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Tobeeco Stratea Review teem 
-. - .- 
- -- - 

The tcnrh aeetiag of the Tobscco Strategy Review Teaa wss held oa 3let 
October 1988. 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

Present: Kr. P. Sheehy, Mr. E-LA. Bruell, Xr. ..D. Brsalry, 
Ur. R.J. Pritchard, Hr. U. netter, :4r. 2.J. Ssbofs l Sflva, 
Dr. R. Selter (Secretary) 

Hr. B.P. Cerreuey, Hr. HZ. Fripon, br..X. Erfcheea ead 
Nr. P.J. Rombsut sleo sttended the meting. 

Nr. A.L. Hesrd was pruent for Items 11 to 2J faclurivr. 

Introduciq the meeting, the Chairman reid that the membership of the teem 
bed been exreaded to include the Chief kecurivee of the Iobecco 
budacaeea la BATCo., BATUS, BATIC end Souse Crus vith Xr. Brutll 
rtpreeenttng the Aesocirted Conpsaies, lmeeco sad Amecil. 

Reviewing the terms of refermace. tc use aoted thet the priacipal sLae 
of the tesn would be to ensure that the Group mouse8 a coherent l cretegic 
thrust la Tobacco, thet there is effective t&halcal and aerk&Ing 
co-operation be&mea the Group’s Tobacco buaInesses sad :hst there is l 

unified l pprosch on Smoking Issues. 

The team would be concerned with mejor sew 1altZstfves sad with reaoviag 
structure1 sad other obrtscles to effective marketing or technics1 
co-operatloo. It wee not lateaded that lt should k concerned vlth 
monitoring progress fa areae there co-operation ts elraedy proceeding 
satlefactorilp or vlch Issues which era specific CO oaly one Opereriag 
Croup. Bowever, it asy be used u a wane for rhariq iafotmsrioa in 
cesee vhere chfs sppearr to be spproprisce (e.g. where s development in 
one coapsay cotid be of vider interest). 

The mlaatee of the previous mettin& held on 5th loveabet 1987, were 
agreed. 

On Smokfn~ Ieeuee, Hr. BremLey reported that the summary compeadlum 
vould be completed in November sad It Is hoped to he sble to launch It by 
the end of the year. 

FollwIag on from this, ft is hoped to be able to coaplete aad Leuctch a 
more detailed compendium. vhicb will be directed et the rcleaciflc 
comuaity, in narch 1989. 

It vse noted that the major public conference on low-risk tpldemlology, 
covering a tsnge of other subjects ss well sa Tobacco, us8 still scheduled 
to be held In Gervay in Hsrch 1989. Phflip Morris uere orgeaieing their 
ovn conference in February but this would be limitd to Tobscco. It lies 
uafortunste thst the tvo conferences were being held eo close together and 
iir. Bradey wse monitoring the l ituacioa to ensure that say possible 
adverse effects were minfrised. 

The Chsirmea emphsaieed the Importsace of ~ataitiag pressure on SmaUng 
Ieauee. He believed thee the tvo compendiums vould be useful la thir 
respect and atreered the aeed to hsve then trsaslsted fare Cermea, Spenfah 
aad Portugeec. 

It uas eugsested thet while ulateialag pressure et the natfond Level, 
pertlculer emphseia should be given co orgeaiaiag rapreaeatatioae et 
municipal level, using locsl people ss larch ss poaeibh. 
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8. It van noted chat uork rponaored by the Tobacco industry in the USA on 
Eavirormental Tobecco Smoke (ETS) wee beinS funded jointly by PhIlfp 
Morris and R.3. Beyaolda rachtr than by the Tobacco Inatituta. Brown & 
Uilliomaoa had put money fate privetsly funded projects at the Uoivtreity 
of Kentucky and van active In prcmotlzq vork on ‘sick-buIldIage~ to 
restarch th dtgret to vhlch radon and air coadltioaing eyrteas were 
importsac contributors to environmental health haaarda. 

9. Xr. Uortar reported that BATQ had orgaaIeed a coafereace on STS jointly 
vIth the Auecrian Tobacco monopoly. They ware also co-operatInS vith 
vholeealers In ensuring that the industry poeltfoa vu represented 
effectively to govetnneor both at local aad aatiooll level. 

LO. Mr. Saboia reported that Sputa Crua were alao active In this respect in 
Brazil vhete there uas a trend tovardr more restrictive legIrlatIoa (e.g. 
regarding ETS Ln oon-veatilaced enclosed spaces). 

11. Hr. Beard reviewed Research and Development. Total Croup upeaditure 
on Tobecco-related ALD van f30 million. The majority of this via managed 
and funded locally but there vas a co-ordlnated pro&me of Group - 
Strategic R&D accounting for around 10% of total upaditure. Total 
expenditure Ln 1988 hsd beau budgetted at P-3 milllou spit u fOllOVS:- 

(a) Smoking Issues Seaearch (Exreraal) co.3 mLllioa 

(b) Pundamenral Icsearch (mainly BATUKLE:) fZ.0 mIllioa 

(cl Project Creaadoc (BATNUE) f0.5 million 

Cd) Project Airbus (Erovn 6 Uilliamson) fo.5 mIlli 

12. Smoking Issuer Research couprises a group of projects by medical &cd ocher 
scientific dapartwaie of unIverritlae, by hospitals sad by other 
repucabla inatItut1ona identified and agreed with CAC compbaiee. The cost 
of these projects is rplit qually between the CAC coapadea, excluding 
Braall. St wee ootrd that the eama eyetem of funding vwld be retained la 
1989 but that the overall level of expenditure would be facreaeed by 10%. 
This vas a lover level than the original proposal, which had been for an 
Iacreaee of 25%. 

13. It van noted thet the Fundamental Research programme divides into projects 
responding to repubtory 1reuee (such as Envirooosatal Tobacco Swke) sad 
tboee aimed at lmprovemant of product quality. Iaportant clement8 of thfe 
vork are projects to reduce specific products froa amokIng to defined 
levels, projects to meaeurt the &area to which certain chemIcala peralat 
in enclosed environsnate end the develoPmect of in-vitro tests epplicabla 
to tobacco products. Consideration Is given to publishing vork wherever 
this Is judged to have l cleatIfIc merit. Product deveLoppaatr Include a 
fire-safe cigarette sad flavour developments In Sours Cruz. It van noted 
that a 15% increase IO exptndIture on fucdameatsl research to E2.3 mIllion 
use proposed for 1989. 

14. Project Creeadot hes the specific aim of developing a cigarat~e tith vary 
lou tar concent but aormal nicotine delivery. The aim la to rmve from a 
current 1O:l to a 2:l Tar/lIcotIae ratio wer a five year programma of 
dtvelopPsnt which will include mcdificatIons both to the Tobacco end to 
the deSfgU of the cigarette fteelf. It van agread that In vlav of the 
importance of this project, a fforta should be made to accalerare the 
development progremae* The proposed level of upeaditure la 1989 18 fO.73 
nlllioo, vbich 1s l 50X bcrteee on 1988. 
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15. Ptoject Airbur is a more rediul approach to develop a product which hu 
soa similarities to the recently launched RJR Prrmier, but vhfch relies 
03 an sltecnet~ve system tied on cisvelopnencs :v Illis red Hughes, 
patented by BAT. 

16. It vas noted chat RJR had now launched Premier in tvo Stacu in the USA. 
biifle Lt vu too early to be able to gauge the ruponu of the aarkec, the 
initially unattracrive taste end aroma and the cechnicsl problem 
rasociacrd with the difficultiu in lighting the product, the veriations 
ix length and a shelf lffe Uuited to five months vere all ideoclfied as 
r:@flcant problem that vould ueed to be overcome. It vu also noted 
that even the status of Premier u a fire-safe product depended on a 
sarrw tcchxical definition of the CUE applied and vas critically 
dependear on the orientation of the product uheu tested. 

17. I: addition, there is the more fundamental sod still unreroived question 
aa to vhechcr the product vi11 be ckssffied as a drug delivery spscam 
rather than a cigarette and thereby fall under the jurisdiction of the 
EX. 

18. Despite the uncertainties about Preaiec, it vas agreed that this vu a 
significant development in vhich there vas a high level of public interest 
and vbich couid not be tgnored. It vas also noted thee although Philip 
Xorris had not sada any public atatesents on the R1X developxent. they 
were thought to have developed a sl.zilar product vhich they wera holding 
i: reserve for a possible launch as a competitor to Premier. 

19. U:h the exception of Svirzerlaod, uhera nev repulatioos would affectively 
prccluda the launch of this type of product, most countties vere adopting 
a ofmllar attl:ude to that in the IX in takfng at least a neutral stance. 
So restrictlaos vere expected on sales of the product :n Brazil and in 
Camany, the author&ties vere generally supportive of a development which 
uaa meen as being positive on public health grounds. Eouever, lt vu 
still thought that if there vss a declsioo in the US that the product 
should ba chssFfied u a dmg delivery system, attitudes vould be 
reversed vorldvide and RJR themselves have said that if the product were 
to be placed uder the jurisdiction of the FDA. it vould be vlthdravn. 

20. It vas agreed that pending clarification of the regulstory sltustlon and 
f-rther evaluation of the impact in the market of the UP product, the 
derelopuent of Airbus should continue. 

21. it vu noted that since the desim of the product involves IO= combustion 
of the Tobecco, it has a greater ckfm than Premier to be claraified as a 
genuine cigarette. Xovever, it uight still encounfar th same 
difficulties as Premier if this vas classified as a drug delivery system. 

22. I: vae also aoted that there vere still technical difflcultles to be 
overcome l xd it had not yet been possible to develop s prototype of a 
raciafactory AirbuS product. The current eio ves to complete this phue 
of the project by March 1989. 

23. I: vas noted thet it v&s proposed to increase the upexditura on the 
project from PO.5 million In 1988 to 0.88 mlllfon In 1989. Hoverer, in 
viev of tha uncertainties both ebour Airbus aud about Premier, it ves 
egreed that before gooiq beyond the prototype #tam, the project should be 
revleved again in the lfght of the progress achieved in the project iteelf 
aad in relation to the situetion vfth regerd to the RJR product. It vu 
agreed that chls reviev should h held fn Harch 1989. 
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26. It vas suggestad that the expenditute OQ the luodamntal Research, on 
Creendot rod on Airbus should be funded oe a riailar fomula to that 
applied 13 ma giving allocstions as follovs:- 

SE 1988 1989 

BATCo . 0.75 1.73 
Brwn 6 Yilliamson 0.90 2.08 
BATCP 0.57 1.32 
ITL 0.57 1.32 
Amatil 0.21 0.48 
TOTAL 3.00 

Note (a) f13.38 eillioe of the edditioeel expenditure is accoueted for by 
Airbus and is sbbject to a favourable review of that project in 
!farth 1989. 

25. On Tobacco Expansion:- 

(a) Yr. Braticy reported that cha APEX development is held up pending 
the coupletion of toxicity tarts vhete there heve been probleva in 
finding suitable kboratoriee vho have the capacity l veilable to 
undertake this vork. The costs of iuscalllng the pknt era also 
being queried. Eovever, this in still cooridered to be au axcallent 
product. 

(b) It is lotended to close the DIET plrnt in Berlin and to sell this to 
Aus calLa. 

cc> It vu noted that CL3 is still in use in Sfegapore aed the Chairven 
underlined the need to iaplevent the policy to l lfdnacc processes 
urlrg Fluorourboae throughout the Group. 

26. On Leaf Buying, Sr. BraPlay reported that the co-ordieation betvean 
BATCP end EATCo. vea progreseirrg end vould be fully operative by end-1989. 
More generally, it vee noted that greater co-ordieation of leaf buying 
vould enable s toclu to be reduced throughout the Croup rod it vee arked 
thee Xr. Bramley l hould armage for Hr. Davis to produce a revirv report 
for the next oeeting, shoving the impact of co-ordiaetcd lerf buyiag in 
rcducf ng dura tfons. 

27 l Revlevlng the progrese with Barclay and Capri. it vaa noted 
that :- 

(a) Caprl vaa nw eationel in the ISA vhere it had an 0.15% market 
share. The 12Om product hed been launched and the C’hairman 
ruggested that this version ves a particulerly clear statment of 
vhec the product stood for. 

(b) Elsevhere, Capri had been launched fn 68 market8 aed vhile the 
propress of this product aad of the competitive product Vogue had 
been lfaited in Europe it had mede more progress in the Wddlr 
Ea8t. 

(c) Hr. Xertar reported that there ves no reel interest in Ultre-thin 
productr lo Oemeny and Buclay vas l cill heving limited 
succus. Emever, the brend vu being riateina and further 
attemptr vould be made to davelop it in 1989. 

(d) ?Ir. aremley reported that Barclay vu stL11 progrusive fn 
Holkrid, Belgium end Finlend end wee holding rhare in 
Svltserhnd. Eovever. there vu no lntetut fn Damtk. 

I . . . 
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(e) Xr. Oritcherd reported that deepite the at:acks by Philip Korrtr, 
Barclay was l ~ill doing vcU in tha HiddLe Iast and wes progressive 
irr other export =rkets. 

(f) Although alahers bad shown no iacereer in liceneing Batcky or 
Capri. Tabaealon had shown a more positive intrreet l ud further 
talke ou chic were scheduled for November. It was also intended co 
negotiate ulch the Swedish waopoly in 1989. 

the Chsirman reiterated the fmportaace of lumping up the pressure in 
developing the merkate for Barclay and Capri and eekad for a further 
review of progress to be prepared for the MXE meeting of the team. 

28. tigerding ehe work EO prepare for the Singls toropun Harkec scheduled 
for completioo by 1992,. the paper eummarieing the currear poel~ioa on the 
project co push ehead with Manufacturing Rationalieation vae noted. 

29. Yr. Bramley reported that %r. Heyvood was chairing a team, including 
repreeentatirer front SAiCF. which had set up study groupe to prepare 
proposals on e&Q of the key aspects of tha Croup’s activitlee vhicb vere 
likely to be affected by the &rclopmaat of the eingle merkec. 

30. On Tax Har~nieation, BAT were trying to persuade the CommLeeioo to move 
from their currem proposal of a specific tax of 19.5 ecu and an ed 
valorem tax of 52% to 31.7 ecu plus 402: ad valorer. This vau felt to be 
more realistic thau the position adopted by the other Free Enterprise 
Tobacco compnies vhlch vere still pursuing a policy of preeelng for a 
1002 specific tax, 12 direct oppoeition to the Xonopolles who were 
pressing for 100% ad vr:orem. 

31. The study group vcce also cooeidering the problem of Roll Your Ovo (RYO) 
and were formulaelag appropriate proposals. 

32. The Chairman emphieieed the importance of coming to a firm decieion on the 
optimum BAT poeitfoa on the tax lesuoe including RTO, ae a preliminary to 
pursing this ae effccrfvely es poseible on a political rather than nrrely 
8 technical p&us. Be also euggeeted chat further l mphaefe ehould be 
given to strengthening the political approaches being mede both to the 
Commfeeion ard to lndioidusl Xooopoliae and Compeaiee in an ettenpt to 
influence them tovarde our point of view. 

33. Hr. Bramley reported that a poeiElon paper vas being prepared on markacing 
ieeuce arfsing from the single merket and this vould be completed by tha 
sad of the year. Thle. aad the othar aspects of the European Single 
Harket, including the effect on the Duty Free trade, vere co~tinufng to be 
giveo a hfgh priority vithin BATCo. 

34. Folloving a diecueelon of Cigarette ILxports. it vae agreed that a 
separate study l hould be l ec up co revfew the critaria l ppucd by each 
of the Tobacco companite in deciding both the extent to which arports 
should be pureued and the way in which each markat l hould be eourced. 
In the latter use, one of the factore to be conridered vould be the 
need to l oeure that the l ctloity provided en acceptable return on the 
funds employed in the buelneee. teking both flxcd l eeets and working 
capital into account. 

Subeequent to the meeting, it vas agreed that Mr. Pritchard vould be 
rrepoueibLs for co-ordinrting thie study. 

/ . . . 
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35. It vas aoted that in certain urkece. coapecitore vtre offering cigarettes 
ac very low prlcee, thought to be eourced from Braail. The Chains 
thought that this might be claeaifled ae dumpLag. Et aeked tha Secrrrary 
to inveetigate further vhtcher this 18 10 l d, if it is, vhat l ctioa might 
be caken against the companlee concerned. 

36. On the development of ntv marlute ad the co-ordination of major 
initiacfves to loprove merktt share (e-g. lo Japan. China, Thailand, 
Turkey, etc.), it vu agreed to defer diecuttiot until the next meeting. 

37. Regarding Skandfnaviak, it vae noted that no further action v&s 
poeeibh at preeaoc to increaee the Group’s l lurehaldlug in the company- 

38. Regarding repraeencacfon in Ital& Hr. Bruell and Xr. Pritchard 
reported that after revieving the position they had decided that char8 was 
no reel tltemacivt to concinufag with the curreac agent. Hovever , chum 
vould be continuing efforts to find ways to lmprove the effecrivenert of 
this rcpreeeotation. 

39. 00 Xanagement Developmanc. the Chairman emphasised the need f’or the 
managers in the Tobacco bueinaee both to take an active lntereet lo the 
Tobacco courses at Chalvood and co suggest improvemeats uhere these were 
felt to be appropriate. One of the advantagu of having industry specific 
courses was chat they provided an opportunfty to cover eubjecta which vere 
important co the iuduecry and which Punagere ought to krrov about as part 
of the general background to their jobs. As an example of chts, everyone 
r’nould be informed about excise eyeteme and their importance to Tobacco 
companies. If Chalvood dfd uot include this as a eubjecc on thefr Tobacco 
courses, it should be euggaetcd to them that they rhould. 

60. Intercompany traneferr of runagers vere an important aupecc of 
rW&agamnc development end it was suggested that progreee oa this should 
be rcelvely sauftcrrad by the team. Subrtquent to the meeting, !lr. Brtiey 
use asked to co-ordiaate this and to report back on the arrangements vhich 
had been set up. 

41. The currant davalopmeate at PfXiNabieco were noted and it was agread 
that the information on the current ecatue of thefr overseas Tobacco 
operatione should ba updated eo that BAT could move quickly if 
opporruaitia or threate emerged ae a result of chaagee in direc:ion by 
BJR. Xc. Bruell agreed to co-ordfaata the collection of this iaformatioa 
OQ rhe current market position, the physical faeilitlu sod the estimated 
values of LX’s overseee operations. It is inrend~d that this revlw till 
be completed by the end of November vhen it vill be diecuesed by the CPC. 

h2. It was noted that the next mering of the team is likely to be held in 
6 monthe’ tine in Uarch/April 1989. 

warn 
23rd November 1988 
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