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Canadian trust and loan companies legislation may significantly restrict the 
Group's ability to buy or sell Imasco shares. Assuming that the necessary 
consents can be obtained the folloving possibilities have been examined. 

1. 

2. 

& 

4. 

The sale of the vhole of the Croup's Imasco holding vould have a severe 4 effect on Group published profits '-iTthe resource Kencrated would be 
limited by the substantialmtw burden on disposing of the Westanley 
holding. 

vould not significantly reduce 
Croup profits and create resource in the US. (The tax problems on the 
sale of the Westanley shares doti not arise and in fact a sale of the 
BATUS shares vould solve the problem of tax on the Imaseo dividends.) 

Jncrcasine the Crow hold&w in fmesco to lust over 508 is affordable &yln+lyI/ 
and would substantially increase pre and post tax profita. The 
attributable profit effect is small. 

l- Inc,easine to lOO\ vould only be affordable if the 
Trustco divestment is accelerated and other disposals are carried out. 

,wrcrLLh;l~ 
The discussions of th se options are in general terms. If it is decided to 
develop them further 6 ork will be necessary. In particular the location of 
a holding company to acquire further shares in Imesco deserrrcs careful study 
in the light of the adverse effect of US tax reform on dividend receipts 
from Canada and the very lov UK tax relief on acquisition interest. If as a 
result of these preliminary findings it is decided to pursue the option to 
acquire 1000 of Imasco much more time vi.11 need to be &voted to auantifvian 

Because of the Imasco ovnership of Canada Trustco the Group dealings in 
Imasca shares nay be restricted. llr Crawford believed that under the then 
Loan Companies Act Imseo vould have been uuable to purchase Canstar if BAT 
had owned more than 50% of Imaeco. 

I understand that mder the existing legislation the position is obscure but 
has been clarified in the latest draft of the Trust and Loan Companies Act:. 

1. If BAT sbuld decide to sell Imasco shares, ministerial approval vi11 
be required to se11 more than a 101 holding in Imasco to a &ap&sin@ 
purchaser. 

2. If MT should decide to buy shares in Imasco. ministerial approval will 
be required if the purchase increases the MT holding in Imasco. 
Participation in rights issues are thus presumably possible vithout 
ministerial authority, but permission would be required vere BAT to 
seek an increase in holding over 60%. 
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It is not possible to soy vhat the ministerial attitude vould be to any 
proposal put forvard by BAT. Hovever it may be appropriate to note that the 
ovnership of test and loan companies is currently a sensitive issue in 
Canada. Both opposition parties and the influential finance committee of 
the Canadian Eouse of Commons favour a 101 limitation of ovnershfp of these 
companies and Imasco regards itself as fortunate in being able to keep a 65r 
interest in fxstco. It may be that the only way an overseas company could 
acquire a controlling interest in Imasco would be vith the support of 
Imanco. (Inasco's lobbying vas euccessful in enabling Imasco to keep 65% of 
Twtco.) 

The current kasco share price (& February 1988) is C$25.125 so that BAT's 
toral holding vould be valued at C$1211 million or E541 million at CS2.24 to 
the i. Hovever a substantial capital gains tax liability would arise in 
Uestanley vhich at at 350 rate amounts to 6115 million, leaving net proceeds 
of f626 million. (There may be a small tsar loss on the sale of the BATUS 
shares vhich could be used against capital profits elsevhere, but this has 
been ignored in arriving at net proceeds.) 

Because of the Canstar acquisition tbe Croup share of the net tangible 
equity of Imaaco at 31.12.87 is only asthmared at C$90 million or 
f40 million so -tit a surplus on disposal of some f386 million vi11 arise. 
The effect on the Group debt/equity ratio vould be as follovs at 31.12.88:- 

Sale of Imasco 

Gross debt 
Shareholders funds 

Debt/equity ratio 

E 

18.8\ /' 

The total resource generated by the sale vould be about f620 million 
(E626 million cash and borroving capacity.of c200 million assuming a 

)o debt/aquity ratio of drof the increased~rovp equity.) 
0.q 

T 
1 

Investment of the f426 million at - say - ten percent interest vi11 produce 
E63 million pre-tax. It is difficult to say vhat the tax rate on this 
income vould be, but even assuming 78, the Croup's published profit vould be 
severely 1mpac:ed. In the table below no account has been taken of the 
withholding tax and US income tax on the Imasco dividends,~ + 
&*a rldpLpL,1~-10 

w-%4 
Imasco 1988 budget Income on disposal Shortfall 

@ C-2.24 proceeds 
f millions f millions 

Pre-tax profit 
Taxation 
After tax prcfit 
Xinority inccrest 
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From an annual cash flov perspective the Group share of the Imasco 1988 
dividends forgone before'vithholding tax is f22 mfllion so the sale 
Imasco shares vould & Group cash flov in the short term. The p 
amount of cha improvement vould depend on the actual +-ru -- -ba 
earned on the disposal proceeds and to a lesser extent the UK and US tax on 
the Imaseo dividends that vould no longer be p+~&&. 

It may be that higher proceeds than market price could ba obtained if all 
the Imasco shares vere sold to a single purchaser that vould be in a 
favourable position to gain control of Imasco. Tbe amount of any premium 
may, hovever, be small because of the difficulties steming from the 
Canadian trust and loan companies legislation. 

EATUS has 12.26 million common shares in Imssco which would produce 
C$308 million or El38 million at a price of C$29.125 each vith a tax 

advantage rather than a tax liability. This vould result in a surplus on 
disposal of Cl28 million. Assuming the proceeds can be offset against debt, 
the Group debt/equity ratio c-s as follovs:- 

L & u-e-43 d(ha +LJ 

Salr of Imasco 
Shares 

Gross debt 
Shareholders funds 

Debt/equity racio 25.48 

The total resource generated by the sale would be about 6200 million 
(Cl38 million plus a borroving capacity of f6l million assuming a 
debt/equity ratio of 50% on the increastl)Group equity.) 

\ in 
As a result of the US tax reform BATUS is likely to suffer a heavy US tax 
burden on dividends received from Imasco. This can be mitigated slightly by 
reducing the BATUS holding in Imasco to under 105. but US tax plus Canadian 
vithholding tax vi11 still amount to about 508 of gross dividends. 

i 
Taking this factor into account the effect of the sale of the BATUS 
investment in Iraasco is as follovs:- 

5hn'util,Pre-tax profit 
$Iw.Jc)\.w~~ Taxation 

Tax on dividend 
After tax profit 
Minority interest 
Attributable profit 

1988 profits 
arising from 

BATUS holding 
in Imasco 

f millions 

27.2 
(8.61 

Income on 
disposal 
proceeds 

f millions 

13.8 
(4.7) 

9.1 

xi 

Shortfall 

13.6 

\(::o) ) 

BAT Industries document for Province of British Columbia 13 April 1999 

BATINDUSTRIES 00014627 



-4- 

F 

The shor:fall in profit at the attributable level is f3.9 million though 
higher smounts are involved at the prs and post tsx levels. These smounts 
a& on the assumption of a 10% pre-tsx return on the proceeds from disposal, 
and at the after tax level shortfall increases by El.8 million on the 
assumption of I% pre-tax income. 

Group cash flow is positively affected in that the BATUS after tax dividend 
receivable for 1988 from Imasco will only aaount to f2.8 million. 

Pyrrhase of an-co to secure a 51% SD 

The acquisition of an additional 10% of the Imasco common shares would give 
BAT control and subst ntially improve Croup profits at the pre and post tax 

.?o 
levals $;egligible*e attributable level. 

At C$30 a share the cost would be C$35$ million or fl66 million. The cffecc 
of the purchase on the Group 1988 budget vould be as follows:- 

xmasco as a IMSCO 
50.48 owned Acquisition as a 401 
subsidiary Interest associate 

t million f million t million 

Pre-tax profit 
Texation 
Aftor tsx profit 
Minority 

- direct 20 
- 49.6& x 

Attributable profit 

264 

iii' 

flQ3 
76 

(16) (107) 141 
J 36 f&B 
(15) (73) 92 

Net effect 
f aillion 

l!Q?a If a vay could be found of getting acquisition interest 
allowed at 358 for tax attributable profit would increue by 
f5 million. 1 

The goodwill arising froa the purchase vould be about f150 million, however 
for debt/rquty ratio purposes the Imasco and Trustco ainority ihterast would 
rank as shareholders funds. These am fairly subst4ntial amo&its that are 

‘p 
astiamted below. 

- 

Imasco preference shares 
594 m of Imasco shareholders equity 

Imasco finance corporation (estimate) 

E million @ 2.24 

206 
112 

iii 
370 
- 
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&g&me of 608 of Imasco so as to secure a 100% intcrcsz in w 
sh‘ll 

If the Group should decide to acquire the vho + of tha outstanding shares of 
Imasco a premium of 20% or C$30 a share might be appropriate. On this basis 
the total cost vould be C$2146 million or E950 million and goodwill would be ! 

t090 million excluding any possible gains on revaluations for fair value 
purposes. 

\ 

The effect on the Group debt/equity ratio at 31.12.88 would be as follows:- 
\ 

Purchase of \ 
Plan 60% of Imasco Adjusted 1 

f million f million f million 
I300 ib3L i i 

Cross debt 950 tb5q 
Shareholders funds z -890 1 370 z-z 

lla.hl Eqwhq d-4 293 abF 9,c& / 
I 

/iLL*t& hMibA 0 #fSrJI- (4v-p pdh ‘4 Jj% hr Mw.LJ~ i 

p~w~~*~k ; 

\ Ir( 
- ! 

xaasCOas8 Imasco 
1003 owned Acquisition as a 40% p&4 ; 
subsidiary Interest associate 

f million C million 
Net,effect f 

f million f million i 

Pre-tax profit 
Taxation 
After tax profit 
Minority 
Attributsble profit 

264 (95) (107) 

%' 
-22 -2 
(62) (73) 

z 

VQ 
m The incr ase in attributable profit is entirely due to 

getting Lx relief on acquisition interest. 

However if hsco were to be consolidated vith B.A.T Industirei it would be 
necess8ry to include appr 

VP 
rely C$340 million Im8sco Finance corporation 

d.ebt with the anticipated,, a ante sheet &bt at 31.12.88 mounting to 
C$2@7. 

29at 
Together they amount to Dqqn 4LUam c~a3~a +3,lftm fl k \+$a M;\\I'* 

The effect on the Croup debt/equity ratio is as follows at 31.12.88:- 

Plan 
f million 

Purchase of 
101 of Imasco 

f million 
Adjusted 
E million 

Gross debt Ml 
Shareholders fun& 4943 

29% 

BAT Industries document for Province of British Columbia 13 April 1999 

BATINDUSTRIES 00014629 



-6. 

The HI would seem to be a slight overstatmaent in that by 31.12.88 there 
would be included as equity retentions of f40 million if 1988 profits are 
achieved and plan dividends are paid. ‘Also there would be some abatement of 
the goodwill because of "fair 

"SE 
accountingm. 

The incremental dividends that the Group would receive as a rerulc ofthe 
additional invesment of Cl60 million to achieve control would be 
ES.5 million gross: this is short of acquisition interest to finance the 
additions1 investment in Imasco. There may be some scope to incraasa the 
Imasco dividend after acquiring control. However any increase vould have to 
be at arms length because ofthe large 49.06* minorfry. A 101 increake on 
the Imasco plan dividend would yield an extra f3 million gross if BAT had a 
holding of just over 50%. 

- 

A very large minority interest in Imasco would also presumably preclude the 
Group from making major restructures end disposition of Imasco businesses. 
Hovever ic does seem that the Group could afford to offer as much as C$30 a 
share to achieve control of Imasco. The effect on Croup pre and post tsx 
profits vould be substantial and the effect on attributable profits >McC( . . plsfstab. It would howevar be some tiae before cash flow from Inmsco 
dividends covered acquisition interest. 

P D Lovejoy 

PDL/PAC/imasco-shares 
9 Februam 1988 
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