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IPOSCO Limited 

1. fntmductf on - 

L&ax-d Brothers & Co.. Limited has been asked by.B.A.T Industrler 

p.1.c. (‘B.A.T’) to look at the implications of the propooscd nsu Csnsdisn 

Trust Company Bill on the value of B.A.T’s holdi% of 48 millfort or$& &a4 e 

. shares ln Imssco Ltd, a ccrjor listed Cansdlan conswsc products snd 

finandal services corporation. 

2. raosco 

c 
Imssco 1s a substantial Canadisn compsny listed on the Toronto, 

Montreal snd Vanccmver stock l xchsn~s with a market ca?ftallsstion of 

CS3.3 billion. It6 business interests are in the tobacco, &up to.m and 
finuncial services sectors in Canada and the rest.aursnn= and drugstore 
sectors h the U.S. 

(i) Canadian activities 

Iwerhl Tobacco, Isaaco’s tobacco subsid9u-y. is the largest 
CsnedGm tobacco company with some 50 per cent. of the ma&et. Brokers srs 

rorecakig s8lcts rwenues of ICSW ~$1.8 billion end ttadfng pmrft of 

~$286 r<ll<on for the year to March 1988. 

Imasco’s Csnndian ntdl drugstore interests tade undet the 

names of Shoppors Drug Mart nnd &per X Drup and consist of sow 625 

retall. outlets in aggregate: revenue is expected to bo CSl6O million snd 

trodlng profit CS57 million in the year to March 1988. i . 

Imasco also owns a chain of some 500 retail convenience tobacco 

stores trading chrouglwu: Canada under the name UCS Group with expected 

sales oi WOO million and trading profit of CS7 million in the year to 

March 1988. 3 
1’ - 

Imusco acquired Canada TNstCo for a net cost of CS1.8 billion ln 

1986: Canada TLWSLCO is a major financial oerviccs opt-stlon l ngsged in 

the protision 0r re:sil semrcea, real estate sales broker- and 
i mmagenmt. rPortgagc ~edlng, pcncion and asset mnnapscnt , lending and 

. . 
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trust activities with total aaaeta in excess of CS24 blllinn and a further 

~$28 billion cnder management. - In tha year to March 1988 CaneJa Tmsteo is 

expected to conLribute some CS140 million t@&..& ;%%?I 
1 
L-- --.-:. 

(ii) E,. ac tfvl ties 
‘4 ,-. 

>C” 

* Imrrco”~U.S. operations u-e grouped in Joasco USA and c&ptisc 

Pardccs, B chrQ of 3,000 fns t food restaurants and Peoples Drug Storea 

vith soadl , ooo : 

In_t(rr 

tail branches. Eerdeer is estimated to be the third 

largest I s sector in the U.S. end in the ycor to N~xh 1988 is expected 

to show selea of CSl.9 billion and trading profit of CSl# million. 
* 

Peoples Drug S:ores is forecast to contribute sales of some CU.8 billion 
and to shou a trading loss of CS21 lcillion ir. the year to March 1988, and a 

retcm to prorltability in 198. 

frmsco's total revenues and pre-tm protlta an exptctcd to be 

~$6 billion and CS363 million respec c the year to March 1988. At 

31rt March 1987, Iaasco rharebolders euiounted to CS2.1 billion. 

(iv) ~i$alisation 

Imwco has borne 119 oill4on rharer of cmma~or. stock outstanding ot 

whfch B.A.T ems 48 million. Tha current rhnrt price ir CS28. Imasco is 

therefore capitnlistd nt CS3.3 billion and BAT’s 1n:enrt is valued at 

$1.3 billion. 
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3. Ioplicctfons o? the orawscd lctisfation 

WC understand that followfng thQ passing of the p-vposed ner 

legislation: 

, 

i) As long as Im~sco continues to om Canada Trustco. no single 

entity vi11 be able to acaufre more then 10 per cer&. of 

Iaasco; al though 

Ii) E.A.T would bo able to continue to hold its 40 per cent. 

hiding. 

AccordLr~gly, if 8.A.T wished to se11 its 40 per cent. toldL?g at 

some stage in the future it could only do so either to four or tore 

bdfvidual rhareholdczs caeh owning up to i0 per cent. or to the puttic by 

=tnns of a public otter. 

A holding in excoos of 50 per cent. of the #hare capita? of a 
company confers on the owner de jure control. When t!ie rcmoining 

shareholdings era wide spread however, n single rharcholdky ir. 4~~41s of 
33 per cent. ir generally considered to confer upon tbe holder de facto 

control and a 33 par cent. holding is presumed to be a contzoll~g Laterest 

under the Investment Canada Act. Such a holder has M ability. whether or 
not ha exercises that ability, to influence the daclsions of the directors 

and. accordingly, the future direction of the company. Should zbere be a 

disagrccamt betuem the sbareholdtr and directors, the rhax$oldcr ir ucll 

$ieced to succead ti having the directors removed fropl offict'et l pndral 

ceetfng of shareholder8. In my event, the rhazeholdcr is well placed to 

increase his stake to one of de Jure conLro1. 

Accordhgly, in the prfncipal world stock markets the holder of a 

sake in excess of 30 per wnt. ia a quoled company is mnetrlly able to 

cbtafn a *control premium” for that holding over MU ebovc tse carke: value 

OC the, shares. Tbt extant of’ this preaiun verfes. but as CM be seen in 

Appendix 2, the preaium will generally bc in a band of 30 per cent. to 

50 per cent. 
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Although B.A.T has no monngcment or board representatios with 

We would expect that any efnult purchaser of B.A.T’s atake in 

Ioa~co. es~ccially since the remainder of Imasco’s equity is videly spread 

azonga~ shareholders, vould be prepared to pay a control premfum & the 

region of 30 per cent. to 50 per cont. 

59 &Llonn open to B.h.T 
* 

If B.h.T wished to dispose of its holding fn Ioasco. fhe natural 

purchaser would be a single entity vhich either wished to use its 40 per 

eel: ho1dir.g as a conLrolllng block, or who wfshed to increase its holang 

to one of absolute control. If the legislation is passed, this will no 

lcnger be an option, leaving the possibility of two principal routes under 
which the sale may be effected: 

(1) A private placing of shares to institutional. invesxrs; or 

(ii) A public offering of shares. 

We coasidar that, given the sheer site of Imasco. noithrr of tbesc 

opcrationr would ba easy to achieve and that, ia order to have a nascnable 

chance of success, the sale price would have to be at a discount to the 

market .prfce of Imasco ruling at the time. We would estimate such a 

discount to be of the order of 5 to 15 per cent, depending o~zthr market 

cod1 tions at the tfme. 

Xt ti noteuocthy that a placing or public offering of CS1.3 
billion of equity would bc sf~lflcantly larger than any previous equity 

offering in the Canadian market. Xnfomution on recent Canadian equity 

financlnp is contained in Appendix 1. 

. 
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6. Fpoci on the vale of B.h.T’r hold.Lq 

We have mentioned Ln Pamgraph 4 above that we would expect that a 

single wrchascr of B.A.T’s stake in tasco would bo prcpakd to pay a 
control premium b the region of 30 per cent. to 50 per cent. which 

represents a price of CSl.7 bill ion to CSZ.0 billion as rgainrt the current 
. earket value of B.h.f’r holdtng of CU.3 billion. Wo have also oentloned 

in Paragraph 5 that the options for sala l vaflablc tn B.A.T ln the event 

that the Trust Capmy Bill is posse8 could result in 8.A.T receiving a 

discount for its shares of’ the order of 5 to 15 per cent. We would 

l thenf’om estimatt that the economic cost to B.A.T of then cffecu of the 
Trust Company Bill slrould be in tht region of CS500 ofllion to 

0800 million. 
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. 
The following are Canadian l qufty flnancings, over t200 million, 

for 1986 and 1987: 

S million 

BCE Development 
Falconbridge Limited 
Pirat Australian Prime Investment Co. 
Great West Lifeco 

Imsco Limited 

Mite1 Corporation 322 
"B" Corp. 

'Hudson's Bay Company 
330 
200 

I Brf tish Petroleum Co. 
Gulf Canada Resources Inc. 
Elders IXL Canada Inc. 

* Noranda Forest Inc. 

Canadian hporial Bank of Commerce 

Bbnk of Montreal 
Carapeau Corporation 

’ GMAC 
TBM XT Corporation 
Onex Corporation 
Lawson Mat-don Group Lfni ted 
Canadian Oil Debco, Inc. 
Laid& Transportation Limited 
Wardedr Finance Inc. 

300 
212 
413 
206 

345 
200 

784 - Canadian tranche 

:g 
3% 

2: 
253 
248 
246 
221 
200 
200 
200 

i 

- 
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