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To: Mr. B.D.Bmmley (BATCo.)

B.A.T Industries'Guideliges:Juiv1992

The arm bed Guidelinesoutlinethestrategicprioritiesand fl=cial objectives

which have been agreedforBATCO. and which shouldbe refwed in your
plans for 1993-199r7.

I. I"neguidelinesare consistentwith B.A.T Industries'own objectives

to:

(a) Provide an above average return to shair-@cidersthrough

dividends and capitalappreciation based on a sustained

trend of above-average growth in Eammgs Per Share,

achieved by developing and expanding the Group's

activitiesin Tobacco and FinancialServic=

(b) Complete the rapid recovery in profitsin 1992-1993.

2. Within theTobacco sector,the aim will be to maintain dx Group as

a leadingglobal player, with competitive strengths which provide the

abilityto establisha leading position in selectedd=mts of the

world markrl

3. Key elements in the overall s=tegy are programmes to increase

market share, maintain the growth in exports, =mgthen the

competitive positionof InternationalBrands, invest for the medium

term in new markets, and improve intra-Group cL).@on in

marketing and product sourcing.

4. Prioritiesincludean emphasis on increasing producd,.@ry,improving

profitsin activitieswhich are currentlyoperating at 'ow levels of

profitabilityand which are of a size to provide signifl=t leverage,

the technicalupgrading of products and processes, and ooportunities

for expanding leafexports.
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5. R=ognisingthe criticalimportanceof nimnement,specific
attentionshouldbe given to ensuringthatthe orpnisationand
qualityof management in each businessissuchthatitbothoperates
effectivelyand hasthemanagement resourcenecessaryto realisethe
potentialforfumm developmentand expansion.

In themain,theguidelinesresmtetheobjectivesand prioritiesagreedprtviously
withtheCPC. Ifclarificationisrequired,Miss Bartonshouldbe abletoprovide
this.Iftherr,am specificGuidelineswhich you wish todiscussfin-ther.ple=
lr-zme know, preferablywellaheadof theplanpreviewsdue tobe dL@m@ in
October.

PatrickSheehv

Enclosure
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GuidelinesforBATCO. :Juiv 1992

Gtneral

1. Ile 4ffigpi@& for BATCO., which should be reflectedin the performance
cri=m fortheNumt>erOnes intheoperatingcompanies,shouldbe toachieve
pro&-essiveimprovementsintheresultsfrom theexistingTobacco businesses,
con=ta&g particularlyon acitievingris..Inoved-market-.shares-imd-volu=
ip:ii-h(especiallyin Exportsand in IntemabonalBrands)wiiiie-also
ou . Livepi

2. imodfitionto itsdirectrolein the management and development of itsown
bil@zi BATCO. wW alsobe igg
fad=pn and,throughthe
Toba= StrategyGroup,for-

(a) ormulatingand agreeingwith the otherTobacco companies,a
gmupwide R&D programme;

(b)te preparationofcompendiums on smokingissues;

(c)midatingand w-ordinatingactivitiestopromotetheGroup'sviewson
tese issues;

(d)ftn-therdevelopingbrand valuationas a toolfor monitoringthe
tff@ctivenessof the Group'ss=mgies in enhancingthevalueof its
orandstobe implementedfor1993.

3. BA @-L-o.wW work on projectsas requiredby theTobacco StrategyGroup and
itw@--alsoassisttheNew BusinessDevelopmentTeam ofB.A.T Industriesin
that@-,Wy'sevaluationof proposalsto investin new marketsand to make
acq=--jionsordisposals.

4. Divcmi:fication(e.g.intoAgribusiness)shouldbe keptto a minimum, and
purs=d only where thisis necessaryto supporttheTobacco business.
How--@er,BATCO. may be asked to co-operatein developingfm=cial
servi= busmessesin selectedterritoriesas partof theoverallplan for
estab:-shinga worldwidepresenceinthisactivity.

5. BAT@:o. is expected to participatein the processof developingbest
int@--@onalpracticeinrespectofitsenvironmentalpolicies.'nereshouldbe
speciecplansto ensurecompliancewith thesepoliciesfor allBATCO.
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FinancialGuideliries

6. TradingProrit(includingshareof associates)shouldgrow ati-z@ per
arinumon the1992fore=t baseoff482 millionovertheperiod1993-1997.

7. CAsb Flow isdefinedas manageablecash flowin accordancewithBATCo.'s
responseto lastyear'sguidelineon developinga method of managingand
presentinginformationon a cashflow basis:-

LM M IM L94 IM 12% JM
ManageableCash Flow 200 29r2 369 420 476 536

The above figuresare based on a re-presentationof theBATCO. 1992-1996
plandam "ney aretheminimum acceptableand shouldbe changedtoreflect
the12.5% tradingprofitgrowthobjective.

BATCO. shouldcontinueto seekopportunitiestomaximise UIK cash now,
udhsinglocalborrowingswhere necessary.With theexceptionof measuresto
meet thisobjective,itwould be the expectationthatthedebl'equityratio
would decline.

The minimum dividendsexpectedfrom BATCO. are:-

EJM IL92 1993 1294 IM 1996 1997
Dividends 248 279 314 353 397 447

ne progressionof12.5% isinlinewith thegrowthoftradingprofit.

:0- BATCO. shouldaim toachievea historiccostreturnof atleast40% forthe
operatingGroup as a whole witheach individualbusinessachievingatleast
25%.

SpecificPrioriti

-manogen3cmMLimgement : There should be specifu@implin&wubwopgrade
e*mdveam andcapability,throughimprovedorganisationstructures,clearer
definitionsof responsibility,rigorousappraisalof the qualicyof existing
managersand enhanceddevelopmentand recruitment.13enchmarkingshould
be appliedrigorouslyto raisestandardsof recruitmentand promotion,and
shouldincludethegeneralmanagers ineachteriitory.
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Quality:T"nereshouldbecontinuingemphasison theneedtoachieveand
maintainsmoking qualitysuperiorto competitorsand to maintainoverall
qualityata levelsuchthatitconstitutesa competitiveadvantage.A-mom

goqunaifiity------&-velopedand
progressmeasuredagainstit. Where thisrequiresincreaseduse of imported
leaf,actionshouldbe mken tonegotiateany necessaryrelaxationinimport
regulationsand toimplement therequiredchange.

Volume Growth : BATCO. shouldgivepriorityto developingplansfor
acceleratevolume growth, concentratingparticularlyon UK International
Brandsand licencedUS brandsin existingand new markets,airr@g to
achievea minimumof5&gg,W=w'=em! VoMftlm

1-. Exports:Thereshouldbe continuingpressureto increasethe penetrationof
exportmarkets,particularlythoseac=&sed by FESU. New expmt marketsin
Thailand,Korea,Centraland EasternEurope,and South America, shouldalso
be developed.

I InternationalBrands : Ile marketing initiativesand support for the key UK
and US InternationalBrandsshouldbem-ordinatedinordertoaccele= their
growthto17.5% ofworldUS (excludingdomesticmarkets)by 1997.

16. AlternafiveBrands : ne vulnerabilityin marketsand marketsegments
whicharedependenton onebrand(forexample,China and St= Express555)
shouldbe reducedby promotingan alternativewhile stilllimitingthetotal
portfolioof brandstoavoiddissipatingeffort-

1-. ExistingMarkets ;Emphasis shouldalsobe givento theplansforregaining
marketsharewhere thishasrecentlybeen lost,particularlyin Venezuelaand
Argentina,and toincreasingmarketshareinEurope,Lildngfulladvantageof
oppor=utiesarisingfrom the European Single Market. Twonvmxkin
pwfflmtykshould be achieved

18@ ProritabilityfLTKIncome :There shouldbe continuingemphasison theneed
tounproveprofitabilityand toincreaseUK income,consideringopportunities
toincreasecost-effectivenessby simplifiedorganisationstructures;optionsfor
changesin productsourcing;and the repatriationof surplusfunds held
overseas(beingpreparedto incurlocalborrowingsifthe neteffectcan be
shown tobe advantageous).

19. ProductionCosts:There shouldbe specificplansforeach businesstobe the
lowest-costproducerof qualitycigarettesforitsmarket.
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20. Assn Productivity:Tightcontrolson capitalexpenditureand leafdurations
shocidbe established,bearingin mind theneed to maintainkigh standardsof

mam-facnzing efficiencyand productquality.

21. ProductionC2pacity :BATCO. shouldalsohave a plantoensurethatthereis

sufnzientproductioncapacityin the rightlocationsto meet the salesforecasts
to 1-097.The planfor BATUKE must alsotakeintoaccountthe pAgW&.4

4- im2nebA forecast3iin the

plans-Factoriesshouldbe closedinmarkzm servedby more thanone factory,
and investmentshouldbe made in existingfactoriestoachieve econon@desof

scal--modemisation,costeffectivenessand costreduction.Pxgulat-tu@
oipmgmswot*t@ect,.Testsboul&be-made-jg=grpi@----.eryiiilesWnest

22. Leg-@': BATCO. willparticipatein the team to be formed to plan and
imp;&.menttheestalblishmentof the Group as a leadingsuppher of Leaf to the

worle marketby theyear2000.

23. Divm-siriedActivities: Except where diversifica6onisrequiredtosupportthe
Toi:-.= businessor where itispartof theplanstoestablishfi=cial services

acti-,-itiesin new territories,the aim shouldbe to reduce the levelof non-
Tot---=activities.

24. Incfa 'nereshouldbea continuingobjectivetoexercisegicata,cot..uiuvzx

diy, R ucdvidemfmincrcase&Auityxiw-dmip.%Tobaccarbusin@

HCB/djs
28th July
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