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BAT INDUSTRIES

InterOffice Memo

To: Mr M F Broughton cc: Mr R H Lomax
Mr D P Allvey Mr E E Ettedgui
Mr UG V Herter Mr D W Surdean
Mr M Chessher

From: Miss H C Barton
Date: Sth January 1994

Subject: Imasco 1994-1998 Plan

The CEC is due to discuss the Imasco Plan for 1994 - 1998 with Mr Crawford and Mr Levitt at
a meeting arranged for 10.00am on Friday 7th January in room 14.

I attach two schedules which compare the main quantifiable Guidelines for the 1993-1997

Plan, 1994-1998 Preview and Plan. The Operating Companies have submitted 1994 to 1996
figures to Imasco, with the 1997 and 1998 figures being projections by Imasco head office. For
planning purposes it has been assumed that Imasco will not dispose of any shares in CT
Financial over the Plan period.

Consolidated Position

Earnings from operations are projected to grow at 9% p.a. from the 1992 base against a
Guideline of 11%. This is partly caused by the low estimate for 1993, with the growth on the
1993 base being projected at 10% p.a. The Plan projections are higher than the Preview with
most of the improvement in the Budget for 1994. They are below the projections in last year's
Plan, mainly due to the shortfall in 1993 which is carried forward.

Earnings before tax are projected to grow more quickly than eamnings from operations mainly
as a result of the fall in interest expense. At 13.5% p.a., they are projected to grow slightly less
quickly than the Guideline of 15% p.a. nominal from a 1992 base, but =with the low level of
Canadian inflation, this is & reai increase of over 11%.

The Dividend is projected to exceed the Guideline in 1994 and 1995 and to match it thereafter.
The shareholders return on investment has been better than most of its benchmaris over three

and five years but not over the synthetic index composed of the consumer products and bank
indices, and not over one year, as a result of Mariboro Friday.
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Imasco's mission statement differs from that which would be preferred by BAT only to the
extent that it does not imply a focus on Tobacco and Financial Services. The return on funds
employed for Shoppers and FFM are both very high, but the returns for Hardee's, Geastar and
UCS are at or below their cost of capital and they are therefors not contributing much
sharehoider value. The Plan does not demonstrate that Imasco's diversified approach adds more
value than the focused approach. However it must also be said that the Plans for Imperial
Tobacco and CT Financial do not significantly increase shareholder value.

Imperial Tobacco

Tobacco earnings from operations are projected to be slightly better than Preview, last year's
Plan, and Guideline, with steady 6% growth projected.

This is a "business as usual” Plan, to optimise profit in a declining situation. It assumes that
Imperial Tobacco continues to operate very effectively in its domestic market, maintaining its
high market share. Volumes are projected to decline by 2.5% p.a.,, prices are assumed to
increase by 3% p.a. (slightly less than in the Preview), and unit costs grow at 3.5% pa
However earnings are projected to increase by 6% p.a. which does not follow from the figures
given.

The Plan does not address the main strategic issues of the long term future of the company,
assuming that it does not want to continue shrinking, nor the potential impact of NAFTA. The
manufacturing and export strategies will be included in the strategic review to be completed in
June 1994, The Plan does mention a possible US base, but does not include a possible
international volume of 300m cigarettes/equivalents in 1994.

CT Financial

’

Financial Services earnings from operations are projected to be much higher than the Preview,
and approximately equal to or higher than Guideline of 15% growth on the 1992 base. The
1993 forecast is nearly C$100m below budget, but the Plan projections are for 19% p.a. growth
on the 1993 base.

The Canadian financial services market is mature and saturated, with 6 or 8 large players. The
banks have diversified into the trust company business (and, as far as allowed, into the
insurance business) since the relaxation of regulations in 1992. Most are recovering well from
the recession with a reduction in provisions. ‘I'harscopct‘orgmwthwhmnedwnluncm
and more expansion in the US is likely. N

Thesteepinamein CT Financial's projected earnings is mhﬂyaamﬁtoflowepmviﬁons
(C$145m in 1994 against C$204m in 1993). Revenue growth at about 5% p.a. is modest but
probably realistic, with mutual funds expected to continue to prmndc nearly half of money
inflow. Operating expenses are projected to fall from 66% of revenue in 1993 to 64% in 1996.

Thxse:pmseuuoushghﬁyhgherthmtheavmgeforUKbanlumduvetynmchwomthm
UK building societies, and shows very little i improvement over the Plan. There is no mention in
the Plan of any possible redundancy or early rcm'emcm programme, and there is no provision
for any one-off costs.
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The CT Financial Plan for 1993 to 1996 shows dividends to Imasco unchanged at C$93.2m p.a. -

and the CT Plan does not address how the level of payment of dividends could be improved.
Imasco head office is projecting CT dividend increases in 1997 and 1998. The CT return on
common equity is projected to rise from 9.9% in 1994 to 12.2% in 1996 which is probably less
than the cost of capital.

Imasco itself and most of its operating companies have clear succinct mission statements. The
exception to this is First Federal which has a wordy, worthy-sounding but essentially
meaningiess statement. However its strategy is interestingly and well expressed. The Plan does
not appear to include any acquisitions of either branches or whole companies.

Other Operations

Earnings from operations of other operations are projected to grow at 8.8% p.a. on a 1992
base against a Guideline of 14%. Growth in 1993 was 16% but only 2% is budgeted for 1994
with earnings falling for Shoppers Drug Mart and Genstar. The projections are also well down
on last year's Plan, particularly Hardee's which is not showing the same dramatic improvement
in earnings.

Hardee's and FFM

Both Hardee's and FFM have solid, well presented plans, which demonstrate that they are well

run but have low growth potentiai. Both have revenue growth projections of 4%. The slower
improvement in earnings than in last year's Plan at Hardee's may delay its potential disposal.

Shoppers Drug Mart

Shoppers' earnings are projected to fall in 1994, as a result of lower Tobacco sales. Revenue
growth increases from 4% in 1994 to 8% by 1996 as the decrease in Tobacco sales is projected
to slow down. Again the Plan presents a picture of & well run business in a difficult situation,
providing good returns, with modest growth prospects.

UCs
There is no mention in the Plan of the possibility of managing UCS more closely with Imperial
Tobacco. The profit tumnaround has slipped another year. The number of "negative stores” is

declining but very slowly and is still nearly a third of all stores by 1996. The number of
*positive stores” also declines in 1994 before returning to 1992 levels by [996.
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