
NO COFMS MAY BF MAT)F

Winutesofa meetingbeldinWindsor Efouseon Thurs&y 12thAugust 199r3todt=, c=
reductionopportunitiesintheTobacco business.

Present: Mr U G V Hefter,Mr D P ALIvey,W B D Bramley,NirD Brown (panof the
meeting),Mr A Monteirode Castm.Mr E E Enedgui,NirE E Kcbnbam. 'Ar
C Schoenbachlcr,]Dr8 Schweitzer.Miss H C Barwn

1. NlrHerterintroducedLbemeetingby savingd= bc had calledforthem=ti= asa
resultof thepricewu in the US. w@ch could&-iclop intoa widerismi- with
compedtorscuttingpric= to regainmarketshare in simil2 situationsin otber
countries.BAT can survivea pricewar onlyifwe a= Lbe low costproykL-..In
additionwe have a conraitmentto sharrbaidersto g.-owprofitsby cum@ngc--rsu
wberr,,e-possible.

2. All me!nberscommmied thatthertam numerous case studiesof pricewar--in
diffe=ntcountriesaround theworld frum which we could le:um. Itwas alsoazr--@td
thatwe sbouldbe prio@-acdveinident&vingmarketsatdanger f.-= pricewan inarde.@
to taL-proactivesecimifpossible. Wm Barton will work with Nir Binch!zrnw
pr,cL,=i pace.-,ortk TSG inE@--cember,se@ out Cave histc.-iesand less-@w:c te
Imr@edfrom ibem.and anaivsingpotential;lre3of risk.

3. Ntr'4CbOeUb2ChlC--e=Ltined thebackzroundtodx &-,,cfopmc-.rsinthen mirk--
sin= *,NiaxiboroFriday*. VFM markeesham W 1 !e-atedfrom --0%atL@eerd of
199: to40% by Nla,@1993. The aL6ous si= then have compi=!v chazz--@t-@,ds
mtod.wt@chisnow fLuatbest.M2zftro has Lncrmsed itsmarka shm @v 3 or 4
shimpoints.W-tnstonpickedup sughtlybuting=er2i thewezlkerbrardsbm either
ootmined or have lostmarket share.

4. In Lbepe-iodfrom Luc March to Luc May, Basicgained marketsb= brybeing
heav-Uypmmated and discountedwitha wide margin fordistributors.

5. The brandwhich has gained most from theprice= isMarlboro, and Ph4 Morris
hasgained1.43% am marketsh= The main brand losersw= pr-,V=
label.Cambri@, Best Value, Meritand V-uginiaSUms. B&W, Ligg--and
LorHILudhaveaillost= marketshare.

6. 'nereisaow a two der marketwithlistprk= af $10.79 and $8.09. By amwuncing
andtb= reversinga de=ion to reduceVFM pru= by SI.I5,PhilipMords have
dememuratedthatheywdl Wo wlvem actionsam n==sary to defendtb= -nr*w
share.TberefomitisexpectedthatiftheLevelof dis=mth*, and theshareofVFM,
Wc=se, PNIwM rcaafbrmbly.
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7. otherpricewars appeartohappen where theciiffen=ialbetweenFR and VFM istoo
wide.or where the rateof mmm istoo high,or wherea coaqmitor wants to gain
alarkctsham. For example,dutyfr= isvulneriblebcc= MargiM 2= Veryhigh.

8. Each market hasitsown pe:cepon of Lbeacceptablemargin which dependson the
absolutepric.-level.the competitiveenvironment,and whetherthe economy is in
recession.

ProrrtOutkok for LQ93

9. NirBmmley reportedthattheJulyfore= forBATCO wouldbe availablenextweek.
The Junefore= of L594m PBIT hasdownsidesofaboutE20m (AsiaP6acificNorth.
property-sales,Spain),and some possibleupsides.

10. Dr Schweitzer reported thatthe BATCF budm of DM 269.6m had be= reduced in
two stages.La therim stagethe fallin volumesresultedinDM 88m lowerprofits,
offsaby DNI 49.5m ccm mduct:ions.In the secondstip,volumes fellfurtherto
reduceprofitsby an additionalDM 8im offsetby c= reducdcasof DM 35.7m.
ThereforetheLu= fore= isDNf 185.5m. DM 38m ofthecostreductionisfrom

11. Oa topofthis.therearedownsidesof DM 8m from thefore= 2bn salestoIran,in
additionalDNf 2.5m costsforopenineup E-LqEurope,DM 12m a=unes r=ivable
atriskinIan. and thewe3km= of Ls-cfulizalira.A sm2iloffse:isD,"yi2m reduc:@-I

on lowe@=;)iml

12. SATCF*s marke shar--isstmdy butt.-maae! isdown asa resultof roilsand transit
(estimatedu 15bn, 12% mmi= sh,-:-:and grorwb3i).CCmc-iczarc notgrowing as
consumerssdU prrfe.-bmds.

13. Dr Schvreitzerreportedthenimourt-dpossibilityoftheL-umh of a Camel refiupack
for a m-usableplasticbox---Tln w rd*'-hiN@@-ffe''id-V-anmgeof appealingto
e3viro=cnW concernsand allowa lowerpric--equiyalcmto thatof West (which
would rm be fullyjusdfledby the lowerco=). Itwouldbe difficultforvending
machines(30% ofthemarket)and food stores.butwould work inwbacconists.

14. Nir C.LstrareportedthatthelateaforecastforSouza C= isexpectedto be $270m,
whichisS2m lowerthan.the 1= fare= but $2m higherthin budget The
improvementsof$20m forpi= of 34c vs.82c,$12m from =es n(xbeingraised,
$4m fmm a 2 mouth delayiathemmit:ion= aW S2m additionalcostreductions,
am ofrsetby lowerdomesdc and exportciplimm volumesand lowerL=f exportsat
lowerprices.

15, Nir Schoenbachkr reportedth= the Lin= fore= forE&W was leimlyto fhU ftm
S369.5into$367.4m (agai= S887m in 1992). Mm $520m yearon yeardeclineis Ln
due toS'274mftom ell-ir-inthea-ak Wad. $50m inc@ inMmtedng, $25m C:)
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increaseinsellingfield,and appro)d=telyS170m from lowerUS domesticvob=es
and poorer mix.

16. After deci;ning by 25% in the mcood halfof 1992, Kool has bejd -ri= shae, or

even segtitlyincreasedsbare in the fim hif of 1993 as a resultof itsnwott Twre

could be some upside in Lbe domestic fontc= for Koof and GPC.

Cost Reducflon Prorr=mes

17. Dr Schweftzer reported that the guideline to remm to 1992 profh levelsi.e. DM

22$m. 4usted for DM 27m from B&-H, was very cbaflenging. 1992 was
exceptionallygood for exportsand theIranbusin= and benefittedfrom DM 20m

BarLinpreference.Them isa riskof a pricewar in Germany as Peynoldsand
Rothm= arebothlosingshare.

18. New costreductionprorrammes include:

outsour-,@ng5ome of the jobs in thefieldfor= such as cbecidngvaking

al=. =E)te mechandisin-o.T"aiscould also increaseefficiencyby

cooce--L-atuigthefie!dfor= an se@. ItshouldsaveDM 10m p.a.from 1995

onwards. In Ge.-many, Proctor& Gamble are experimentingwithoutsourcing

thewbole fie!dfor--by sellingittoa merrhandlserand leasingitback on better

terms.Tb= could be interw@nzideasforBATCC) inF-,Ircpe:

intc--n-@@zP.&D Litc

carLside-inLpclosiril,Be-Linand puttingLbe productionintoBc-t=t,@. 'raiswould
m:lk- senseonly if volume projectow were below 55ba and depez)dson the

outcome of theF-.,jrcp=nM=ufacniringLx== Str=gy.

19. The posmbiliryof moving thehead quartersfrom Hamburg to Beyr=h was iiisca&scd

--ff- - ih'-l *r t rtbut feltto be a lower priorityforconsideraon as B@yreu iis ran=
connectiotlsand would not be amractivetotopqualityNfarkedng staff.

20. W Castro reportedthatthehead countinSot= Cruz bas fall= ft= 18,297in
December 1990 to 15,918 in December 1992 and isproj=-i to fallto 13,881by

December 1993. Thr= plantshave b= closed,Pirahybas been focusedon dgm=

paper,salesdepots have been cenuiused and the bead count in Lmf and Fmance
depar=cnts has been reduced. W C-2Am believesthatitwillbe possibleto re&ce

thebeadcountto below 10,000 in2 to3 ymn.

21. Futurecost reductionopportunitiesincludeclosinganotherpi= and mtionalising
bead quarters.
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22. W Kobahor3t reportedon thepmp= ma& on dw reviewofrmwch rmmr=.
Our R&.D m3ource isam outoflinewithtb= of our oompedtor3. Them isgood short

term co-ordinadonthroughthe worid-videb= programme which is Markedng

dnven. There is also an imevzed approach to tech logiml demlopmem.
However thereaLm stiuu= which r=ain unowrcdmm:d.

23. W ScboenbacWer explainedthatMcKiaseys am about to startthe performance

diagnosticefernentof an organlsarionstrucmrr and efficiencyreview. This wW

cover.

the gap between E&W's performance.thatof compedtor3,and sb=holder

expectations-,

t salesand marketing,forexample.theeffici=cyand effectiven=of payingfor

spacein stores,salesforcemils.HQ suppart:

ope-ations.inciudinzmanufacmring pro&mcdviry,logisticsand overbe:ds:

corporateHQ.

As weH as a functionalreview,crossfunczion2loppormaidc3 wiU be sougbt. T"he
diagmaic wW use approximare.@y8 B&W and 8 McKi=y naff and willtake31/2

months and the @mple--icntadon6 to 18 months. McKinsev estimaicas a rcu-zhortv

of marnirude. based en sim-ii:l that therecould be savings in -@;zctssor

sioom.

24. Nir Kohnhors-..presenredP-,oje:=Core which i-skx)dng forbreakthroughproductc=

reductions.bv chaLlenL-ingccny=dcnal rhinkin while mainfniningsmokirg qualirv
and cansume, acceptance. Lmtianvesam expected to reduce costscumul=vely by

$200tn over the nex-tfourymn.

25. @NirBrown expressedtheopiaiocU= theUS L=f-impon-r=ricdotc- artcomraq to

GATR and NAFRA. Tne--@isa possibiliryd= tbcy wer-.idduded in cbe Budge,.
package forpoliticalrmsons and wiU mx be applied.

26. ImperialTobacco isforecuringto be C514m below plan in 1993, and toc:=e back
to planin 1994, althoughwitha widerange of uncmttinty.The mariz isverycim

to apricewar over re-imports.The legL-Jadvereactionto= avoidanceisdifficultto

pmdicl Mr Br2nileywillirrvcsdgamthe pombilityof manufa=ring for the

r--jnndinmarket inSouthampton.

27. imperl-dToba= isdown to two ma=facmring pllw, ooe efricientand one less

dticic=as a rmultof itsmix ofpmducdm Pbm am beingma& totikeadvantip

ofthefikelyamitioa of 100peoplep.a. The n ' , of brandsand brmw pacia i3

being reviewed. Two ddrdsof adverdsingcma am qxxlwrsizipand thisisbeing Lri
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re&vwa=NUy tothelevelnece&uqtomgaclialgrow-2rk- sbam- A-T.
Kwwy am Wvesdptingthecons oflog@

28. W Br=iey reportedthatRATCO brve theobje=ve ot reducmg thefixeduW 3c=-

variablecostsper mille(excludingdeprecinionand advertising)by 5% P-L in real
terms,and theplansshow tha thiswiU be ackk-eed.Erismain concernisLbe cast of

hmdquaners (MUlbank cosesL60m p.a.)and theremay be k=ns tobe )c2med from
E&W hm. ThiswW be addr=sed when Proj= Rubiconhas smi down.

29. 7bem arecostreductionopportunitiesinL@erzdonzhsadonof CenEralAmeri= Lmf
operationsand factorie:.A s=egy paperisbeingpreparedon theCaribbma butthe
opportunitieswould requirea change ofpoucyby B.A.T Industries.Ibis ilsoapplies
tof@=ry raliongisationin Africa. The sm2&r plun inEurope (Bm&%es,Cyprus,
Canariesand Finland)are being examined,asarepossiblerationausatiombetween
BAT ChiaaandHoag Kong, and countrieswbm we haveadjacezitGLT plum

30. Itmay be costeffectiveto exitfrom L=f in some maA=. 'ne.-Ccowd be
ctortur@tiesby making more Group purcb:a=throughVfflbarLk.The.-Caremany
marietswb= ourfacilitiescouldbe down-si=d.farexample,Argendm, V-1c,@
AsiaPacific,Australiaand theSub-Contin= uidwork W ai=dv smrtedins=e of
thmearms,

31, BATCO hasi.500mmarginbet-we--nthefacm aadthercmle-.some of wbic.@itmay
be possibleto claw b.-ci.for e7,amr)ie.by @aviu fewe.-dis---@buwrs.Ic -Ausaulia
ware-icusine,deiivc:-,-and car--art bein2c=tr-@c-@out. Surjiusas=@ ----uldbe
sold.

32. 7oe-car-,some opportuniri=wiiichshouldbedLtaL,-,edittheSe=mbe@- me:=, for
e;m=le. Lbattbe-.aremore managemem Lay= above d= be!cw theG?As,and the
duplkationofexportottices.

33. W Hertersummarisedby sayineLh= he was rmzuzrd by tbe-le-,-e!ofu=-w@m being-
paidtocosts.Thertam no taboosand cppommitimm= be ident:fieda=m the
Group ooEjuszwithinthe OperatingGroups. Ifwe can make costsavingsby
morpnisingthiswW be discussedinSeptember.

C2vit2iFxxudku

34. W Herterexpuinedthatitwas rbO=&&u7tom-e==ne our capiw exp=dimrr.
particularlyforincreasedcapacityintheUgbtof kywerdomesdc mmi= and export

gowth pmje@ow.

35. Nk Kobnh showed LbeB&W U= volum fomc= for1998 of 117.5ba,which
iswed below Ltuyear'splan. He= thec2pimlexpendin= prioritiesaretoachieve Ln
maximum fkmbtlityatmirrimum cou, toph= =pcmfimm and tomake contingency

r\j
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pi=. The key mix issuesof box, merahouredriedand export/domestic being
add=sed, and costreductionisbeing:tc leraudd-

36. The of ph= I of the Me= expansion have been = by M25m, thecapaciry
ba3 been reduced by 25ba to 130-135bn (expandable w 165bu) and product

advanigm (redryingleadingto gre=r uniformity,lower foreignmaaar. and less

downtime forcleaning)have been achieved.

37. I"aetotalcostforallfour phastmhas been reduced frcrmS342.7m to S2.57.3m.

38. ELT does not run 24 hours,3 shifts.It couldhave suz-pluscapacityby extending

hourswithsome changes to manning levels.Monk in Guatemala shit)sdriedwbote

Lcafw US forGLT. This may be an opnrrunity forBAT. There may be surplus

capacitybetween ELT and So= Cniz. W Bramley wiU ask i.W Soowden to
invesfipiethiswithNir ELuTimn and Nir Bennswn!3n.

39. tnfrC2stra reported that S24m capital expendinut in Souza Cruz has be= posmcoed

in 1993 becauseof lower voi=e pmjectiorisboeb incbedomesticand expcn m:iri= .
At lc= $I Om wW also be postponed in 19,0-'. Souza Cr= his exc= c=. aciry today

such tb= itcowd ope-atesolelywith L-beri:lndin.ClosingadditionalpLa= is

polidcailydifficultand thereforeexcem capacity isIDo:iyto continitefor sotr@--time.

40. Dr Schwekzer reported thai DNi 68m =imi e=erdimre in BA-:Cz- was for

ratio=IL%aLionaLd automation pmic= aLd cci @or in@' car)ac-.r;.Some =imi

c.-peowture decisions have bee.-de,7e.7edand am oow currnely on @wo shifts.and

c2pw.ri could be incr=-ced ftuthe-':,imovirz @o dLr---shifts.

41. Nir Emmley reported that the saies fort=--z fcrrthe Southampton fac---t7arc well

dow-o and na just for Asia PacificNorth. Varow options are being coamdered, such

as the pb2sing of capital expenditure in Southammn or closing othe.-plantsmore

quickly. The blended linehas be= de!aved by two ye=. although thismay oeed to

be brought forwa

-

rd

'

again ifotherpiants are closed,or ifsome VLrgin@@-mave

mom to a blended product. Mr Herter s@@ tf= we would need to look wmss the

Gmup for blended capacity be:fam investing La SouEhampton.

42. Nlr Herter asked W Kohnharst to update the Group view of capacity as qakkly as

possibleand at the latestfor the 17SG meeting in December. TtLisisneeded to review

the individualOpemt:wg Grotzp plans. Mr Kohnhar3t mid that this was 4r=dy

beingprqnred as part of the dslner recovc,-,ex=cim, but itwillbe :lr len .

43. Mr Bmmley willask Mr Davis to update, in par:dkl the wmi an the smndudisation

of production particumy of Ms. This needs to be a joizzeManufa=hn&'Mukcting

inida.tive,and the prowsal is oot to change everything now btrtto move wwanis

smnt'2rdisariocLW Bramk7, wW also ask W Be& wbaber the ptr--in?!-Sfbr (-n

Gmup orderingof machinery ftum major mrppi@= isworidng sxufa=nly. C)
rli
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AccountsReceinbleand larentories

44. LW Bmmley mported thatBATCo's Debtm and Stock3increasedfrom EO.88baaL
theend of 1991toil.IMm attheend of 1992. 7be k=mw ofE300M wa muk up
of.-ill9m currencymovements; E123m stocks(oew companies,closingfactories,
leafstocksforexport,cotioc leafdurationsandrawm-prialsforexports);andZ8m
debtor3(VAT, new companies,increasedcigaretteprices),i.e.nothingparticularly
unusual.

45. 'Me majoritemisStockswhich areexpectedtobe only I% higherin 1993 dun 1992
and am likelyto fallnextyW. Stock turnoverisfom= to incre= from 2.7 in
1992 to3.1in1993,and debtorturnovertoimumve from 5.9 to8.0.

46. Dr Schweitzerrrnrted thatBATCF was cuttingdawn Lmf purchasesto bring
durationbackto12 months. Fuiishedgoodsstocksstandat14 daysas usualandAIR
at48 hours.AU exportsareforcash up from withthecxcepdon of theDM 12m debt
inIran.

47. Ntr C2strort:portedno probletnswith debtorsinSon= Cruz wiiichsmnd atabout4
days. However thereisa huge pmblem withLeaf.with inc,-easedL=f production,
lowerdomezdccigarettesalesand lowerL=f c=, . The Lv= crco wu 240k
toanezagai= the225k tonnespla=ed, boweve.-thepricepaidwu Lbu coumcied
for226k ton=. The durat:ionhas moved fmm 1= than 1.1@momhs in 1991to24
montbs now.

48. Sou= Cruz isconemc:edto buy 179k ton= in 1994 whic@ has re-,uitedin m.2nv
comt)iaints.btnL@iswillbringthedurationbacktoonly21 months. 'rbe.-eisa danger
thatfarme-s-mbostopgrowingTobacco willoct= againeven ifitisne:::@inthe
furun.

49. Nfr Bramle7 willask NirSnowden toreviewtheforec=s forreald=aod forLeaf
inorderto givebettercentralguidance. InadditiontheLcmf Dir=or-s-4iff-ba-xd=ct--
toreviewhow much Tobacco isbeingbrougbifromcutsidete Group. and th.--pri=
beingchargedtoGroup asopposed tothirdpartyalnoux-m.

50. W SchoenbadilerexplainedthatB&W must declareitsdomesdc Tobacco purchase
requiremenaone yeiraliead.Itthenhastobuy90S of itsforec= or payI pmatty.
B&W is currentlyevaluatingthe rumxml effws of buying 90% or payingthe
penalty.ItisaL-oevaluatingreducingitsdurationanduldng theriskon beingableto
buy Leafasnecessaryfrom dealers.

51. B&W's AIR arefon=st to fan from above $200m atthe end of 1992 to S50M ;athe
endof 1993asa m=k ofthede-loadiaginthedomesdc mariel I/i% d=m is
givenforpayingwithin2 weeim. 7lds iseq=s@m batitmdu= theriskfmm the
u2& whichisinfinancl-ildifficult=.$131m ofthe$154m kmmmdonal AIR iswith

ri
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Sumitomo inJapan. This couldbe reducedbutonlyby wewg les3inJapan. $10m
AJR t=Lues intoS5m tradingpmftt.

52. Nir Herter summarl%ed the meeting by sa*g thathe beiicvcdthattb= was =cb
value from the cross-ferdlisationof ideas. Itmay be possibleto use the McKiasey
approachinotherpam of theGroup. T*aeremay be furtherscope forcapiml
expendimrereductionsas volume projectionsare 9W high. Itwas caaf=ed tmt
therewUl be a TSG meetingin SeptembertodiscussfunbertheGroup co-ordinaiion
issues.

ECB
17-Auz-93
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