earnings tim operations are estimated to be CS23.8m lower than shown in the Plan mainly 
ss a result of the saie of the Roy Rogers bran&a, but also due lo lower pro&s &om UCS 
in the crucial Christmas trsding period. This shortfall is recouped mainly through lower 
income tax-, so earnings per share are now estimated ar (X.17 (up from $3.15 in the Plan 
although below the original budget of CS3.25), but may rise slightly on &lisation of the 
numbers. Cash flow in the final quarter was much stronger than forecast 

2. Inflation is expected to continue at about 2%, and economic growth is improving mainly as 
a result of export growth. The actions of the new government have been well received so 
hr. NAFTA has been accepted and is expected to be beneficial fbr Canada. The govemment 
is not currently suggesting increasing taxation to tackle the de&it. 

3. Smuggled cigarettes are now about 50% of the market in Ontario which is causing the 
government to lose revenue and is creating problems for smail retaiiers. The govanment 
seems prepared neither to poke the border &ctively nor to harmonise tax levels with the 
US, leaving an unstable situation. If taxts were reduced, the government would probably 
ask the cigarette mamrfactwas to contribute by reducing their profit margins. It is expected 
that tobacco will be removed l?om pharmacies in Ontario. 

1994 Plan 

4. The Plan projections are slightly better than the Preview. There could be downside risks ia 
both ITZ and Shoppers dependiig on government action, in Genstar with lower land 

. vohmes, and in UCS which is now expected to m&e a loss in 1994. However other costs 
and admix&ration and interest expense are expected to be lower than shown in the Plan 

- 
5. Removing the impact of tax mix in tobacco and interest rate WCS in CT, revenues are 

projected to increase by about 7% in 1994. Return on equity at 14% is approaching the 
objective of 15%. The EPS is running slightly behind the object& but the levd of 
dividends will be reviewed. 

. 
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Imperial Tobacco 

- 

- 

6. 1993 volume is estimated to be higher than forecast in the Plan because some salea have 
been pulled fomd earn 1994 into 1993. The Plan assumes no change in taxation. 
Canadian cigarette margins are high, therefore if taxes were reduced considerably, it would 
be possible for competitors to compete more e&tively on price. 

7. ITL haa been very success&i in supplying the Canadian taste for Canadian cigarettes, but if 
there continuu to be a high price differential over US blended products, this preference may 
erode over time. ITL has cigarette stocks in the US. and contingency plans for 
manufacturing outside Canada and for producing blended cigarettes if necessary. 

8. The Plan assumes 3% p.a price increases and flat unit costs but also that operating margins 
will improve by a further 2% p-a either Tom higher price increases or from lower costs. A 
major strategic review of costs and the product range will report in June 1994. Over the 
medium to longer term, Mr Herter believes that it is not reasonable to plan to continue with 
two manufacturing plants for less than 26bn volume. 

9. 300m export volume may be possible in 1994 but is not included in the Plan. A small office 
is being eaablished in the US to devdop a fine cut niche opportunity. h4r Brown has visited 
China and is liaising with BATCo over the possibility of exporting there, but nothing is 
included in the Plan. 

Canada Trust 

10. CT has continued successNy to reduce &by a&ion during 1993, and has increased 
market share slightly for the first time for several years. CR cost ratio at 65% is at the high 
end of the range of Canadian banks (60% to 66%). The Bank of Monfrd at 60% is 
improving its ratio through the use of telebanking and AThis. CT should be challenged to 
reduce their costs more quickly than pianned to improve their competitiveness. 

11. The biggest risk is that the deposit mix will change even more quickly towa& mutual flmds 
snd away from demand deposits. Revenues appear to rise very slowly because interut rates 
are redwing. Spreads are aiso n mowing which emphasises the need for cost reduction. CT 
is also bringing in more Treasury expertise. 

12. Very few new commercial loans are being made. It is considered uniilcely that CT will need 
higher loan loss provisions than those in the Plan On a like-for-like basis, CT provisions are 
at a similar level to the industry average. 

.- 
13. CT are experimenting with a salaried mortgage sales force who& objective is to win new 

customers by providing their mongage needs before they contact their own bank branches. 
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14. CT already has about CS3Om revenue t?om credit lie of mongages and personal loans, and 
fixtha insurance oppomrnities are being studied. The banks are becoming major providers 
of commodity protection producu because their costs are lower than those of the insurance 
companies. A bank may not retail through its branches the products of its life assurance 
subsidiary, but it may retail the products of its life assmnce parent Therefbre Imasw could 
introduce a life company between itself and CT and sell its products through CT branches. 
Liieralisation is expected perhaps hy 1997 and Xmasco will have contingency plans in place 
to take advantage of this. There may be some benefit from sharing experience with Farmers’ 
life opaation in Seattle. CT is less enthusisstic about selling P&C than Life products as 
disputes with customers may undermine the main banking relationship. 

Fint Federal 

- 

15. FF’s suategy to provide “ail the needs” of their customers means that they wish to provide 
the same range of products as CT. It may be possible to do this profitably at lower scale in 
the US than in Canada because of the availabiity’of extemal wrpora~ senkes. FF went to 
compete with non-deposit taking institutions who have lower costs, as they do not have to 
pay deposit insmmce. Therefore FF are phuming drastic cost reduction actions and ways to 
devdop their asset gathering. Imasco and CT will work on defining FFs fhure direction. 

Shopptn Drug Mart 

16. Shoppers is thought to have peaked in its current format However, Imasco believes that it 
has much potmtial &om ita msrket dominance and demographic changes, This pot&al will 
not be seen in 1994 as releasing it will require: changing the rdstionship with the 
Canchi~eer; developing deferred supplier schemes for drugs; roiling out tht ntw ttchdogy 
more quickly improving pmductiviry, growing corporate brands; and cmtdising 
accounting and buying. 

‘. 

17. Shoppers may su&r from price reductions later in 1994 as a result of actions of the Ontario 
govemment and major employees to reduce their healthcare wsts, although neither these 
nor the possible restmctkng charges are included in the Plan 

H8rdcCr 

- 

18. Ha&es has made an impressive recovery but Mr Broughton sdl dots not see it as a long 
tam member of the Imasco portfoiio. The Plan wncentrates OII: customer segmentation 
and resmrch in orda to clarity positioning with respect to competiton; the ma@narhg 
ofthemsmumntbackmom;andtheredefi&onofthemleofFFM.Theintaarrional 
bushus is small and is not believed to distract from the US f-.,-The Plan will be revisal 
to reflect the sale of the Philadelphia Roy Rogem stores, which willben& 1994. 

Gtnstar 

19. The business wntinuu to perform wdl. The Plan does not include projected land 
acquisitions because they are volatile, and hence it appears to show a run down which is not 
the strategy. Imssco are discussing with Genstar how hater to plan for the business perhaps 
using three year rolling plans. Mr Crawford is wncemed that the planning, perknance 
measurement and incentive systems should not pressmist Gcnsmr into buying land, which 
was agretd. 
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20. The 1993 loss is now forecast to be worse than that in 1992 and the profit turnaround is 
further away, The businev has been more dewstared by the increase in tobacco smug&g 
than expected. The new chief executive is writing off past probkms such as old invenmy. 
Loss making stores, indudiig Den for Men, are being dosed as quickly as possible. The 
fimre of the Woolco storw is unclear as Woolwonh3 are questiooing their contimed 
interest in owning them ITL may stilI have some interest in the distriiution especially ifthe 
de of tobacco in drug stores is banned. A major strategic planning initiative has bea! 
started with the objective of adding some value to the assets so that they can be sold. 

H C Barton 
13th January 1994 
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