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The Cenedien Industry conrinucs to evolve as smokers seek lower cost alternatives 
to heavily taxed comesdc taiior-made proc?x:s. The result is a dectins in the 
contribution of domestic :ai!or-made to the :otal tobacco indusm. Currentty, 
domestic tailor-made now represents 64% of the CTMC reported industry, a 
decline in contributicn of over seventeen percentage points since the beginning of 
hiph taxation In 1987. 

The primary beneficiary of tee decline in do.mestic tailor-made has been the OFX 
tailor-mede industry. Led by strong growth in smuggling, the DFX tailor-made 
category now represents 22% of the totai CTMC industry. 

The increasingly wide ac:essibiIity of the s.muQQled teiior-made io Canadian 
smokers is providing little ;ncentivc for them to adopt RYO elternetives es a means 
to reduce cost. The resurt is that the contribution of total fine-cut to the total 
industry has stabilized at 15% nirer several years of growth. 

As the Canadian industry continues to evolve, Its total volume in July (represented 
within the CTMC industry) on a three montn basis now stands at 13.1 blllion 
cfgarsttes. This represents a decline of 5.0% versus the same period lest year. 
On a twelve month besis, total CTMC volume as of July is 50.5 billion cigerettes, 
a decline of 4.7% versus July of 1992. This decline in CTMC volume is in fact 
IarQer then that of the total industry as a wnole as non CTMC member producere 
have increasingly capturec voiumo. The Compiete industry es of July is 54.3 
billion cigarettes on a tweive montn besls. a decline of approximately 3.0 96 from 
the previous year. 
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Outside me CTMC, smll entrefxeneurs have capi;elized on increased oemnd for 
low Cast alternatives, In Quebec, the sale of unprocessed raw leaf tobecro at 
significantly lower prices by small entrepreneurs allowed this catego,ry to grow to 
900 mln cigarettes in 1992: however, recent changes by the Queocc government 
to increase the duty on raw leaf have haltea this growth of this produc:. For their 
pen, native indians have captured approximately .2% of the marker using thelr tax 
exempt status to soil black market imitatrons of major Canadian brands. As a 
result outside the CTMC, member companies now represent approximately 94% of 
total industry volume. 

r Through a strategy of maintaining relevant irabamar:cs to consumers, ITL is 
currently entering elf major price sensitive areas of ihe market. This strategy Is 
aimed et regeining share lost KO comperiton who have capitalized cr. growing 
consumer demand for Low cost alternatives. 

TOTAL TOBACCO INDU!STRY (CTIulCI 
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While the twelve month table 8bOVe ooes not indicate growth, growh can be seen 
on a short term oasis. On a three months basis, ITL share of total tobacco iCTMC) 
has grown from a level of 52.0% during July of 1992 to a level of 57.3% during 
July of 1993. This recent growth has been fuelled by launches of major 
trademarks in low weight roll-your-own and increased distribution in the general 
trading component of the DFX market. 

RBH, through e strategy aimed direct!y at price sensitive consumers, has attempted 
to stabilize their declining share through introduction of low weight fine-cut 
products and heavy participation in Qenerar trading. However, both iTL’s end 

RJR’s more recent entry imo these markets with stronger trademarks is werkanlng 
this strategy. On a three month basis, RBH’s share in July is 24.5%, dawn from 
the level of 29.3% during July of 1992. 

I 
7-r 

BAT Industries document for Province of British Columbia 23 April 1999 

BATINDUSTRIES 00014139 



RJR, whcsa fortunas are linked to the Export trademark, remains relatively ttaole 
at a snare of 18.2%. Much of their activity has Csnrred around continued 
repositioning of the 3xpo~ trademark, and aggressive panictparion in general 
trading. T’e latter strategy has proven to be a greaier success for RJR. 

As a resui: of continued growth In DFX tailor-made markets, the decline in the 
oomestic tailor-made industry continues to exceed the aecllne within the industry 
as a whoia. As of July, the annual domestic tailor-mad@ Industry now stands at 
32.1 billic:: cigarettes, a dec!ine of 7 1.7% from July of 1992. 

r 
Within the domestlc-tailor made industry, ITL performance continues to improve at 
the expense of the other two CTMC competitors. 

r 

Much of IX’s success in this market has been the company’s strategy of both 
providing Canadian smokers with meaningful trademarks, and satisfying 
demonstrated consumer needs, Since its launch, Player’s tight Smooth, by 
addressing a demonstrated need for less irrititing products has captured 2.1% of 
the domes:fc market: seventeen percent of this being new business to ITL. 

In spite of package design changes end new price value innovations, ITL’s CTMC 
competitors have faiied to regain share IOSi to ITL trademarks. RJR’s sole ma]or 
trademark, Export, continues to decline in market share while RBH’s recent 
price/value introduc:ion, Oxford, did not generate sales despite high awareness in 
test markets where it was launched. Oxford offered consumers a reusabir filtered 
cigarette which could be relit and smoked. 
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In response to the weak domestic performance of the Export trademark, RJR has 
attempted to capitalize on the tremendous growth in smr;ggIing by making their 
procl~crs fully avallabla in general trading at highly compat!tlva prices. As shown 
beicw, tn e result has been a significant increase on a twelve month basis In RJR’s 
snare of :ha fast growing DPX Tai!or Made market. 

DFX TAILOR MADE INDUSTRY (CTMCI ll 

i 12Miis 12MTHS i 96 Ch. 
JULY 92 JULY 93 / 

f TOTAL VOLUME 1 7.9 bln 11.2 bin 1 i 41.6 

I ITL SHARE 1 43.3% I 34.3% 1 - 9.0 II 
I REH SHARE 1 36.2% I 34.3% I - 1.9 II 

aJR SHARE 20.5% I 31.4% I + 10.9 II 

ITL’s petiormanca has been hindered by tha March 1992 decision to restrain 
shipments to the general trading portion of the Do< market. However, since ITL’s 
decision -a reenter tnis market in March of 1993, ITL’s three month share of the 
DPX mrket has increased by over 10 share points to a July level of 43.9%. while 
RBH ant RJR’s share have dacfinad by 3.3 and 7.4 shara points respectively. On a 
three mcnrh basis, RJR’s July share stands at 25.7% whiia RBH now is at 30.3%. 

As a means to help supply general trading markets, RJR, since mid 1992, has bean 
manufacturing product in Puerto RICO. Although not reported within the CTMC 
indus:W, consumer tracking srudias estimate this volume represents approximately 
603 nin cigarettes par year. 
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As the Icgirimaze domestic low cost alternative for Canadian Bmokers, the 
domestic fine-cut marker cont~nuas to exoerience an extensive amount of 
competitive actwiq. Through rcduc;ion in the per-cigar8tte weigh1 of fine-c3 
tobacco, all major Canadian competitor& in 1993 now have their major VadamWks 
fully compstlng L~I price/value ponlon of the RYO market. 

As shown below, both ITL has regained market share in 1993 from both RBH and 
RJR. This is mainly due to the national launch of the PIayer’t trademark In the low 
weig3:r RYO catagory, ana ITL’s initiel domination of rtra newly emerging bonus 
category. 30th price/vatua RYO oprions comprise over 50% of total dome& fine- 
cut inaus;,~ volc;me. 

II DOMESTIC FINE CUT INDUSTRY (C-WC1 

-TOTAL VOLUMf! 

II If!. SHARE 1 40.5% I 43.7% I + 3.2 I 

II R33 SHARE t 35.8% ! 33.6% I - 2.2 II 

RJR MARE 23.7% I 22.7% 1 - l*O II 

During Jtins of 1993, RJR launched a bonus version of the Expon trademark. 
Through a product which offers 25% more cigarettes from a 2008 tin of RYO 
tobacco. RJR hopes to compete against ITL’s highly succctaful Player’s Light 
Special Cc. Since its national introduction in November, Player’s Light Specie1 cut 
has captured 9.2% of the domestic fine cut market. Through off-pricing at the 
time of launch in June, Export Extra has generated good ievalr of awareness and 
trail among RYO smokers. 

Activity 0: the part of both ITL and RJR in 1992 and 1993 has been aimed st 
bndlng kW’s dominance of the low weight RYO categow. In response, RBH has 
re-launched their SUPerOil taroduc’t to now be the lowesr Priced fin+cti pro&m on 

the made:. Although perfOrf7liflQ wall, muCh of the Qener8red business has been a 

cannibalization of the Suaeroll I versbn. The total RBH Superoll family currently 
holds 29.5% of the domestic fine Cx.markot. 
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QFX Fine-Cut 

Wir.; the full availability oi ccmpetitive priced DFX tai!or-made available in 
smuggied cnannels, DFX fine-cut has not exaeriencea the seme stellar grown as 
its :eiior made counterpart. 

I 
!! 

DFX FINE CUT INDUSTRY KITMC) 

12 MTHS 12 MTHS 96 Ch. 
JULY 92 JULY 93 I 

:’ TOTAL VOLUME 1 2.2 bbn I 1.9 bln I 

Ill SHARE ( 19.6% 17.9% I 

R3H SHAilE 1 1 5 .-1 % I 16.2% I 

RJR SHARE 1 65.3% 66.9% 

As shown above, continued ?JII distribution and Competitive pricing, h8S 8itowed 
RJR’s domination ot the DFX fine-cut market fo Continue in 1993. 

However, in spite of tracitionai weakness in DFX fine-cut, It’s Decamber 
agrctement wirn Philip Morris to distribute ?he Player’S trademark in the Unitad 
States combined with tn8 company’s commitment to :Ull distribution in general 
traaizg is facilitating growth in ITL’s share. As a of July, III’s three month shar8 
is 26.196, an increase of over twelve share points since March of this year. 

In summary, the desire cf Canadian consumers to seek low cost tobscco products 
conzinues during 1993. Much of the competitor activity during th8t same period 
has focused on sazisfying lhe demand for ressonabiy priced tOb8CCO products. The 
entry of relevant tradamrrks into lower priced categories h8Ve 8llOWed thcsc 
companies who posses :nem to regain share lost t0 the original pioneers of the 
categories who have lets mlevant trademarks. With this In mind, wmpethe 
activities will contivJe fo be crorely monhored to see if this trrnd continues ir.to 

tnc %tute. 
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