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HATCO. OPFRATLNG GROI-?

K'Fl'ARFA -FIN@-@-NCE

Niajor changes from 199-1Ke%@ .@kr-,aPaper are indicatedby double linesin righthand
margin

BACKGROL'N-D

Durine 199@ BATC,) Finance De-,a=cnc adopted the %4issionSEaEement:

With wori@ :lasspeople and standards.to proactivelynunaee the BATCO
Gre"LoS nroCi:sand cash o ::,isureour individualmarketand o%-erallfinancial

per:or-manctsart ata tc,,-elofdefinitecompetitiveadvanraee.

corrlmon se,of :@rarcialKe-.. ResultAt= -er-.developedforallFinanceDirectors

an@'RL.-ionalF@ra--@C,@nt,-,iffe7s,r.@hedri,.-cformore --onsLsic-ii*ocusand prioriisat,.c-i

Of 'na-IC'rISSL@!S

--icF;r@aic@@ set.@Ls:o auld%@alueco the business processbv undersandine the kc,,
busir.ess issu::s.zh-,il,!r2irethe c,'fectivenessof the allocat-,Onof scarce r-uuncial

L-esour-;:s ar.@, , le ding ole in L@t aciie@.-,ment of both the short and lone tem- iavLrz a a

profit and cas.@ of BATCA.

IN-TROT)T-CTTQN

This paper seeks cc -sLablish the ru=cial prioriEiCSo( BATCO. and to corifirrnL@,e

m,-nim,.lm le%e!s of @rancial perfor-rnanc--acz--peable for BATCO- and its operalions. It

mcorporates Lht!Ju,,:e199-L Cuunc:al guidelines from BAT Indwrries and t@e finarcial

issues arisuie f.-cm r-t:BATCA. 5 vea.-plan 199@.@- 1999. cozelhe.-%ith the -.xpeceations

rfrom the BATCO I)c@erac@orsto be r--,Icctedin the@ 3 year 1996 - 1998 plans.

T'he K.-%, Art.! Pa.i@,:-@a,.c:,s:.@efauowing areas-

(ti@ Ren;-n or.Net Opera(li3eAssets (Historicalonly).

iiiii Inte-es: C.,%,-rand Debt @,tan3eemeri.

1%-) Ntiraze-rcnE.

1% ) Rc!-Lm @,i5*,iare@ol,@es Equir.

.1@t3naizeableCash F!ow and Cast, Gen;t-iticn co SATCO@

1%11) Export Bassess FLnarc:.ilP::-t'orTnanc:.

,,,iii LK Costs ird SoL:th=pton operations.

i.-) S=,Iard Fxarc.- PLiic:,:s.-kppiicableto operatioasand Fif=c,- Directors'

5--kTC,) s Firan,:oai 19'01 - IQQQ is summarised in AppendLt 1.
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(i) Gfulwth in 2-nf-..IabiLr@

The revised Group profitbud2Ct for 1995 should be used as the basis for growth

euideiinesfor@ururevears-as theoriiiinalplanproricfor 1995 was notac-.Cptable.
Howc%cr. forc"ain companies!markcE5.therevised1995 profitbase isprobably

unacc,!ptabt%tow and individualprofitgrowth guidelinesneed co uke thisinto

account Overall profit-arowliin conslantcer-.nsof at least12.;7c p.a.in line

with BAT Induscriesexpe,.tatiorsis:onsidtrea.tobe ac@L.-%ablebased upon 1995

- 99 plan proje,-tjorisand the opportunitiesfor profitenhancement a%-ailable.

Pr'loritisatior.-f tsour.-aallocation@erve-.,i-iarketsand brands is-ssentialif@,,e

profitero%k-thtarLeEsare going cc be achieved. In practiceBATCO. seeks to
achiene the prof'iizro%,,-ihcareels)n a publishedquar,,erlvbasis. These profit

,zro%4-Ehexpectationsexclude anv si2ni-17-=-esEruc,,uru2-o costs and the local

resultsof the-ic,.vbuslnessesinRussiaand L:zbeitistan.

the -rL-scn(z:2s, of' B.-xTCz a,-ou.:.-@ucsB.-%TCj at a comp(!titi,.e

disad%-a-r.ca2tand mo,,: r3dica@ ,6a%s or
.

an,' managing t@e business

netd (obe

In tare-,,.r.,zindi%idual @ompan-,
. ir.4!.tpcr,-nark.-tp,,oritgrowth =d attributable

brand cz.-ni@-i,2sarcxli. s@.ou:d be to the folloA-inz:-

I) Consistenc-. with Lnic-rai,,onalbrand and --iarke,share objectives.

iZ) CirnmiLneri to the tmple-nenlatior of E@.ePink Book wtiich should pro%-ide

a ke,.-mt!c@,aiiisrnfcr the u-.Lro%e-rertof profit and management of the

tr:idt.

t A majjr deEe.-,.Tunantof pro@Eabiiirv isthe )f sellinL7Lr,*c:s. Expcr,

Ntana2::rs and corrpar@es shoul@ -.rsurtL@ar as -igencraj rule -isEirnes do

nL,cbecome zheape., @n real Et-ms. and with inc-casinz leaf and AT.@is pnc:s

azA pressurt on brand sup7orE costs. rcaiisticcosrnz and forecastine is

essentialin ieterrrLrme furare prcin2 levels.

141 Those operations tha.have Ll,.e-cce-itialco produc.- cost savings. better asset

urilisationand -fficiencies.and disoosalof non or jWer performinse assets.

(5@ Excise is the lareestsliele ;ctm of zost and cxcL@--5vsterns in allmarkets

s,liouldbe kept unde.- :onsL2rE re,.tejv:o ,*isur.-the kc% . objeccivesof ill

L,icartstc!dparties a.-! btLc2 BATC,) should ne%;!.-@e at a

C@IMPeE'.Cl%e Jisad% ar.,igt becl,-se c@.L-itrzise s,,ruciLr:

(6) The *@-uiancialposi(iin and mukt!tini acti,6itiesofthe zompeti@,ica and how it

:s like!@,to uticaz,.-)nindi%;id,.alma,,.'ketforecasts u-.J pricinz le@.els

Reum -',INe, C---er3rLno

The Juic 199-1 Gu!detines ccet%icd'-Or.-BAT lndusines stated dul:- 'BATCA.

should iLm co achieve a hisionc zost rerL.,.-nof at least40'@ for the CTeratinz

Gro-.ipis a @6hole .h,iLheac,@individLLatbusl:,cssachievinizat ',east25 @c

C:)

r,@j

Cl\

(--4

C:)
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Apperd*x 11 @szh!iehts those -companies where the historical RONA is belou- 25 %
and where die fort-tast1996 return is lower than the 1994 2crual or 1995 revised
bud2et, AppendixIIIhiizhii2hEsthoseareaswhere theTradingmar2in isbelow
group averaiieor-itc!iruniz.

Itis suszeestedRc2ion3iDirectorsand Finarce Controlle.-scar2eEindividual
company historicalRO.NA's and exportmarketscontributiontoadmin based upon
currentfcre-,asls3rd known improvement opporruni(ics.

Those operationsx, :e-ritoriesprone to inila[ionand devaluaeionmust continueco
consmnEi,.--,iontiortheirperformance so thatthereisno overalldeECrior'ationof
the businessinrealcerrrls.Cur-renECost AccouniLnLTmay needto be conrinuedin
certaincircurrsE,--ic:sand other muu2cment memr:,rent and mor@toriniz

techniques;r,.c!u,:f!ffecti@tuse of replacementcos-,i:-.z*or maru2irz prict!
increasesard :ashcontol and cash flow manae-2-ne.IE.Re2ionafDirectors
and Finar,.ctCorirolle.-ss,,iouldurZCE :hoseoperations:@.atirt%-ulneribleand
e,isur,, proper ,rar,3zLm::rtcontrolsareinplace.r . -

T*.-icrreLhc,:cioL7,.-or unde.-sEand,-igand enhanclne Brand 'v'alueshould be
LrnplemenEcu,ird resu]Lszvaluated.Howe%er. u'Lsisa ;ecaraemanaeencrt
exerciseco morc%e our @-ind.-rstandingof brand %,al,.i:!and is@-otintendedto form
par-,of LheBaWc: 5h.-L@.

(iii)InerostC.-vt,irdDei-r%tarn,,-ment

SAT InaLsznc:sare !L.-,k;nzto BATCO. to reduce ;ts4e@.,E..-cuir%ratioover the
planpeic)d- ios.-ecir-.cLargetsare set- exceptto the:.%rent:h@tL':.K.income can
be c!nhanc::@.4viaLrc.--.asedlocalbor.-owines.

AppendLx :c)mpanieswithinterestco,.e.-falfir.,zwidiinthefouowing
bands -

a) tu-,es
b) In t.TL:--ssof I'-times

I.,ithe :@e of the(21'@,@dtheproFi:abUiNof the-nd muket and structureof the
debt ihoul..''-e ,ce-isurtxe are CuLLiciall-@zear.-dinthemost effective
m",icr froma a, ard L:K. income3.ne;c.

C,)mpa.-ues -,%;thinthe(biband can be classifiedas ba%in!zsurplusfmancial
r,-sourc--sa:-.,'ii] ofimprovingU.K. income and grouptaxefficiencym"c
be C.-PiorL%j-

There mav ',emu:) LLradvarta,2esifbottowirescan becha=ciledviaHamburz
In%-esanc!r:[Trustor (he BeizianCo-ordiriationCentreand theseoppom=tics
shl,uldbe etplortdbe.,',lrene%xlocalborrowin2sare Likenoutor when existing
facilitiesar.-'ue for ene%ai. Discussior.,swithboth Tr.-asurvand Taxaiioa are
r.^quired4ter such ac@it:esare used.

Lr7

L,@calremi@Lvc;:@,roble-,issteuld not prohibitmximu-n perrr@ssibledividend
declarations

L-4
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In 1995 the BATCA Group -.L;i!SUffCrCOrpOr3tCLI-KESOf i14 1 mn of .vhtchonjv

26@-cariseson UK I-roi-iiswh.-c@represent48q )fthe Group totalpror:t.

The Group efflc-i%etax rate--asLmoro%-et.1rom -"-@2'@ in 1991 to -'2"r in 1994

and isforecas(a(arou,-idl-'- ,
-
or 1995.

The UK has int.:,ducedForz:2.,iIncome Di%iderd (F l@D ) le2islaiion
whic!ican reduce the LX aT

*

-,a%-ableon di%-idendspaid b%.SAT Industrieswhere

the di%@iderds are furded :.---mo,.e,,s;!as,anun!2S. The Lniroduc-.ionof this

e2islatioridoes not alterthe Dbje-zii%,esof reducinizrl,,cLt-,ationpaid b,6operating

cornparues and of maxmusLc2 the oppor-Laitiesfor @nc-e3.sLn2L7K ircomc - the

L-K -,iareinalcax ate for 99@@u@d -.-rairLs3t 1,@c.

Ta., Tanazt!,r..,,it,art:rsis4-::-@:o all :,7.pantes remain rtiL,.an-. kr---ntLoriis

p3r7ic,-,Iar!,, :,,

a) T"-ItUK tr@ar.@'Rev@:rut z --,,r.:encicr--@acB.-kTC,) :s :rzuff,,c;en,

@cs3 from its operarl:=ziu@-s:dia.,:tsand. more unp%cnantl@ associa(ca

z,mpanies. in rC5pCC:if fc-.siz@ R&D reco@-e.,ie5.All z!f,-crtsihou,,'

I,)emade to increase income 0,,)%4sco the L-K and reducz: .1@tillbank

:!@,posurein a,-sarea.

b) 'FnemarginalUK tax :-@,:if 1',.OlcLri1995 MC2M thattheGROLD 5 o%-erail

ux effic;ercvimoroves L@c ma-xL:-usationof local bor,-owir.2sind the

minir,-iisacionof siiareiioid;!rsfunds thr.-uzhhigh di@ide-iddism--u*:cr5and the

@or.s'.derar;or.of capilil ic',c7.ts

ci The low UK :axrate =tans chatB.NTL-KE is a ve-@-Ea.Kefficientvehicle

@or e.TporTs. BN. carefuh@ 5@-ucrurineoperating company c!xwrc )pe.-aiionsvia

B.-kTi(--K&E'l-che Grou; :.= .IpiL21iseon thlssinlatior.

R--Lrn in Sh3re@oi@!e-,zF@irc';

The BATC,) Group historicalr:rum on F'7:)CIEAfter Tay c Sharehoiic-s Funds

isforecast at 3'L-;@c in 199@-@izkl:o 36.2 7, Li 1996.

To -nabic the Gcup, i casl-, ob.itcti%escc '--eme,. Lh.@ key

@:rircr:a-nusibe as prociia&cr tax on shar;:noidersfunds.

This alsoencorrcassc:sdebt. and mxaccn maaa2emenE fror.@Lhe :@rcetsanizlc

and the quannLr.5 of zapitalred,-,c:iorisand ret(:ntion5in I,cbusiness
from :.it ftlnds

The )@,iecivemLLs: te for E@.,: .3nsh2rt-.,-Idersfunds to at a faster

race than ROt@.-k. .-\ppendLy%' @ctsour tose zompanies L@arha@-d -

a) a static.fa,'Iinzr-.Eur-.i-:ichue.@olders --quic-v

bi a -,rur-nbelow -,Oq
LF-.

C) a reram on equirv Ltan RONA
C:)

'- -
f,-1

(o% er the period 19k'-,- I"-,
Cll\

BATCO documentforProvinceofBritiShColumbia23 April1999

BATCO 00115972



Appt:ndt.x%' hiLhii2h(sthatmos( companies fallunder zi abo@c and strategies

must bc de,.e!oped%i(hthe lpcraEtnecompanies Eh3co%er:iperiodof -,imereverse

thedc:clinirzr,-ndsand mpro%-e the rerum on shareholders-undsboL-:inquantum
ter,msand a(a fasterarethan RONA. The !e%elindicatedpo= to dividend

declar3cionsbeing EOO IC'X'

(vii C-ighFlowind(--ichG%!ne-itiont,,3 \IC.).

Our polic,. around @ound c3sh mana2c.-nent. cztEher -.%i*-@-,ska%crse

Treasur%-,ranaLement and the rraxlrnum -eener3tionof cash @l,%ope-atin-e

compalues i,-@d@emictanc;:so BATCO

p,)iic-,isdue o b,!:ssi;c!t!inuicfirstiail")fchis-.cai This%xill

combine allL@C!variousc@ir-rentpolic:esdiacare atpreser,[@onmined innumerous

Lyutdelinesa,-,"iiuE:LcciorLs.

Bar.ktne '--'C2@B,:r73'.k:n2 F,@,.-:= CurT:!ncy
Niana!ze-rc!n:3,id ar-@four kL,, -.L@llbe to zaLn

L'K:r3\alld -"-rthe GroL:: ta,:h ar--as,

s'louidbe pa:d nor cr-l@to t@.c and pr,@,@,dur,-s.but

aiso c,,,ej.l@.kard dire:-,:cnLha(has -,e;:nInd %4@llbe e:r-L-.2cinizfrom L@c BATCO

G,,-Lp @urin2L-,:rexi months.

The Ntana2:!ableCash F@o%4 fizuresb%@ oper3iiorLsare icuac@d in @k@ndLx VI,
These shou'dform the basisof LarL.-tsfor Lnd;vidual@)oe-a(ionsand should be
monic,-r--dor.a quar-,e,-I@b" viatheQPR and QBS du,-.r-zthebudzet %,carto

improve overallcash rr.3riaitemen(.BAT Lndusrres ha@e set a tarze,or
.

manazeable :3-c,@tlow ero%4-th(exc!udinLTcapicalexpendir@,rei @nc,-e2smzat
aco% , tradln;z@rcf'itero%-L-ico r-.tlec:zont,-olof workme zacilil.

A- Fr,-ir@(--@t-arircCcm-a-r-icsio BATCL)@

T@.,jss reflec(edin the rrdrunurrdividend "le-.Iar3tiorsrequiredby

B.-kT'zdusr,-iesfrom BATCO .in1996 (o 998 A @uclLicreaseb%@157cp.a.

T.he RO.NA rmrrls. :.@c use of Jet(wiEhir3the m2joriryof

c@,cBATCO. businessesand the crerds inthe re7.Lr-son shim-holdersftu)ds

ir.dica::subs=tial amotLiLsof cash %6it:imc--r--iLicomp2nim [hatare
ba.sicail.%surplusto !.-quiremerLs,'orthecnzolne size@iftheexisrinetobacco

Fol!,@.%-@::eLhe B.-\TCa.di,6idenc requir.-m,c:,Lsar.@4xuque mx posizionof
L--,-r-,zcme.zut@4c-inesto ope@ailn,2corr:,aniesshculd tmpbzsL$C the ac@-d

for i-,axnLs@neLK r.,mirunczsvia chi:@-K co-rz@an@,es.i.e.BATCO. or

B.AT ,L-K &- E). n, c!follo-A-inzic@-zlfic:ssuesshou@d me addressed@-

,1, D[,,@deidsst,,uidbe maxu-ii5cdand local:,-r,.5cmLnLs;hallen2ed.

St;,-pluscash and under-urdlsedbor-o%,Lriz%,te:.r:aiwid-" :ompazues
;s basicall%ru=claii),Lic@flc:cnr,

.
om an BAT Group

pci:Eion In particularai@,fcr--castcash buz!"4-.ipshould 5c Iddremed

g,,Ildelines-

C:D

CD
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(b) Pa%ments b% OperatingCompanies forspecific:u--:*at:;!and arms
lenathexpensessuch as rovaltn-.T &- A Fees.R i D. insurance
placedwith TIC. tic.arehiehlytay.efficieneas the-.a:::generally
allowedforL&Y.intheoperatingcompar*-and sub.te--,:oicw =

.
inthe

UK. Purchaseof operaeintcompany trademariz.5t-%--@ez--nrrecould
be firar-ciail%-attractivewhere itprc%-idesta., L-K rovalr%-
income and pro@idesthecompanies %iL'iczsn w@:z,:za:,.t,enrlall%-be
repatr:attdas Jividerids,

ic) The use )fcapitalreducion sc.@e@res.

(d) Continuu,2effortsshouldbe made toreleaseBATC,, -ic,:k--dunds.

B. W;thinOperatin-Companies

%k*ilh.he inc,-.-a@edemphasis on cash and asse, -nay be
approor!ale. inhie@..ntlat:cnit-ntor.Ls. tnd :ash
balanc;: \IlnaLeabie cash -@o%%-zrcv.,L@s@,-.;*.-@ tradLri2

proC,E ZrO A L@,

C,)r-,panlc:sMLS* t.-TZ LhC@f C.-Pen:SCin -,ashL'c-,.4 and
forc!--ast,.nz:o LhL same izenerallevel of accunc-. as re--ezed in profit
management. The morueorinizof the 'viuuzeabieCa-s@:Fj% via the
Qu.irie.-I)-Cash Flow reportingshouldbe usedzoer-sL;r!Lb@-shicpcasand to
identifyir=cdiatc!vthosecomparues thatha@e a ne22ii% !lowor are
generatingless:ashthanbudizetedsothatcorre.--,rveac-:cnzin@,vLaken.

GuideiLriesto Opc.-:i(lnzCompaLiiesshouldmake to ite *asset
turnoverratio'requiredas an overallmeasuremcztof of asset
management and LareeLsset where ratesare unac:!TL31-.:!or dectin@,2.
Appendt@,'v-ntiizhliehlsthoseareaswhere the ks-;etr.;@%er isbelow the
erouoavera2t:)rde-.Iinine.

With volume eroi-Etoppormrities.lar2cl*,Ehroueb %-tl,:!it4t3dtobe
more vola(-.1e.emereing in manv ma.,keLs.ex--a .Sre=lredto
guard aeainstover stockinizand subsequentassetmlmo,.erriz,,declines.

In-vesunentlevelsin FLTed and CurTerE Assets are larzein2o@,emed b%-
@-olumes.anliso Efieaccur-acyof salesforecas;ingin au L;kets isvery
re!@.,,anE.IEmay be appropnatetoemptusisethat sa;-.sforecasts3.re
.notbeinizachie%ed @Eisimportaitccreac-,quickl-.-to a,4,-= It,. .-Is.

Therear.-many rerrul=g disposaloppern=ticsforno.-aDL!
per-for-.ntneassetschatshould be takenas soon aspr-a,::.cii.

Proposed captL31excendinire should be re%:iej6-edb-,R:!.@-7oralDirecors
beforeinclusionintheBATCO. Company Plan.and t:,ePrmc,,r!csoutlined
inthepaper 'FinancialRerum on New Investment'shculdle i@,ldog-edin
operatingcomparues when evaluatingproposals.Refzr--o,:--s"'L-.Wdilsobe
made totheGroup manufacruruiecapacitydatabaseheldty PP&D before
re-.ommendini!or aerecin2a new Lnvestment. Lri

CD
Lse shouldbe made ofpostauditreviewscoverineiU it=, .@ittitbusiness r@-I
e ii invesirneri appraisals. pric.-increases. new briw !aL=hcs. -ic with a
view to unprovin%! controls and leamlne from past to assls[the
qualityof futuredecisionmaking.

C:)
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(VII) Ftpnri Bu-zine@;@FinancialP-,-fr,=:incf

.-%ppendi.-'.'IIIshows contributionto admin from the major markets ard erowth

rates.The same principlesfortheoperaeinecompaniesare relevant- maintaining
priceleveisand mareins consisienewith costs and intemacional brand and -narket

shareobjecti%es.cost.cred.,.and stockcontrol.and cashmar.3ge.-nCnt.
Comple.xiiN . costs. the lc,,;:l of unal[L-cated o%erheads and financing costs ,nLLst be

taken into account when CLxine prices and corisider7n2contribution :o admir
7 -

Ciialires.As well as absolute zurtenc-. values rele%-ancratios ,or each marke!. e.g.

@-ontri'cuEionto admin as "C of ne, i-,rnoverand contribution '0 3dm.-::-C7 MIJIC

also need to be considered for -a-..@market.

Southampton site costs will be allocated to exports on 3 budected per -,ii;lecost

which will be deter,-nlnedwhl-i the impact of the Project Stem (cost - 10%@

(orinula is full%e,-aluaied.

C,-)@zc,;an-4

mana,2cme.,it iss-ac SCUL:,.z:.-.plor

.-iline co meet tEs iriginai P7,'ICC'.T-,s@ zon@-c-sion cos,, le%,-isand L,@e ra-crry of

Scaines and \@'okini L4cpa.-.@ic:nczost clnires IL-,oklnizfor cost .nc.--,asesxa%, ahead

Of zhe ate o@' inrlaiiori ane the -zen.-ral lc,.el of zosr increases acc@---E.-d@n the

)%;Ilseas operations. Southampton s@.cu!d pursue its C!ass A sL3rus ob

'

iectives

,;.hileHead Offct costs ar-.unlike!v to be age,-rssivek rac.Ued tinrjthe @ulcome

,ifProject Banalior isknol-i.

(I.K) Sr2n(!ard F;nance Policies Appliclbfe to F@-lnc!.

Cl,ec.Uisl

In % ie%Lof the hieh prorde of the z,-oup.itsac,,i%-iryLi various financ:al -arkets

and as 3 pre-requisite to BATCO beine a well manaecd zroup or Zomcar.IL-S is

@-itaithat these disciplines are a&.er.-d co a: all times. Re2iLnal DL----tors,

ReL,ional Finance Controllers. Companv No. I's and Eheir Fi=cc Dire-.:,,rsand

sca@ must ensure. particu@arl,--A;he-e"seaffchanges oczur. that awarer.L--s and

LrnplemenEation of these peiicies is maintained at ailt=es. There have been

qeriou.s in rhL pa-s and compliare- with these it all

@e re-emphisiscd ccnriaual%. Coveraize o,' such wles as 4ividend levels,

',orrowing arT:LneemenEs. rew c:ompanv formations. etc:.in Pluis does nLc t-nove

the requlrem(!.Itfer specfic 2ct)ro@alprior to the time of L:-.cierncr.Eaticr..

Uri

..larch199-i

CD
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