REZTRICTED

TOBACZO DIVISIOH BOARD OF MANAGEMENT

Fridav. 25th June 1975 at 10.00 a.m.

Present: Mr. P. Sheehy (Chairman)
Mr. C.H. Stewart Lockhart
Mr. I.B.D. Bluett
Mr. C.G. Bowra
Mr. B.P. Garraway
Mr. N.W. Goddard

Pr. S.J. Green

Mr. R.St.C. Walmisley

Mr. P.L. Wright

In atkendance: Mr. B.G. Pearson (Secretary)
Mr. H.A. Morini

Also attended: Mr. G.L. Dennis
Mr. P,J.H. Rackham (D.138)

D.138 Planning

The purpose o the meeting was to identify
the issues facing us in the next ten years, so as to be
able betkter to plan the nex% three years at the November
planniagc meeting.

The mezting considered and, subject to
certain changes and clarifications, approved the {following
papers:-

The shape of the tobacco industry
Assumptions and strategies for marketing
The shape of the process

The shape 0f our business

A financial visw 2¢ the Division
Specific pointsmade were:-

1. In certain selected areis, particularly in the
develnred and orofitable countries and in export markets,
we mav have to be prepared to forgo some immediate profits
in order to match compeéetitics by investing more on
advertising and promotion and in development work in

areas which are seen -0 have abng-term future. but only
after we are confident that the product is righk.

2. The present big four companies (which may become
the big three) will increase their total world market
share and this implies companvy acquisitions.
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3. There is need for consumer testing in developed
mz-z2kts on FET vs. PCi, before commikting ourselves by
nes inveztnent.

4. Conside<ation should be given to R&D work moving
from the emphasis on saving money in production

JWE

or:cesses tcwards qu2lity and control of the product i.e.
Tonzumer ac:eptance and lowering biological activity

2 Zysc conkrol. For example, possidle new

R Tiutting tobacco which do not employ the

'zheese’' technique.

. It wazs reported that the Group will search for =
tzoour houszse as a possible acquisition.

There w3s a discussinn on Dr. Kilburn's technological
zast th:z, as the major cost of secondary manufacture
zbour, reliable computer controlled machinery should
‘ayelope<: and that this will not be achieved by the
=inery mznufacturers following their present policies.
s felt that such machinery was realisable although
topment of it would involve many other considerations,
~2ding <d=zisinons on the exhent of our involvemant.
2owra wiil prepare a paper on setting up a group to
.e this. with a considered time limit of perhaps

-£ =“onths for the group to report.
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. In couniries where BAT moves into a minority
sizzation, sur authorikty and influence would be exercised

. On the question of future central support for over-
23z comparias the following voints were made:-

(a) C:xatiruwed 2AT authority implies
<21tinued BAT support.

(b)

-
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dilemma that the smallest profit

ners tend to need the greatest support:
L the d=aree of support must be in
“oportion to total income; but that
sideration must also be given to the
s5ibility of long-term improvements
profitavility in each case.
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(c) Znport must be reducad to countries
which we =move into a minority
izuation nd which cannot repay the

woport by tokal income to U.X.
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Hr ozne or mac2 of the flllowing: a Board representativa:
ori=Z ownerzhip; TXA arrvangenments; approval of appointments
i zznior minagers; &= training of future top manage-s.

If 1= is neo: possible far the representative on the 3oardg
(hc@2ing a croxy from BAT)to be a Millbank based or Millbank
ouwr 2% expatriate then, to avoid a possible conflict of
irzzrest, hs should not be a locally employed netional.
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9. Before the MNcvember planning meeting it will be
necessary o revievw:-

(a) The degre= of authority desirable and
possible in the case of each company.

(b) The leve. of support to be provided to each.

(c) The proisacted number of Millbank-
ouned erzatriates.

(d) Thre Millzznk organisation.

10. Because of tr= number of companies likely to move
from subsidiary to zssociated company status over the ten
year period, consiZaration will be given to recommending
equity accounting zo the BAT Board, so that BAT's
percentage of the srincipal associated (minority holding)
companies appears in BAT's published Balance Sheet and
Profit and Loss Acz2ount instead of simply being included
in dividends recsi-ed.

11. Substantial funds are likely to be available for
investment, in ad<ition to any likely tobacco acquisitions,
and consideration must be given to the use of those funds.
The past ad hoc =zczroach is no longer acceptable. There
should be zn intsz-zted Group approach to future
diversification anZ it would be desirable if there could
be diversificaticn Into an industry in a developed countrv
which could tie ir with development of operations in
developing countriss.

(Mr. Rackham)

D.132 Chairman's Report

Mr. Sneehy reviewed the principal activities
since the last TDZ meeting.

D.140 Financs Zirector's Report

Mr. Garraway reviewed:-
1. The flow of z:zsh from Tobacco Division to GrQ.

2. The proposeZ zo>rporate structure after the TST/BAT

merger.
D.141 Csanada
M. Sheehy reportad con a visit.
The Rektail Divisicn comprises miscellaneous
comparztively smzl. businesses. Mest are profitable anc
cécing satisiackori v,
~N
Frozrasso Foods in USA is profitable and <
has ambitious pilz-z O
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D.242 Oriental Leaf

Mr. Walmisley reported on =z visi% %2 Greece,
Yugzslavia and Turkey witn Mc. W.H. Scott from BZW.

It has been a sellers' markat for the past
2-2 years due to small crops and big demand. Pricas
have increzsed approximately 100% over the last 2 vears in

Turkey to US83.65 per kilo, with sharp increases in
okther countries.

However the 1976 crop in Turkey has
reatly increased. Mces will level off 1In 1977 zand
2y go down for some types.

B.A.T. totzl oriental purchzse t
i1l be 6.230,000 kilos. Owing to a big increz
scuiremenzs, anticipatec¢ purchase in 1977 will
1.500,000 %ilos.

Staff has been reduced to three, hezcded
5w Mr. J.M. Westwood who 1z doing an exce.ient je:.

The net income to the centre in rezce
of commissions and buying expenses will be $850,C70
127£-77 and is forecast :=: be $1,300,000 in 1977-":2

ct
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D.243 iialavsia
Mr. Goddard reported on a visit.

Incidence 2of communist inszired vizlance
z more widespread than rublished and thers is cznzarn about
ne abiliz. of the militzry to control the situzzizn in
he longer term.

croer o

The real crowth in GNP las: year i=
3= 2.5% bu: forecasts ars 6% for 1276 rising to &%
supsequentiv; the inflation rate is currently 44%.

Market shzre remains 72% (7275 = 23%) and
mzin brands are selling well.

The 1976 leaf crop is of te:zter cuzll
= 25% lcwer in quantit, and this will enzble thz over-
ocked pesition to be rectified.

by
s

Prcfit af=sr tax is estimeied at 3% higher
- tnan last vear and the cash position continues Iz Ilmprove.

C.t341 Schweiktzer - Reconstituted Tobaczo

Reference TDB minute D.136 2f 27.2.7%

Dr. Green reported that a caymer: I 1p
per kile o the Schweitzer British patent nhas besn zgreed
- Schweizzar and 2 formz: agreement is btz=ing prersred.
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