
Tobacco Strattg Beview Team 

A setting of the Tobacco Strategy Review Ttsm Was held on 9th February 1990. 

Present: Mr. P. Shtthy, Hr. B.D. Bramlty, Hr. R.J. Pritchard, 
Hr. U. Etrttr, Hr. L.J. Saboia t Silva, Hr. J-L. Ytrciar, 
Dr. 8. Salter (Secretary). 

Hr. P.J. Rombsut and Mr. T. Uylle also attended the- 
meeting. 

Mr. B.P. Caraway was unable to attend. 

1. The minutes of the mttcing held on 10th Novtmber 1989 were agreed. 

2. Mr. Bramlty reported progrttr on Iottr-ComRtn~ h8nsfsrs snd it vas 
noted thst tw tranaftra had bear fmpl~enttd since the last meacing. 
& meeflng, including a rtprtstntatiot from Imasco, rmuld be htld in 
mid-1990; CO progress tht transfers plaoord for 1990-1991 aod to 
considtr candldacts for 1992-1993. Further progress would be rtporrtd 
co the team in lets 1990. 

3. It was noted that cht commercialisation of nev products based on 
Y-L tobacco and Dt Hauduft ‘low sldtstrtam’ papar YS being progressed 
in Brova & Uillismson. Dtvalopmtnc uas also planned In BATCo., BATCP, 
Imasco and Souu Crur. 

4. Ir vas agreed that all companies wuld rtvitv their rtquirtmtnts for 
Y-l tobacco and could place orders during the oaxt 30 days for 
delivary in 1991 tither from Brazil or through srraogiog, ts bar 
already bttn dont in Canada, to hava T-l grow in other countries ubtrr 
the Group could tatrcise sufficient cootrol Lo tnamrt ucl~~lvlr~. It 
vas noted that although T-l yielded approximately 102 less than 

convtn~ioaal Lobacco, this vaa compsnsatd for in the price to the 
farmers. It was also noted that disease resistant strains acre wader 
dtvtlopmto t. 

5. Rtlardiag lov tidestrum products, it var noted that there vas a 
pofanfial probla in that sm products vith t rtdrrtd visible 
;fdtttraam l ctutlly havt an increased invisible sidestram (e.g. 
Vlrpinla Super-sllu are said to havs high CO oubers - which would be 
a problaP fn Caoada where CD uumbors art thowa ou tht packa). It ms 
sgrttd rhat Mr. Pritchard wuld present a paptr at tht oest meeting 
rtviswiag possible ways for achitvlog lou sidestrep and the 
impllcaclona of the alternative methoda available, including double 
vrapplng. It uat oottd tbat Broua i Willi~oo cmld tot use Dt 
Mauduic paptr btcaust of the additivas involved. Eovtvtr, thty might 
be able fo use PO l lttrtatfvt paptr vhich is Fdrr reef by BATCF and 
which it said to reduce both visibh and lovislblc sidtttrarr. 

6. The irportmcm of fotrnducfn(l ma trutmemt am thm mans for 
producing sn suthaatic US tarts was 8gala strssssd. It use oottd that 
Brow i Uilli~soo considered that tht optlam affect Is obtained 

through thr introduction of dfamonlm phosphate and amonlr durla the 
cooklog proctaa lo the prtductloo of baod cast rtcoostfeutrd tobacco. 
BATCF art oot permitted to use diamonirn pbtspbatr lo clgartttts sold 
in Gtrmany and have developed AU altarnative process lacorporatfq a 
olxturt of pectin. mniu hydroxide aod sugars into paptr 
rteoottftuttd tobacco. At an altrmariv~ co these pr~~ttaet~ tmtaia 
cto also be introduced via caaiw compounds. Boutvet, the currant viev 
is that this is ltas effective thao the other proctssts in producing 
the dttirtd tntking quality. 

, 
I... 

: 

cu 
0 

z 
rv 
CD 

0” 

BAT Industries document for Province of British Columbia 22 April 1999 

BATINDUSTRIES 00014099 



-2- 

7. 

8. 

9. 

10. 

11. 

12. 

13. 

14. 

Ie was agreed that Mr. Pritchard would organist a technical stmintr to 
ensure that blenders throughout the Group were fully conversant with 
the ttchniquts for awnonia trtatmtnt and could lncroduct l pproprlatt 
modiflcacIoas to all proctstts for producing US-cypt cigartttts. 

It was also noted that Hr. Braalty would 1oItfatt an RLD progrmt to 
fnvestigstt possible btotfi~s of introducing ammonia treatmot for 
V1rgInIt cIgaretct8. 

Rtvitviag mthods for producing reconstituted tobacco, it wee noted 
that the paper process gave the lowest cost product but required high 
volums to bt economically viable. The utrution (DRZE) process 
was more economical at low volwet hut tests by Brown 6 Ul11iamson had 
suggested tbst the binders used IO the process could introduce an 
off-rests In the product. In addition. it had not ytt been possiblt to 
incroduct aaoonfa trtatmtnt Into the process. They thtrtfort prtferrtd 
the band cast process vhIch although slightly more l aptntivt did hart 
the pottntIal for Introducing suptrior moklng quality to the producr. 

Hr. !krcItr reported that Imatco had uper1tnctd tomt effluent probltms 
vieh the baod casf process uhich had not ytc beta overcome. He also 
~tporrtd better txptritoct vith their pilot plant for DEER virh the 
expert panel failing to dtrtct any off-tests from the product. 
Rovtvtr, this still needed to be confirmed lo cotaumr tatting. 

It was agreed that a first rtqufrcaent for any rtconstituttd tobacco 
proetst aas that Its use should result in sustaiotd or Improvtd quality 
In the final product. No furthtr DEER plants should bt ordered until 
it vas certain that this condition would bt met, with solutions being 
found to soy problems rslatiog to off-casts and amooia traatmtnt aad 
approval obtained for any addltivts used. In the ~antiat, companies 
should also tvaluate the band cast process as an alttrnative. 

It we agreed that tht rtttarch proarm to dtvtlop so extrusion 
proctss for cigarette msoufscture (EPCOT) should continua but It 
should be mtdt clear that, af this G, the msio incartst in the 
proctss was within R&D, who should k challtogtd to provide tvIdtoct of 
their ability to dtvtlop a product either vitb a significant cost 
advantage but no diminution in smoking quality or with t neu quality 
which Is suffic1totly msrkttablt to justify s comarclal Interest in 
the development. It was also ooted that the process should oot involve 
tha use of naw additives which eight lead CO regulatory problems. 

It vas noted that a first tdltloo of a Csatral Additives Beglater 
for the Croup would bt completed by August. 

Rtvltuiag rht C~oup’s l rraugatnts for daalin~ uith regulatory 
is8uts * it vas oottd that the rtprattotatfon on CORESTA had beta 
strtngthtntd and that the Croup wet alto l ccivt in influancing ISO. It 
was l grstd that Mr. Bramlty, Mr. Hertar and Hr. Pritchard would bt 
jointly rtsponsfblt for ensuring that the Group we adequately covered 
lo rtlatioo to US rod Europa80 regulatory bodiss. with appropriate 
rrrsogsatots set up; to monitor any propostd or actual stu leg1slaclon 
and to ensure that tbt Croup’s titvs art t&to into account u early as 
poaslbls during the fruity of ntv regulations, including those 
povtroiog dvartislog and prcmotioo. They uould also tnsure that 
Imttco and Souu CW tryrt kept Info-d of dtvtlopasntt so that they 
could prepare for the possibility that slmflar rtqulrsaentt uould h 
introduced ia Cauada snd Brazil. 
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It vaa noted chat tvo new Swkln6 Issue8 Doexmem ta would be 
available for distribution at the end of Pebrusry. These vi11 be 
-smoking : Eabft or Addiction?” 8ad ‘Smoking: Tbk Sciantiffc 
Controversy-, which is 8 shortened version of ‘Smoking and Health. the 
Unrasolvad Debate’. It v8s also noted that it us intended to rcviev 
and update these snd all prcvioualy Issued documats on 80 annual 
basis, starting in J8nu8ry 1991. 

ft vaa not.ed that !ir. Bmnlcy vould prazent a p8per at the next 
meeting, proposiag a Group policy on Le8f durations. 

It vaa also aotcd that Hr. Prftch8rd vould present a paper proposing a 
co-ordinated Group list of Lsef grades, ratiooaliaing similar grades 
under l cammn nomenclature as a first stags towrda easing transfers to 
rectify under and over-supply of acocka in individual companies. 

It vas noted that further study had show that off-balance abeat 
financing of leaf stocks would involve a afgnifieent cherge end/or l 

reduction in the security of supply. ha a result, it had not been 
poaaible to devise a schew vhere the benefita outuslghed the costs. 

Ravlavfng potential new markers, it uas noted that although still 
small in terms of market ahare, BAlUXE volumea In Thellend had 
increased bv 50% in 1989 end wra nov 250 million. The total market 
was 3S billion and folloving strong pressure from the US Trade 
Represcntatfve, invoking Super 301, it vas hoped that the marker would 
open up further cowards the end of the year. In preparation for this, 
BAmlCE had identified l gtots and had increesed market expend; tura. 
Brow h Wllliamaoo had taken prelimlrury ectioo on promotion and u8ra 
also marketing US br8nda thorugh SUTL. 

Hr. Rerter presented a peper on h&tern Europe raviewing the 
current altuaclon and providing data on the ccono~Ic background urd 
market characteristics for each country, including the USSR. 

It was amead that ft vaa necessary to consider l ech count- aepuudy. 
Although they uere all moving in the a&e direction tov8rds becoming 
market ecooomfea, they were at dlff8rent l t8gea of development rod the 
nature of the opportunities veriad from country to couutr7. The 088 
cowon factor was the need to keep open 8s uny optfons 8s possible, 
conccotratiog on est8bliahing coatecta rather than becoming involved in 
long tana contractual oblig8tiona such 8a Joint Venturea or loug term 
licencfng agreements similar to that which hd been so disrdwnt8geoua 
to Philip Morris in Jap8n. 

It ~8s yraed that the -in reaponalbility for developfng the markets 
In Eastern Europa should ba sh8rad bamm Brows L WFTli8maon 8nd BATCH 
vlth BAlUI(E uorking through BATCP. 

hat Garuq vas expected to becme part of l unified Gemen market 
end BAICF vauld da to 8chieve 8 20% share of the 27 blllioo cigarertes 
aold in the current %ut German urket, using axiating cep8cfty u the 
source of supply and traetia both parts of Cermarq 8s 8 l lngle domstle 
market to ba armed by the alsting ulesforca. The current 
manufsetutan ia East Germany hsd thraa ionfficieot fwtorlu and vere 
not seen •~ strong competltora. Eovever, Philip Morris uere oparatitq 
at full cep8eity la their current nnufecturing plentr end might use the 
opportuumity to establish 8 new feetory ie tba Emu. Further 
coosiderrtion would be given to veya in which tbie competitive threat 
night be wt. 
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Elavherc in Easrtra Europe, the firet priority vould be to expend 
direct -ports to hard currency shops. At the saac time. opportunities 
would also be sought to lfcence tactical brands, in order to keep s 
contact in the wrkat. ahead of the tfme when ft becmes completely 
open. It was noted that BATCF already bad an agent in Poland and 
were scekfng repreaeatatfoo in other countries. 

It vas suaxestad chat the priority markets for further consideration -- 
should be Crachoalovakie aad-Bungary snd that the fi rat stage 
in becoaiaa l stablfabed in these markers rhould be to identify eabrvo 
private organisations nm by people of substance, uho were l&alp ti be 
fn the forefront of the aarket’s development. Zepreaeoterion in the 
markets should be negotiated at the highest level and the CPC coasulted 
before appoia beats are made. 

Introducing the reviev report for the -jot OS brands, 
Hr. Pritchard said that the figures quoted vould ba revised in the 
light of the most recent infotmstion avsilable and s modified report 
would be circulated co team members before the next meting. It vea 
noted that the grouch in licensee sales may have bean mdereatimeted. 
Aa en exsmple of this. Ellron sales into China uare slreedy exceeding 
the rather conservative budget. 

The Kant blend vas said to be as good as it has ever bean aad this, 
comb= vitb sharply focussed promotion, had l asbled the bread to 
compete strongly, outselling Marlboro in some major nrrkets. The 
Chairman noted that chars vas a food evarenesa of the brand in &rope 
and suggested that a task force should be set up to relaunch Kent in 
selected European markers. Hr. Pritcherd will report back on this at 
the nut weting. 

Mr. Xarcier suggested that the expected relaunch of Kent Ln the VFH 
segment of the US Irrrket might effect the image of the brand in ot&r 
markets. It was agreed thst this would need CO be eooitored csrefully 
but the dlnr at present vea that a move dovamarket in the USA uouM not 
necessarily degrade the imege of the interuetiooal brand. 

Lncky Strika appealed to younger smoksrs cad vu making ancoureging 
progress in moat merkets. It vaa noted that there hsd been some 
problems in adapting the bread image to all markets. Rover&r, vhile 
minor aodifications could be pemitted to meet locel rqulrementa, 
these veriations should not be such es to confuse or dilute the hale 
fomula. 

It vea agreed that promotional efforts should be tightly foctmaad (e.g. 
by conceatrsting on Lucky Strike Lights in priority rrlure such ea 
Brazil, Italy, ArSantins and Spain, whers there should be 8 spedfie 
objective to reverse the edverac share trend which baa beea 
experienced). 

Hr. Rlrchard tram raked to report progress on Lucky Strike et the neat 
meeting. Ia addition, he ves 8180 ssked to study end report 00 the 
relationship betveen price and quality snd the extent to which improved 
quality might enable Lucky Strike to compete with Marlboro et amsller 
price differentials then had been found necessary up to nou. 

Mr. Riteherd reported tbet tha problems regardfag the cleeaificetIon 
of tarclay bad been largely overcome end that s ujor praotion of 
the brand YS plawad for 1990. This mmld Include Bsrclsy Lights (S-9 
8g tar) and Ultra Lights, using 8 cooventioosl acetete filter end T-1 
tobacco. The Addle tat msrket wee picking up and there vere eho 
plane for s launch in D&pea usi- a chercoel ktron filter. 
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It VU noted that market shares vere not progressin in some key 
countries Europa. Rovwcr, Ir. Pritchard said that l nav thrust 
vee planned in gorvay, Hr. Eerrcr said thet l leuecb of the Lights 
product vae being considered in France end ICely once the IS0 
cleeeiffcetlon h&d batn finelfeed end Hr. gremlsy eeid thet e nev push 
V&S planned In Suitecrlend as soon ae agreement vae reached vith the 

cantonal chamie:e on tha claerfficetion for the product. Planned 
grouch in BATCo- vae 62 overall. 

Iha Chairman askad to eat the plan for grovth in Svitearland and aekad 
that e full 1991 marketing plan for Barclay ebould be prepared in the 
autumn vith particular apheels on Europe. 

It vae noted that although there had bean aoma diaappniatmenc in the 
overall share achieved by clprl, the brand bad done well in those 
countrice vhara there use es l ecebliehad female eegnnt. The 120 m 
vareion ms nov out In the merkat and vee baing progreeeed. It vse 
also believad thet further progress could be mede titb a Lights version 
of Cepri, l spacielly in the USA and Italy. 

It vas noted thee Vogua bed been more eucceeefuL than Cepti in France 
and the Netherlands. This me ascribed to an l arlfer launch by Vogue 
vhlch also had the advantage of a nema vhfch vae perticularly l vocetiva 
of famele style in Race. Hr. Herder suggested that in francophone 
countries the alternative brand nama of Finesse might be more 
successful than Capri. 

It vae noted that the main markat for Viceroy vee out of cpprue . 
into rba Levant. Eovaver, the brand vae also being leuncbad in Israel 
and vae doing well in Chile. Kt us hoped to recover share In Bong 
Kong through revarting to a product vbicb vould be manufactured in the 
USA and eold under a traditional label. 

Hr. Pritchard reported that elthough the quality of fool hed beeo 
improved. motre had failad to apprecleta this. Ee$Zka*te vet8 
under way vith a naw pack daeign to try to break the epparent 
association bat-en th old peck desigu end the herehnese of flavour 
vhich vae the pravioue ceuee of complaint. 

Hr. Bremley reported that Bameom 6 B+dgem vae still gaaarally 
progreeeiva snd vee a major contributor to profits. It was noted that 
the problems axperlenced in Ualayeie end vith the sdvertisiug umpsIgm 
in Nigeria bed shove tba imporuace of uaintainiug quality end of 
pereevariug dth the traditional fmage for the brand. 

Mr. Herder aleo noted thar Bane00 6 Redges ves declining in Cenula 
where Philip Uorrie bad alloumd thm imge to be dovegrded. b. Hatter 
reported that there vars problame In Camrny vbare strong cospetitioo 
from Davidoff end PM Geld had rrnderllnad the movemeat Lo taste twarde 
A lighter amok and 8-7 from branda such aa Rime aod Wmeoo L 
Hedger. 

IC was notad that w karican blend version of banwn 6 Badsea was 
bdu eoaridcrd d vwld ba the subject of a premmtation to 
Hr. Brmley in Ekrch. 

IbpOttin( on State IIpreu. Hr. Bremley uid that this brand tiso 
made l major cootribution to profits and vu very successful in the Far 
E8et. lncludiag Haleyeie vere it YS grovlng fn fmporunce. Tbs need 
to maintain quelity’amd to monitor this through reeoercb vss l geim 
upbssisad ln ral8tiov to tha Malaysian nrkef. 
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Ir vee noted thet JPS end Pl8yere Gold Luf vere of relatively 
minor lmportenca a~iotanutiozd brenda and Although progress should 
be made Acre poee1blc, the mein aepheeie in merketing should be 
focueeed on the major brands. 

Summerieing the diecueelon on brad umgmnt, the Chairman 
etreeeed the importance of concrntratiag the Group’s resources on 
promoting A Ifmited number of major brands vfthln selected grovth 
marka~ eegwnt s. There should be particular ampheels on:- 

(8) Penetrating the low-tar repen:. 

0) Relaunching Kent in Europe. 

(c) Reviving Lucky Strike in Spain which vae e lccy markat both 
dooseclcally end because of the tourist trede. 

(d) Cercfti step-by-step market upmefou by Lucky Strika Lights 
cneutiag that it is properly positioned in each m&et. 

(8) Rigoroue ju8tfffc8tfon of the requirerant for 8n axtaneion to A 
Lucky Strike Ultra Lights product, market by merket. 

(0 Continued promotion of Betcley, l specially in Svitrerlend. 

(8) Tighter control of Baneon 6 Badges and the launch of A US-type 
product . 

Cepri, State Express and the other fetanutionel breads should continue 
to ba progressed but tith lass priority than for the major brands. 

The paremouct importenca of gualfq use agefn empbeeieed end it us 
agreed that the achlavmsnt of fmprovcd emokfng quality should take 
priority over cost aming. 

It was agreed that there should be e further reviev of intctnetionel 
br8nde at the next meeting of tha tau 8nd that figwee for US dmeetic 
brende should also ba includad lo this raviev. 

Ravieving the budgets for 1990, the Chairnen stressed the need to 
l chierr A eood result in 1990. vhicb could be of critfeel imVOrt8UCe if 
the Roy& bid vee ravivad. -‘The fucreaee in volume acbfevrh la 1919 
vu l ncotuagfirrg 8od A stir iwxaaee vae plennad for 1990. Rovever, 
there were still elements of this forecast vhich ure unsatisfactory 
sud there ua a need to faprove on the figures for US internerlomal 
brands, eepacially in respect of franchised sales. 

The total tobcco profits for the Group ehoued a satisfactory 
incruw in 1990. Eowver, it ves fmportent that all companies should 
coatribute fully to this and come further improvement us king looked 
for in BATCF. It vea noted thet profits could be adnruly 8ffected by 
8 possible reduction in the lo8ding in the DSA. Ihi end 8ny 
sbortfell frae the current budgets would need to be compea88ted for 
l lseubare end it me porefble. therefore. that cmpaniee mtght be srked 
to lmplcrnt contingency plme later in the yur. 

Iba aext retfag has been arranged for Frfdey, 18th klsy. 

WDJA 
2lrt February 1990 
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