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Excess Cash Flow In 1988 and a Focus on Mruket Share in
cigarettes Will Restrain Resalls
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Vt'e expect the shares of RJR Nabluo to match the performance of the
S&P 500 over the next 6.12 months. based on the company's prospects for
little exctss cash flow ntar term and an apparent emphasis on market
share, rather than profits, In it . L'.S. ci=arette business . RJR Nabisco's
earnings growth is projected at approximately 20% near term to $4 .75 in
1987 and SS .73 in 1988 . Longer-terra earnings growth is estimated at tlr .
rouQhly in line with operating gains of 13% annually.
There will be no excess cash flow In 198= . :iven higher capital outlays for
the new oignrotte nad far l:abiua. Tk:, N . J;v.pt,.,ittuttcnt. Nabisco puns
S3 billion in capital outlays over a three- to four-year pcriod . compared
with previously announced spending of 5644 million annually . Nabisco will
create modern "super bakeries" that are capable of handling single-serve
si:es. as well as normal groccry store packs . tn addition, the company's
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
snackin8 trlarkct tlnd thr marUet fnr tr»d'wsy from homo . Tfte'rajese h+u
a fi•e- to seven•yeat payback . Simply sxprtssed, shareholders three to tive
years from now will realize the beneAt from this program, rather than ,
current shuehoiden .
RJR vabisco appears to urttt market share =ains, rather than maximitln8 -
profits in its U.S. cigarette business. Profit jrowth in U.S. cigarettes is ._, :
forecast to be 10% in 1987 and 9% or las in 1988 because of a focus on ,
Ioaer•margin generics and heavy research and marketinj expenditures. for ; . :
the new smoketess cigarette. Although RJR bsd tt good unit perforraufct" : -
in i487. with an estimated 1%. decline to 186 billion units (a near 33%
share), compared with a 2% failoff for ths industry . RJR management
appears to be fixited on its loss of the number-one share position . We
prefer companie : with more commitmcnt to profitability than to marktt ~ ;;;

e exOct RJR `'abtuo.'s"aerr :motceiess ct=arettt, wbkb Is`rsvolationar,r :
to ha.e gradual consumer scceptutce : Markcttcstinl may, begin in ; :
i988' The cost of the new p~oduct;is hith_`-,S12S.mitlion pretax (50.30;pc
charc):'piw i pos:~bk 5200"m~lhon.for.caQ,ts1 addtttons`sucli ss eq»ip~
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