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BAT INDUSTRIES 

Interoffice Memo 

To: Mr M F Brcogbton 
MrDPAllvey 
MrUGVHcrter 

Cc: MrRELomu 
MrEEEttedgui 
Mr D W Surdeao 
Mr M Chtssher 

From: Miss H C Barton 

Date: 5th January 1994 

Subject: Imasco 1994-199s PIan 

- 

TheCECisduetodiscusstheImascoPhnfor 1994-1998withMrCrawhdaadMrLcvittat 
a meeting arranged for lO.OOam on Fri&y 7th January in room X4. 

I attach two schedtdu which compare the main quantifiable Guidelines for the 1993-1997 
Plan, 1994-1998 Preview and Plan The Operating Compaaiu have submitted 1994 to 1996 
figures to Imasco, with the 1997 and 1998 figures ba projechms by Imuw head h. For 
planningpurposaithasbeenPzrumedthatknls#,willnotdisposeofanysb+rrsin~ 
Financirl over the Plan period. 

Consdidated Position 

Earnings from operations are projected to grow at 9% p.a hm the 1992 base agaiust a 
L GuidclineofIl%.Thisisparttycausedbythelow~for1993,withthtgrowthonthe 

1993 base being projected at 10% p.a The Plan projections are higher than the Preview with 
most of the improve in the Budget for 1994. They are bdow the projections in last yafs 
P~~duetotheshorrfrllin1993~~is~forward 

- 

The Dividend is projected to exceed the Guideline in 1994 md 1995 and to match it thereafk. 

The shareholdera retmrrr on invutmmt has been better than moat of itr benchah over three 
andfiwYCMbUtDOtOYCtthe~cindcxcomposcdofthoca~ productsrrdbaak 
indim and not over one year, ;u a result of Marlboto Friday. 
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- 

Imasco’s missioo statement diEem l?om that which would be preferred by BAT only to the 
extent that it does not imply a foam on Tobacco and F-&l Services. The return on knds 
anpioyed fbr Shoppers and FPM are both very hi&, but the returns for Hard&, Genstar and 
UCS are at or below their cost of capital snd they are there&e not umuiiuting much 
sharebofder value. The Plan does not demonstrate that Imasco’s divers&d approach adds more 
value than the focused appmach. However it must also be said that the Plans for Imperial 
Tobacco and CT Piiciai do not signifknly increw shareholda value. 

Imperial Tobacco 

Tobacco earnings ri-om operations are projeoted to be slightly better than Preview, last ye&s 
Plan, and Guiddine, with steady 6% growth projected. 

._ 

This is a “business as usual” Plaq to optimist profit in a dcching situatioa It assumes that 
Imperia Tobacco axhues to operate vay efWiveIy in its domestic market, maintaining its 
high market share. Volumes are projtid to decline by 25% p.a, prices are assumed to 
incfeue by 3% p.a (slightly less than in the Preview), sad unit costs 8row at 3.5% p.6 
However earn& are projected to increase by 6% p.a whkh does not follow &rn the figures 
Bivar 

The Plan does not address the main stmtegic issues of the Ion8 tam &ure of the company, 
assuming that it does not want to amtinuc Mnking, nor the potanial impact of NAFTA The 
mnmltaarlringanduportrbpesiuwillbeindudedinthestrptegic reviewtobecQmpfaedin 
June 1994. ‘Ihe Plan does mention a possible US base, but does not indude a possible 
imanatiod vohune of Nom cigaret&equiWdalts in 1994. 

crFlDandai 
/ 

FIIurneinlSavices~Erorrropcrrtionstreprojectedtobemucfrhigbatbpnttaeprrview, 
andapp~ycquaItoor~~~thmGuiddineofl5%/roonthal992bosa.The 

L 1993 f&cast is n&y CWOm bdow budget, but the Plan projections are f?x 19% p.a growth 
ontbe1993base. 

The steep increase in CT Fdrl’s projected earnings is mainly as a result of lower pmvisim 
(CS145m in 1994 agsinst C8204m in 1993). Revenue growth 8t about 5% p.a is modest but 
probably redis& with mutual funds expected to continue to provide nearly half of money 
inflow. Operating expenses are projected to f& Born 66% of revenue in 1993 to 64’% in 1996. 
~expaubntioisdightty~gha~thervargcforUKb~urdLvapmuchwonetho 
UKbuildingsocieties,andshowsveryIittleimprovanemovsrthePlaaThersisnomentionin 
the Plan of any possible redundancy or early retirement prom and there is no provision 
for any one-off costs. 
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The CT Facial Plan for 1993 to 19% shows dividends to hasco unchgai at CS93.2m p.a . 
and the CT PIan does not aMnss how the levd of payment of dividends could be improved. 
hasco head office is projecting CT dividend increrues in 1997 and 1998. The CT return on 
common equity is projected to rise Eom 9.9% in 1994 to 122% in 19% which is pmbabiy Las 
than the cost of capital. 

Imasco itself and most of its opcratiug companies have clear succinct mission statan-. The 
exception to this is First Federal which has a wordy, wonhy-sounding but usahlly 
meanhgicss statement. However its strategy is interestingly aud well expnssed. The Plan does 
not appear to include any aquisitio~ of either branches or whole companies. 

Other Operationr 

Earnings from opvptionr of otha operations are projected to grow at 8.8% p.a on a 1992 
base agaht a Guidciine of 14%. Gmwth iu 1993 was l@/o but oniy 2% is budgeted hr 1994 
witheMliagr~gfotShoppaJDntgMPrtpndGautpr.~projectionrpnJlowclldown 
on last year9 Plaq particularly Hardte’s which is not showing the same dmmatic impmvemutt 
inexnings. 

C 

Hardtc’s and FFM 

Both Hard& and FFM have solid, well presental plana, which demonstrate that they are wdl 
run but have low growth potahi. Botb have revenue growth projectim of 4%. The alower 
improvanentinearningtthaainlutywr’sPlanatHudee’smapdelryiupotentialdispoori 

Shoppea Dmg Mart 

‘L 

Shoppers’ earnings arc pmjccted to fall in 1994, u a rest& of lower Tobacco saka Revalue - 
gmwthinczwufhm4%in1994to8%by1996uthedecrcue hTOb8CWdUiSpfOjCCtCd 
toslowdownAgainthePLanpresemsrpichPeofrwellntnbusinessina~~on, 
providing good returns, with modest growth prospects. 

KS 

- 

Thae is no mention in the Plan of the possiii of manqing UCS more dosdy with ImphI 
Tobacco. RIO profIt wnrroundllUSlippcdMOth~~.Iba-Of”~StOlU”b 
dedininskrtMpsl~ymdisstinnearfyrtbirdofgsonsby1996.Tbemrmberof 
“positive stores” also de&u in 1994 before remming to 1992 levels by 1‘996. 
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