“the new smokeless cigarette. Although RJR had s good unit performance

* share), compared with & 26 falloff for the industry. RJR management -
12" appears to be fixated on its loss of the number-one share position. We ..
- prefer companies with more commitment to profitability than 1o market

- to have gradual consumer acceptance. Market testing may begin in mid
1988. The cost of the new product is high - S125 million pretax (S0,
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Excess Cash Flow in 1988 and a Focus oi Market .S{I?arc in
Cigarettes Will Restrain Results
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We expect the shares of RJIR Nablsco to match the performance of the
S&P 500 over the next 6-12 months, based on the company s prospects for
little excess cash flow near term snd an spparent emphasis on market
share, rather than profits. in its U.S. cigareite business. RJIR Nabdisco's
earnings growth is projected at approximately 205¢ near term 10 $4.78 in
1987 and S5.75 in 1988, Longer-term earnings growth is estimated at 1467,
roughly in line with operating gains of 13% annually.

There will be no excess cash flow in 1988, given higher capital outlays for
the new oigarotte and far Nabises. This i « Jureppuinumeni, Nublsco pians
$) billion in capital outlays over a three- 10 four-year period. compared
with previously announced spending of $600 million annuaily. Nabisco will
create modern “super bakeries” that are cupable of handling single-serve
sizes, as well as normal grocery store packs. In addition, the company®
nine U.S. bakeries may be reduced to five. This move is designed to make
Nabisco the low-cost producer, while capturing growth in the single-serve .
snasking markel and 1he market for fnnd swsy from homo, The prejest hay -
a five- to seven-year payback. Simply expressed, shareholders three to five
yesrs from now will realize the beneflt from this program, rathee then -
current sharcholders, ' s

RJR Nabisco sppears to target market share gsins, rather than mulmlilug "‘f-('_: ', “

rofits in its U.S. cigarette business, Profit growth in U.S, cigarentesis .
orecast to be 10% in 1987 and 9% or less in 1988 because of a focus on
lower-margin generics and heavy research and marketing expenditures for:

in 1987, with an estimated 16¢ decline 10 186 billion units (a near 336¢ . -

We expect RIR Nablsco's new smokeless cigarette, which Is revolutionisy, o7
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