
note for nr c L Dcoal~ 

cc l4r A C Loag 

Imueo Divideada 

SECRET 

- 

- 

For aomt tint rbt rite of the Imtrco diridtndr 10 rtlt~foo to Imttco’t 
rtmurct8 tad profit8 h&8 been under dlrcturion. Ihr problem 8tRS8 I think 
from Imaseo planning dividend i~acturtr At a minlmua level conrfrtent uftb 
Ctntdiln rtock market trpcctttions, vbrrtar B.A.1 Iadumtriem vould.lfkt t 
biphtr c88h return from it8 invertment in Im88co. In l ettlug its ova 
guideliner for rbtrtboldcr return Imrco coactntrttm primarily on capittl 
rttura bought tbout by t higher rhart price md against this the urb return 
to rhtrtholdtrr rft dividend8 f8 8md1. 

The Croup financitl objectives pApar prepared in 1986 included dividend 
guidelines for IM8CO vbich a88MId the sama payout 8s In the -8~0 fire 
yttr plan subPitted in late 198s. Since then - tud &fort tht current 
guideliner were fornultttd - fra8co experienced the cigtrtttt price var. the 
dovaturn of People8 Drug and the Gtunt8r rcqui8itiw. It wtt, bovever, 
decided to keep to the Ima8co pltn dividend dirtrfbution for B.A.T 
Industries purpowr 00 the around8 that during the 8bort tcra profit 
ret-back Imsco vould have to dirtributt t higher ptrctntqt of profit to 
proctet It8 8bart price 8nd in the longer term Gtn8t8r wuld incrt8tt rather 
than reduce dividend paying potential. 

In Dcctmbtr 1966 ve rtctivtd the Immeo five yetr plea, the figures of vbfcb 
8rt being incorportttd in the B.A.T Industrits budget md fortcmt. At bt8 

- htpptntd in the part ft rbova t reduction in dividend ptjmtnt8 8s comptrtd 
with the prtviour phn. Ihe difftttnctr in dividend8 ptt rh8tt 8od MT’8 
tot81 rtctiptt from it8 inVt8tmtnt Of 48.06 million COEI8on 8h8rt8 8r8:- 

-8CO 1985 Iwasco 1986 
Pltn Pltn 

Dividend BAT Dlvi dtnd BAT 
Per Sbtrt Dividend Per Share Dividend 

b8r8 t0 lkrcb cs c$ ri11iOU8 CS c$ milllou 

1987 - . 0.86 41 0.84 40 
1966 1.03 50 0.96 46 
1989 1.23 59 

l-O8 -ST! s2 
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1 understand that Mr Crrvford fnttnds CO put to hi8 l)o8rd t pr 
1 

pOS81 to 
inertart the quarterly dividtnd from CSO.21 to CSO.24 a 8h8rt. wg 
er&UUbtd a rate~cr+aatr L*-cbaapta -it 40 &r&498? 
psp~o_F. implied CsO.96 for the yt8rrhith- 1s.. in.lint-y$gh. mtht-.currtnt-pltn. 
Iht aUt8tiOa i8 whtthtr thf8-14X-iUCtt88ti8-high~h. 
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Compsrcd with other diversified tob8cco Groups Imrco bss tr8ditloa8117 hd 
a low payout, which is presuaabl~ acceptable to the stock l xch8n~e btceuer 
of Iusco’s susrsioed growth. The following t8ble ~o8pat~s the IMSCO 

pmyout vith other cmp8niea:- 

Xurco (yur to 33.3.86) 3s 

B.A.1 Industries (year to 31.17.85) 26% 
RJR (yur to 31.12.85) 39% 
us Tobacco (year to 31.12.85) 51% 
Philip Morris (yea to 31.12.85) 382 
MTUS (yur to 31.12.85) 49%' 
AUTIL (yew to 31.10.86) 36% 

l (before deducting restructuring provisioa from profit) 

& f&r u tbe future is concerned Imssco i a-Mb&W0 fncrea83fts payout for 
the depressed ycsr to March 1987. Dividends 8s e percaatags l fter tu 
earalags are forecut to progress l s follows:- 

Plsul 1987 48.0X 
lieu1 1988 41.12 

@ii aohLLt P-d -'I +a& L;qkf '"s gDa> 

Plrul 1989 37.4% 

Prerumebly h88co till regsrd 8 lwer,$uyout for 1988 Ow@rd# u 8ccaptable 
to the stock cuehuge beceume of the remned growth in uraings. xf BAT 
vaats to incrU8e the payout there would l ppa8r to be at leert two smys th8t 
this C8n be 8ppro8chad. 

Oae could fosist 01) 8 higher payout than the propoeed one of CS0.24 per 
prurter in order to protect the lnarco &ure price. Objsctloos that this is 
inepproprl8te beeuse of the hfgh debt/equity position could be couatered by 
pointing to Philip krris 8od m Vbose recent 8cquiritions b8Ve led to 
l aomous borrovfngs in rel8tion to equit~.//Enclored fr 8 dr8ft letter on 
the subject prep8red 188t yur but never sent. It COflt8iM some arguments 
for higher dividends. 

Alternatively one could agree with the CgO.24 dividend cad perhaps obtaia 8a 
agreement that the p8yout rate vi11 not be reduced fn future. 3 C 
It is, however, appropri8tt to mtatioa that becrurc of CanaJar Ima& iu 
much more ht8Pily gc8red th8n usual, elthough this does not 8ppe8t to h8ve 

b$d#erred the comp8a7 from seeking further 8cqufritions. The salient points 
of Imasco’s borrowing position arc s-rimed in the Appendix which is tsken 
from the current plan. Oa the sssumptfoos of C$SOO mfllfoa goodwill for 
Ceaster, the Imssco net debt/equity on 8 DK accounting basis is eatfmttcd 8t 
240% for kiarch 1987, 14% for mrch 1988 8nd 130% for Hsrch 1989. There 
figures exclude off batice sheet borrowings- 

PDLIPAC/lsmsco-divideads 
20 Jenuary 1987 
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