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Note to: D P Allvey
E E Enedgui
cc: D C Potter
From: D W Surdeau
Date: December 12, 1994

Subject.  BATCo Profit Target 1995

Following the discussion of the BATCo Plan this note seeks to summarise the issues
in respect of the BATCo profit target for 1995.

. Group Plan view

The consolidated Preview of 1995 tobacco trading profit gave 10% growth on a 1994
base of £1176mn. Exchange rates used were forecast average for 1994 as follows:

Uss  1.530
DMK 2.481
CANS 2.080
2. BATCo Trading Profit Target

At the meeting between the CEC and the BATCo Board to consider key issues arising
from the BATCo Plan for 1995-1999, guidance was sought on the acceptable level of
trading profit for 1995. After subsequent discussion a target of £620mn tobacco
trading profit was set being BATCo's contribution to the attainment of 10% growth on
the revised 1994 base of £1184mn for the Group. The new base reflected the October
Update, on an R&A basis, with exchange rates as above.

3. GKQUQ E!au

In the appendix to this note the latest estimate is presented based on the following:
3.1 Latest forecast for 1994 being the November Update on an R&A basis.
3.2 Forecast average exchange rates for 1994 of:

USs 1542

DMK 2433
CANS 2.099
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3.3 - 199S figures from Company Plans with adjustment for BATCo, which was
based on a USS rate of 1.63, on the basis of the USS sensitivity identified in
the Plaa for both transaction and translation.

34 Other tobacco trading profit in line with the Preview.

On the basis of the above assumptions obacco trading profit growth in 1995 is 5%.
Anainment of the 10% target would require another £54mn trading profit.

4. Underlying BATCo Profit Growth

In my note commenting on the BATCo Plan I analysed how BATCo arrived at their
estimate of 5% underlying profit growth in 1995. Many of the reconciling items could
be challenged since BATCo is a holding company with a portfolio of businesses
which will require continuing review involving restructuring of existing operations
and investment in new markets. Nevertheless the figures provided could be
instructive in understanding the challeage represented by the £620mn profit target.

Tobacco Trading Profit<mn 1994 1995 %chg
Company Plan 578 521 -10%
Exchange (1.63 to 1.54) 36

578 537 4%
Stretch 63

578 620 7%
Special Costs 23 3

603 693  15%

The table above assumes all rationalisation costs relate to tobacco. Using the BATCo
methodology the underlying profit growth is 15% which is clearly very challenging
and, in view of the updated figures from other Operating Groups, may not be required.

Possible improvements to 1995 profir are likely to come from the following:

- cuts in brand spend
- review of price increase assumptions
- additional cost cutting

BATCo are to review each of the above categories. However with a cut of 10% of
brand support expenditure providing £35mn and the need to protect spend on national
and regional brands the £63mn profit enhancement required to deliver the £620mn
target looks unrealistic.

5. Attainment of Profit Target

Three alternatives are identified on the attached appendix which give some indication
of how profit growth could be improved at consistent exchange rates. These are:
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5.1

.

L
)

Alternative 1;: Other Operating Groups remain as they are with BATCo'’s
underlying rate increasing w0 10%. In view of the comments above this could
be seen as a suretched but ootainable target.

Tobaceo Trading Profit Zun 1994 1993 %chg
Company Plan 578 521 -10%
Exchange 36

578 557 4%
Stretch 33

578 590 2%
Special Costs 23 3

603 663 10%

This alternative generates 2 growth in tobacco trading profit of 8% in 1995 for
the Group.

Alternative 2: Other Operzting Groups remain as thev are with BATCo's
underlying rate increasing :¢ 12% as follows:

bacco Tradi tin 1994 1995 %chg
Company Plan 578 il 521 -10%
Exchange 36
578 557 4%
Stretch 48 <o
578 602 2%
Special Casts 23 73
603 510 65 12%
¢SC

This alternative geaerates @ growth in tobacco trading profit of 9% in 1995
for the Group.

Alternative 3: Underlying orofit growth at 12% for BATCo and stretched
profit targets for the remaizing subsidiaries as follows:

B&W Additional Si0mn giving a total growth of 10% on the present
1994 base.
BATCF Additionai DM 24mn from cost cutting and international spend

as discusseg at Plan review meetings.
Souza Cruz  No change due to continued volatility of Brazilian economy.

Assurning no adjustment fcr Imperial this would provide tobacco trading profit
of 21303mn representing !1% growth on 1994,

(98)
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6. clusi

The above suggests that a target of underring growth of 12% for BATCo (equivalent
to £45mn additional profit) using consisi==t exchange rates will be required together
with stretched targets for BATCF and B&W in order to deliver the required Group
performance. The incremental profit oo =3s basis will be derived as follows:

fmn
BATCo 45 S0
B&W 6
BATCE 10
Total 61

Thus the above measures, if achieved, weeid deliver £7mn in excess of the

requirement which offers some limited p-=tectdon to the forecast.

Please advise what further work you reg=—=.
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103 194 1998 $5vs9d
B&W 205 385 &2 10%
BAICo 559 580 L4 6%
BATCF 58 S & -10%
Souwzo Cnz 143 62 9 44%
Imasco 92 o " 9%
Other 153 -11 T-109%
Toboceo Trading Profit 1210 1176 1251 10%
SS 1. 1.830 1530
DMK 2484 248} 242!
CANS 1.938 2080 2080 -
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R&ABass =
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BATCo 55 578 Y R = 4%
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R&A Basis
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