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mnasco 2

1. Introdyction

Lazard Brothers & Co., Lizited has becn askcd by B.A.T Industrles
p.l.c. ('B.A.T') to look at the implications of the proposed new Canadian
Trust Company Bill on the value of B.A.T's holding of 48 m2llton or}bﬂy Cone o~
shares 1n Izssco Ltd, a mujor listed Canadlan consumer products end
financial services corpcration.

2. Jmasco

* Inasco Is a substantial Canadian company listed on the Toronto,
Montreal and Vancouver stock exchanges with a market cepitalisation of
€S3.3 billion. Itgs business interests are in the tobacco, drugstore and
finunclal services sectors in Canada and the restaurant and drugstore
sectors in the U.S.

{1} Canadian activities

Izperial Tobacco, Isesco's tobacco subsidiary, is the largest
c-nadiax; tobacco company with some 50 per cent. of the market. Erokers are
forecassing ssles revenues of some C$1.8 billion and treding profit of
€$286 mil1ion for the year to Karch 1988.

Inasco's Canadian retajl drugstore interests trade under the
names of Shoppers Drug Mact and Super X Drugs and consist of some 625 .
retail outlets in aggregate; revenue is expected to dbe CS160 million and

— - trading profit C$57 million in the year to March 1988. N

Imasco also cwns & chain of some 500 retail convenience tobacco
stores trading throughout Canada under the namc UCS Group with expccted
sales of C$200 million end trading profit of CS7 millicn in the yrar to

March 1988. 2
// -

. Inusco acquired Canada Trustco for s net cost of C$1.8 billion ia
1986, Canada Trustco is a major financial serviccs opctation engaged in
the provision of retail services, real estate sales brekerago and
managencnt, nortgege \}mdmg. pension and asset menagescnt, lending and

b
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trust activities with total assets in excess of C$24 blllion and a further
C$28 billion under managesent. In the year to March 1988 Canada Trustco is
expected to coniribute some C$140 million tq,.‘.i"éding profits: ’}

&_//’ ’

(i1) U.S. sctivities
A

Inesco's U.S. operations are grouped in Imesco USA and conprisc
Hardces, 8 chain of 3,000 fast food restaurants and Peoples Drug Stores
with some”1,000 retail branches. Eerdees {s estimated to be the third
sargest 1%&01- in the U.S. and in the ycar to March 1988 is expected
to show sales of C$1.9 billion and trading profit of C$i64 millifon.
Peoples Drug Stores is forecast to contribute sales of some C$1.8 billtien
and to show a trading loss of CS21 zillion ir the yes= to March 1988, end &
return to profitebility in 1989.

(i11) GCroup results

Ipasco's total revenues and pre-tex profits are expectcd to be
€86 billion and C$363 million respec:i.}e;Rfor the year to March 1688, At
31st March 1987, Imasco shareholders! equityjarounted to C$2.1 biliion.

(iv) Capitalisation

Izesco has some 119 million shares of common stock outstanding of
which B.A.T owns 48 million., The current share price is C$28. Imasco is
therefore capitalised at C$3.3 billion and B.A.T's interest is valued at
$1.3 billioen.
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3. Izplicotions of the proposcd legislation

¥e understand that ‘fonowins the passing of the proposed new

legisletion;

i) As long ss Imesco contlaues to own Canada Trusteo, no single
entity will be able to acguire more than 10 per cent. of
Izssco; although

41) B.A.T would be able to continue to hold its 40 pes cent.
hoiding.

Accordingly, 4f B.A.T wished tc sell its 4O per cent. holding at
some stage in the future it could only do so elther to four or core
individusl shareholders cach owning up to 10 per cent. or to the pubiic by
=sans of a public offer.

5. conurol

A holding in excess of 50 per cent. of the share capitsl of a
company confers on the owner de jure control. Where the re=aining
shareholdings are wide spread however, a single shareholding in excess of
30 per cent. 18 generally consgidered to confer upon the holder de facto
control and a 33 per cent. holding is presumed to be a controlling interest
under the Investment Canada Act. Such a holder has en ability, whether or
not he exercises that ability, to influence the decisions of the directors
and, accordingly, the future direction of the company. Should there be a
disagreement between the shareholder and directors, the shaseholder is well
piaced to succesd in having the directors removed {rom office et a general
zeeting of sharsholders. In any event, the sharehclder is well placed to
increase his stoke to one of de jure conlrol.

Accordingly, in the principal world stock markets the holder of &
stake in excess of 30 per cent. in & quoled compuny is generally able to
cbtain a "control premium” for that holding over and ebove the carke: value
o2 the shares, The extoent of this premiun verles, but as can be seen in
Appendix 2, the premium wlll generally br in a band of 30 per cent. to
50 per cen:.
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Although B.A.T has no menagement or board representation with

Izasco 1ts Influence s that of & major and fricndly shareholdgr_.,/m )
in = . = o R

toshert—of 24— A~
/

We would expect that any single purchaser of B.A.T's stake in
Izasco, especially since the remainder of Inasco's equity is widely apread
azongst shaceholders, would be prepared to pay & control premium in the
region of 30 per cent. to 50 per cent.

5. Lions to B.A.T

I B.A.T wished to disposc of its holding in Isasco, the natural
puzchascr would be s single entity which either wished to use its 40 per
cent holding as e conlrolling block, or who wished to incresse its holding
to one of absolute control. If the legisletion 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 inves:ors; or

{11) A pudblic offcring of shares.

We consider that, given the shecr size of Imasco, neither of these
operations would be easy to achieve and that, in order to have s reascnsble
chance of success, the sale price would have to be at s discount to the
market price of Imasco ruling at the time. We would estimate such a
discount to be of the order of 5 to 15 per cent, depending on. the market
conditions at the time. i

It is noteworthy that & placing or public offering of €S5i1.3
billion of equity would be significantly lergcer than any previous equity
offering in the Canadien market. Informution on recent Canadian equity
financings is contained in Appendix 1.
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6. Impact on the vulue of B.A.T's holding

We have mentioned in Paragraph 4§ above that we would expect that a
single purchascr of B.A.T's stake in Iaasco would be prepared to pay &
control premium in the region of 30 per cent. to 50 per cent, which
represents s price of C$1.7 billion to C$2.0 billion as against the current

"  zarket valug of B.A.T's holding of €$1.3 billion. Wo have also mentioned
in Paragraph 5 that the options for sale available to B.A.T in the svent
that the Trust Company Bill is passed could result in B.A.T receiving a
discount for its shares of the order of § to 15 per cent. We would
therefore estimate that the econoric cost to B.A.T of the effects of the
Trust Company Bill should be in the regicn of C$500 mfllion to

C$800 million.
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Tre following are Canadian equity financings, over $200 million,

for 1986 and 1987:
€ million
BCE Development h 300
Falconbridge Limited 212
Firat Australian Prime Investment Co. 413
Great West Lifeco 206 .
Imasco Limited 345
200
Mitel Corporation 322
_"B" Corp. 330
Hudson's Bay Company 200
\ British Petroleum Co. 784 - Canadian tranche
Gulf Canada Resources Inc. 450
Elders IXL Canada Inc. : 400
» Noranda Forest Ine. 351
Canadian Imperial Bank of Commerce 30§
21
Bank of Montreal 300
. Cempeau Corporation 264
GMAC : 253
TBM NT Cerporation 248
Onex Corporation 246
Lawson Mardon Group Limited 221
Canadian 01l Debco. Inc. 200
Laidlaw Transportation Limited 200
Wardair Finance Inc. 200
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