
Note to: D P ALIvey
E E Eaedgui

cc@ D C Porter

Fro= D W Surdeau

Date: Dectmber 12,1994

Subjec,: BATCO ProfitTarret 1995

FoLlowing thediscussionof theBATCO Plan thisnoteseeks tosummarise theissues

inrespectoftheBATCO profittargetfor1995.

1. GrouR Plan Pmvie

T'beconsolidatedPreview of 1995 tobaccoa-adingprofitaave 10% growthon a 19940
base of;El176mn. Exchange ratesused were forecastaverage for1994 asfoflows:

US$ ',.530
DMK 2.481
CA@NS 2.080

2. BATCO Tradins!ProfitTar2et

At the meeting between the CEC and the BATCO Board toconside.-key issuesarisine

from theBATCO Planfor1995-1999,guidancewas soughton theacceptablelevelof
trad,ngprofitfor1995. Aftersubsequentdiscussiona targetof:E620mntobacco
u2cL,ngprofitwas setbeingBATCo's contributiontothe=ai=ent of 10% growth on
thertvL,;P-d1994 base ofil1&4mn fortheGroup. "Me new base reflectedtheOctobe-
Upd=, on an R&A basis.with exchange ratesasabove.

3. Groug Ptan

Intheappendixtothisnotethelatestestimateispresentedbasedon thefolowing:

3.1 Latestfortcastfor1994 being theNovember Update on anR&--%basis.

3.2 Forecastaverageexchange ratesfor1994 of:

USS 1.541@
DMK 2.483

CANS :.099
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3.3 1995 figuresfrom Company PlanswithadjustmentforBATCO, which was
based on a USS rateof 1.63,on thebasisof theUS$ sensitivityidentifiedin
thePlan forbothtransactionand tmslation.

3.4 Other tobaccotradingprofitinlinewiththePreview.

On thebasisof theabove assumptions-,obaccotradingprofitgrowth in1995 is5%.
Attainmentofthe 10% targetwould requireanothcr:E54mn tradingprofit.

4. Underlying BATCO ProfitGrowth

Inmy notecommenting on theBATCO PlanI analysedhow BATCO arrivedattheir
est@=e of5% underlyingprofitgrowthin L995. Many of thereconcilingitemscould

be challengedsinceBATCO isa holdingcompany with a portfolioofbusinesses
which willrtquirecontinuingreviewinvolvingrestnicturingofexistingoperations
and invcs=cnt innew markets.Neve-tbelessthefiguresprovidedcouldbe
instrucz.iveinunderstandingthechauen.-erepresentedby theE620mn profittargel

Tobacco TradinizProfit:Emn 1994 1995 5LClg
Company Plan 578 521 -101%
Excharige(1.63to 1.54) 36

578 557 -4%

Stretch 6,
578 620 7%

SpecialCosts 25 73
15%

The tableabove assumes allration"tion costs relaecto tobacco. Using theBATCO
methodology theunderlyingprofitgrov,-this15% wblichisclearlyverychallenging

and,inview of theupdatedfiguresfromotherOperatingGroups,may notbe required.

Possibleimprovements to 1995profitareLikelytocome from thefollowing:

- cutsinbrand spend
- review ofpriceincreaseassumptions
- additionaicostcutting

BATCO are toreview eachoftheabove categories.However witha cutof 10% of
brand supportexpendimrc providing 5mn and the need toprotectspendon national
and regionalbrands the;E63mn profitenhancement requiredtodeliverthef620mn
targetlooksu=aiistic.

S. Attainment ofProfitTarget

Three aitcmativesareidentifiedon theattachedappendix which givesome indication
of how profitgrowth couldbe improvedatconsistent-exchangerates.Theseare:
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5.1 Alternative 1. Other Operating Groups remain as they arewith BATCo's
underlyingrateincreasingto10%. Inview of thecomments above thiscould

be seenas a stretchedbutobtainabletarget.

Tobacco TradingProfi(:@am i2L4 12K asu
Company Plan 578 521 -10%

Exchange m
578 557 -4%

Stretch 22
578 590 2%

SpecialCosts 2@ 22
oi !@LA 10%

T"aisalternativegeneratesa zmwth intobacco tidingprofitof 8% in1995 for
theGroup.

5.2 Alternative 2: Other Ope::--,-tingGroups remain as thev arewith BATCo's
underlyingrateincre&sinzic12% asfollows:

Tobacco TradingProfit:E= 12L4 1995 LocL-

Company Plan 578 rZ 521 -10%

F-xch=gc m
578 557 -4%

S a--tch 4f
578 6Cr2 2%

Sc>tcia.1Costs 2@ 7')
@Ql I"to LR:@' 12%

ito

This alternativegeneratesa --owth in tobacco U-adingprofitof 9% in 1995
fortheGroup.

5.-' Alteraative3: Underlying-@mfitgmwth at12% forBATCO and s=tched
profittargetsforthe reTn:;i7-@iT,subsidiariesasfollows:

B&W AdditionalS-Omn givinga totalgrowth of 10% on thepresent

1994 base.

BATCF AdditionaiD@.M24mn from costcuttingand intemadonaispend
asdiscussedatPlan review meetings.

Souza Cruz No change due tocontinuedvolatilityofBrazilianeconomy,

.Assumingno adjustmentfc.-Imi-3erialthiswould providetobacco@radingprofit

of 1303mn representingii% growth on 1994.
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6. Conclusion

The above suggeststhata targetof uinder:-r@mggrowth of 12% for BATCO (equivalent

to:E45mn additionalprofit)usingconsis-,-rexchai3gerateswillbe requiredtogether

with stretchedtargetsforBATCF and B&W inorderto delivertherequiredGroup

performance. 'Me incrementalprofiton =is basiswillbe derivedas follows:

L=
-.50BATCO 45

B&W 6

BATCF 10
ToW L

Tlus the above measures,ifachLievecLwccid deEver:E7mn in exctss of the

requiremen[which offm some Lmiced,:i7.tec6ontothe forecast.

Pleaseadvisewhat furtherwork vou to-z--7t.

D W Stirdeau
cidwybau=lcatpn
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T cco groupTracflngProtlt1995&nn) Socre

Group Plan F@reAew Ac,,ijcif Fsfimc3to pfeve- %J=
IQQ3 12EA- Lr6-4 95 vs 94

a&w 205 365 4r 10%

B.ATCO 559 5w t:4 6%
AATCF 58 51 4,t -10%

S04- CrLa 143 62 2-9 44%

VrKnw 92 109 i19 9%
CrM,er 153 -11 1 .109%

Tooo= -rocinProt 1210 1176 1291 10%

L:ss i.502 1.530 1-@x

I)MK 2484 Z481 2-4P-1

cms 1.938 2.OW Z-r@ec

LCII*TES"",&& AMci N@& IIZ= 2@=- xlw_
lqu 129-4 12,0_4 95 vs94

R&A Bczis cl@)

saw 205 390 8%

BATCO 559 578 .4%

AATCF 5a 51 -7 5: -3%

Souza Cruz 143 62 ;7 47%

'@2 108 11%
Othw 153 -12 .108%

7oooczo 7r--diNProf, 1210 1177 "24@ ---S%
Lr)z 1.502 1.542 il% IZ4
CMK Z484 2.483 z4pz
CAN$ 1.938 Z099 Z-rl;c

AAerr,attyeI Actucli Nov Unclcnte E= im-r-
1994 C! vs 9

R&A Bcsis
B&W 2()5 390 _lz 8%
aATCa 578 -Z;r-, 2%
BATCF 58 51 :-@c_ -2%
SOL.ac C.,,iz 143 62 47%
vr)=Co 92 1()8 "z: 11%
Ctr@er 153 -12

.
-108%

Tot@.a=c 1210 1177 27Z 8%

A,ftrncttye Acuol Nov Update RL= imr_
im 122A 12.1?-4 '-5 ys 24-

R&A Bosh
B&W 205 390 !22 8%
BA7Cc 559 578 6L:2 4%
RATCF m 51 5C -2%
Souza --ruz 14-1 62 9@ 47%
Vr@osco 92 108 12C 11%
Otrer 153 -12 -108%
Tocccc@o'rc:d:rgPro& 1210 1177 12!7 9%

Anerncrffve3 Acluci Nov Update 21= inc,
im 1224 -s94

R&A Bc=
S&W 205 390 1()% 42C

BATC@@ 559 578 6C2 4% 602
F-ATC- 58 51 6C 17%
scu2c:C"uz 143 62 9'. 47%

lr-c-v-c: 92 108
,,Sr i -12 08%

ICOCCC3 irading Prcfl 1210 1177 13C- 11%

l2ll2j94
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