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PHILIP MORRIS

(a) Financial

PhilipMorrisCompaniesInc.resultsfor1992werepublishedinJanuary.Profits
aftertax,atUSS4939 mns, were 17.5% up on the comparable resultfor1992. The
20.0% growth expectationwas achievedatearningsper sharelevel,becauseof the
sharere-purchascscheme. (Earningsper share for 1992 were $5.45,againstthe

comparable 1991 f-igureof S4.54).

Other Key Results FUSS Mns)

02erating Revenues (EstdNTO) 1991 1992 :E%

Domestic Tobacco 9384 9869 5.2
InternationalTobacco 6836 7527 10.1
TotalTobacco 16220 17396 7.3

TotalOperating Revenues 48067 50095 4.2

Operating Income 1991 1992 -+%

Domestic Tobacco 4774 5185 8.6
InternationalTobacco 1694 2018 19.1

TotalTobacco 6468 7203 11.4
TotalOperatingIncome 9910 10960 10.6

Demestic tobacco continuesto generateslightlyunder halfof allcorporateprofit.
DI-spitethegood results,PM's sharepricehas fallenacutelysincethe startof 1993,
largelybecause of analystconcernaboutdo%vntrading,theincreaseof FederalExcise
Ta,xby $2 to $12/M in January 1993,and speculationabout furtherand radical
inc,-easesfollowingthe inaugurationof PresidentClinton.

Fir,,*,quarter 1993 resultswere publishedon 20thApril.

(USS Mns.)

OperatingRevenues (GTO) 1Q92 IQ93

Dcmestic Tobacco 2440 2543 4.2
InternationalTobacco 3540 4153 17-3

TotalTobacco 5980 6696 12.0

TotalOperatingRevenues 14051 15189 8.1

Operating Income IQ92 IQ93 ±%
Domestic Tobacco 1027 1016 -].1
InternationalTobacco 572 675 18.0
TotalTobacco 1599 1691 5.8
TocalOperating Income 2486 2700 8.6
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(b) DiversifiedActivitie

PM didnotmakeanymajoracquisitionsinthefirstquarter,despiterumoursinlate
1992 of a bid foreitherHeineken or Fostersbrewing interests.Smalleracqu3sit-i

I
ons

were:

Terry'sCM

KraftGeneralFoods Internationalthrough itsJacobs Suchard subsidiary,announced

itwould acquiretheupmarket LJK chocolatecompany from United BiscuitsforE220
mns. Terry'sUK market shareisunder 5%. PM spokesmen toldthepressthatthe
Company aimed tobe number one intheEuropean chocolatemarket.

Cesniep-e

A Hungarian chocolate company, also acquired by Suchard, from Stollwerck,

Mar$2 Mar2arine Sana

In April,Jacobs Suchard announced the acquisitionof a 50% share in Turkey's largest
edibleoilcompany. The pricehas not been disclosedbut Marsa's 1992 saleswere
$171 mn. Marsa isa subsidiaryof SabanciHoldings,which isPM's partnerin the
recentlyinauguratedcigarettejointventure.

FEI@IS

(Late 1992) PhilipMorris Inc.bought a 7.9% stakein Fomentos Economicos
Mexicanos S,A., a Mexican conglomerate with significantbre@ving interests,
includingthebrandDos Equis.The holdingwas acquiredfrom CitibankforUSS 150
mn.

Nlolsons

(January1993) I@,lillerannounced itsintentionof takinga 20% holdingin Canada's

Molson breweries,as wellas allof thebrewery'sUS basedimportoperations(Molson
BreweriesU.S.A.Inc.)."c dealisworth US$270 mn, and was completedinApril.

Others

Suchard iscurrentlynegotiatingto acquirethe Hag coffeelabelfrom Crippa&
Berger(inJtaly).

There arecontinuedtraderumours of a KraftGeneralFoods Internationaltakeoverof
United Biscuits,whose name has alsobeen linkedwith Cadbury,

(c) Tobacco Acquisitions

PMI's tobaccoacquisitionactivitiescontinuetofocuson EasternEurope.
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Russia

PMI announced inApril1993 theacquisitionof a 47% interestina jointventurewith
theKrasnodarsk cigarettefactory(plannedcapacity25 b.p.a.).This isPMI's third
Russianventure: theSamara jointventureisalreadyproducing Marlboro and a deal
has been made with a plantin St Petersburg(December 1992). Later,Izvestia
reportedthatproductioninSamara had stopped due to low market demand becauseof
highprices.

Lithuania

PMI announced a jointventurewith the Klaipeda Tobacco Company, one of two in

Lithuania.PMI willhave 65% of Klaipeda,forUSS40 mn. The plantwillproduce
Marlboro and Bond Streetand L & M brands,amongst others.

Lat-tis

PMI made an offerfortheRiga factory,but STK won thetender.

Czechoslovakia

PMI increaseditsshareholdingin Tabak Kutna Hora (TlieCzech monopoly) to
77.1% in March 1993,bringingtheiroverallinvestmentto a rumoured $420 mn,
inclusiveof acqusitionand refurbishment.

Turke

Philsa(Turkey)thePhilipMorris- SabanciHolding jointventurehad thefirststage
of Itsplantformallyopened by Prime MinisterDemirel.

(d) Brand Marketinp-

The major focusinthequarterwas PM (USA)'s defenceof itsMarlboro brand in the
USA, culminatingin an announcement on 2/4/93thatitswould reduce thepriceof
Marlboro,by couponing/money back offersand similarpromotions(butnot by list

pricereduction).'niisissaidto be a resultof readingsof a testmarket of such
schemes in Portland,Or. The announcement had furthernegativeaffectson PM's
shareprice,as italsoaccompanied a forecastthatPM Inc.would not achieve20%
growth in 1993.

Pricereductionsby PM were alsonoted in Braziland Costa Rica,where thePM
subsidiaryinitiateda pricewar by reducingthepriceof itsleadingbrand,DERBY, by
37% and thepriceofMarlboroby a similarpercentage.

PM introducedL & M atverylow pricein Spain in thewake of an priceincreasein
January. [-&M was launchedata

'
t)riceof Ptas 160 per oack,intwo versions(l,ights

and Full Flavour),undercuttingthe previous best value USIB's (Lucky
Strlkf-'Chcsterficid)by 30 Ptas,ata priceonly Ptas 10 above Fortuna.
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In termsof productinnovation.PM have recentlybeen tryingan oval HL pack
("pocketpack")(4-6-6-4formation)forPhilipMorrisSuperlights,inFrance.(nis
willnow be extendedto Switzerland).In March anew versionof L & M, Artgerecht,
wa,slaunchedinGermany: inlimiteddistribution,thebrand featuresa leoparddesign

filter.Market impact has been minimal.

PM appeartohave been relaxingMarlboro communication guidelinesbothinthenew
BST UK Campaign, and intheDutch "Name of flavour/colourof flavour"campaign.

(e) TradeMarketing

PM (USA)aregivingheavyemphasistotheirRetailMasterskeyretailerprogramme.

In Latin Axnerica,BATCO. companies are reportingincreasedP\ll - KGFI co-
operationon distribution.

People

@Mr.GeoffreyBible,VP ofPM International,was appointedexecutiveVP worldwide
tobacco.This unifiesPM's tobaccooperations,US domestic and inter-national,under
a singleexecutive.

Mr. James Morgan was promoted to SeniorVice Presidentof Marketing; allbrand
groupswillreporttohim.
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2. R J REYNOLDS

(a) Finincia

R:-.1publishedtheir1992 results.Profitsaftertax were USS 753 mn, up by over
28,'!-'afrom 199 I'scomparable resultofS 195 mn.

Other Key Results (US$ Mns)

Operating Revenues (Estd NTO) 1991 1992 ±%

DcmesticTobacco 5861 6165 5.2

In---mationalTobacco 2679 2862 6.8
Tc:alTobacco 8540 9027 5.7

TctaiOperatingRevenues 14984 15734 5.0

Operating Income 1991 1992 ±%

D=estic Tobacco 2226 2112 -5.1

IniL--nationalTobacco 500 575 15.0
TcralTobacco 2726 2687 -1.4

T:EalOperatingIncome 3646 3634 -0,3

R:7:@,tobaccooperating income declined,and the RJR sharepricedeclined,

7:-,,-main focus of interestin RJR's activitiesduring the firstquarlerwas the
pc-@sibilityof a scheme to floatoffa partof RJ-R'snon tobacco interests.The motive

of--@isseems tobe stockholder(especiallyKKR) dissatisfactionwith RJR'sprogress,
a-,ida wish to finda mechanism to raisefurtherfunds pay down thedebt mountain
(c-@;rTcntly about US$14 bn) thatresultedfrom the 1989 LBO, The scheme would
ir,;-.:ailyhave sold sharesequal to 25% of Nabisco sectionof RJR, and thiswould
hz-..-raisedabout US$ 1.5bn. In a second phase,furtherseparationof food and
tc'accointerestswould have proceeded.

T',!ccreationof a new stock,"PN - Nabisco",would have freedthe sharepriceto
sc,-,.edegree from "thetaintof tobacco".Itseems unlikelythe scheme willproceed

ir, wake of (a)personnelchangesatRJR and (b) the PM announcements. Itis
pcss-iblethatPM's pricereductionannouncement was timed to damage thescheme: it
al.-@ocoincidedwith RJR's AGM on 2nd April.

E.Y-raN'ote:RJR announced on ]3thAprilthatthe scheme would proceedbut would
be limitedto 25% of RN Nabisco,withthe balance of RN Nabisco shares(75%)
be-'r,vheldby RN Reynolds. RJR Nabiscostockwillbecome RN Reynolds stock.A
tc@accodividendof 32 c per share- thefirstdividend sincethe LBO in 1989 - was

c.F-icelled.

R:-,@,'sfirstquarier1993 profitsaftertaxwere US$164 mn. compared to a lossof
U@--S15 mn. in the same period lastyear
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OpersktingProfits(US$mn.) IQ92 IQ93 :k%

Domestic Tobacco 512 500 -2.3

InternationalTobacco 139 159 +14.4

TotalTobacco 651 659 +1.2

(b) DiversiriedActivities

RJR are saidto be interestedin acquiringa holding in Royal Brands SA. This is
(what used tobe) theNabisco businessin Spainand Portugal,acquiredtoTabacalera
SA in 1987 and 1989. RJR are said to have bid E95 mn for 50% of RB, but
Tabacaleraaim to sellthecompany entirely.(Initialagreement on a E190 mn. bid
was announced by Tabacaleraon 28th April:the deal is subjectto Spanish
government approval).

(c) Tobacco Acquisition

No new acquisitionswere reported.

RJR Espana, a jointventuremodelled on BAT EspAna and PM Espdna, became
operational,witha 50% holdingby RJR.

RJR announced thatthey planned to enterthe Indianmarket. ITC reportthat
goverment approval,denied in 1992,has now been granted.

They arealsolobbyingfor the abolitionof the Czech monopoly, so thatthey can
compete withPhilipMorris.

(d) Brand Marketin

R-TR were activein the Middle East: Agreement has been reached with Iran to

produce Winston under theBistoonname.

RJR arebeingaggressivewith pricein Europe: Winston was dropped in pricein
Finland,being deployed as a "value-priced"brand,and in France itspnce was

reduced tothe 10 FF levelinJanuary.This realignmentof Winston atnon-premium
pricelevelisnotuniversal:in Spain,RJR willbe usingGold Coast and Magna as its
low pricebrands.

RJR have introduceda new advertisingcampaign for Winston in the USA. In

Europe, they introduceda new Taste of Adventure campaign for Came], based on
adventurecinema themes. The campaign has a 1940'sfeel.

On 26th April,RJR announced itsresponsetotheUSA PM pricereductionplans:it

will discountWinston, temporarily,untilend June 1993 and conduct 'increased
promotionliactivity'forCame!.

(e) Tradei'vfarketin

NTR

CD

7 co

CD

I

-@10

BATCO document for Province of BritiSh Columbia 26 October 1999

BATCO 00090689



(f) Peolli

RJRs Chairman and CEO, Mr LouisV GerstnerJr,resignedinMarch,totakeoverat
IBM followingthedepartureofMr. John Akers.

Mr Karlvon der Heyden (FinanceDirector)and Mr LaurenceRiccciardi(General
Counsel)were appointedco-chairmanand co-Ccos. 'nis haseveryappearanceofan
interimsolution,not leastbecauseboth men retainalltheirexistingfunctional
responsibilities.

At RJR Germany, Mr Hans JoachimWeder replacedMr PeterBartonasChairman in
December 1992. Mr Bartonisbeingtransferredto be VP salesforEurope,Afiica
and theMiddle East.
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3. ROTHMANS[REMBRAND

Fitianclals

Rothmans financialyear ends 31stMarch. Results for 1992 should be availablein the
second quarter1993.

Non Tobacco Activities

NTR

Tobacco Acquisition

Rothmans announced ajointventurewith theNcvo Tobacco FactoryinStPetersburg,
Rothmans have a holdingof 75%, and arepaying US$ 55 mn. A new plantshould

come on streamin 1995,with a capacityof 20 bn. This isRothmans firstdirect
investmentintheformer Sovietbloc.

There was no furtherne%vsof Rothmans' reported20% interestinthe Zagreb factory
inCroatia.

In theFar East,ajointventureisplannedwith theBan Thanh CigarettefactoryinHo
Chi Minh City,Vietnam.

Ony-oingTobacco Activitie3

ne major eventof thequarterwas Rothmans' announcement of a restructuringof its
Far East operations.

The new company - Rothmans of PallMall Ltd - willbe incorporatedinBermuda and
run from ITongKong. Itwillholdtheinterestscurrentlyin:-

Rothmans ofPallMall (Malaysia)Berhad.
Rothmans Industries(Singapore).

Both of theseare 50% publiclyowned. In addition,itwillhold srr@allerRothmans

subsidiariesinJapan,China,Hong Kong, South Korea and Taiwan.

Rothmans Internationalwillown 50% of thesharesinthe new company -the balance
willbe beld by Malaysiashareholders(39%) and Singaporeshareholders(10%).

The reorganisationis being sold to shareholdersby Rotlimans as "constructive
reconstruction",to enable itto attackFar Easternopportunitymarkets in a more

coherentway. Itislookedatby analystsas a way of unlockingthecash in the
existingpubliccompanies. The reorganisationis alsoconsistent%vithRothmans
International'songoing restructuringof the group around four regionalChief
executives- inthiscase,theAsia Pacificregion.
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ne AustralianandPhilippinesinterestsarenotbeingincluded.Bothareproblematic
atpresent.Rothman'sAustraliansubsidiarygave a profitwaming of a 15% decline
for1992,inFebruary; AlhambraIndustries(Philippines)isbeingclosedthisyear,
and SterlingTobacco, thesecond Rothmans operationinthe Philippines,isbeing
.reviewed".

In Europe,Rothmans consolidatingitsoperations,closingtheTurnhoutand Liege
plantsinBelgium,and restructuringBrinkmann TabaksVertrieb,itsGermany RYO
subsidiary.

Rothmans has setup a new subsidiary,Rothmans InternationalTobacco Products
(FJTP),tobe responsibleforproduction,salesand marketingofnon cigarettebrands.
One main taskisto attackTheUK shagmarket; R-ITP'sfirstlaunchisCutter'sChoice.
The company isbased inAmsterdam.

Rothmans'plannedplantinNigeriaseemsunlikelytobe finishedthisyear: Mr C
Murphy hasbeen appointedMarketingDirector.

4. REEivISTLMA

NTR

S. JTI

JTI appears to be headed forpriva(isation.Two-thirds of a million shares willbe
releasedto themarketby theMinistryof FinanceinFinancialyear 1993-4. (ne
JapaneseFinancialyear isApril-March).This flotationis the maximum legally
permitted,withoutchangingthelaw. The floatationhad been plannedearlierfor
financial1991-2,but was postponedbecauseof theTokyo stockmarket'spoor
performance,A listingon theTokyo StockExchange isexpectedin1993,withan
auctionto establishtheactualprice(probablyafterJTI's1992-3resultsareavailable).

ITIcontinuestoattempttoexpand exportsaggressively:theyannouncedplanstosell
5 bn to[ranin 1993,announcedplanstosetup inIndiaasan offshorebaseforexport
manufacture,and areincreasingthenumber of exportmarkets.(33 in 1991,42 in
1992). IiithertoJTI'sprescncein Indiahas been limitedto a technicalservices
agreement with thePhilip'@@,forrisassociatedcot-npany.

6. SEITA

Financial

Scitaannounced its1992 resultswith profitsof FF 341 mn (f40 mn), up by 122% on
1991'scomparableresult.Seitahad,however,predicteda FF 590 mn profitatthe
halfyear,announced inNovember 1992.

Privati5ation

The run-upto the victoryby the PPR/UDF in the French elections,increased
speculationthatSeitamightbe privatised:a formaldenialwas issuedby Mr. M
Niaivy,theBudget MinisterinJanuary1993.
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7. TABACAJLERA S.A.

Financial

TabacaleraS.A. reportedconsolidatedgroup resultsof Ptas 18998 mn (L105.9mn),
13.4% down on 1991.

The tobaccobusinessproritsactuallyroseby 3.5% but increasedlossesby diversified
businesses,particularlyElosua S.A.,reducedthese.

Tabacaleraboard is expected to approve the disposalof the largestdiversified

business(RoyalBrands).

8. MONOPOLI DI STATO

NTR
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