
1.INTRODUCTION

Thispapersetsoutthe backgroundto TMD and thelatest
legislativemoves affectingit.

Italso addressesthe specificissue raisedby the TSRT
regardingthe initiationof research in respectof the TMD
activitiescarriedout by Marlboro and Camel.

2. TRA ::MARK DIVERSIFICATION - BACKGROUND

Allthe major internationaltobacco companies pursue a TMD
strategyin one form or another and all(withthe possible
exceptionof Dunhill)have the same motivation.

"To maintaincigarettebrand namelimagery
communication foras long as possibleinthe
faceof increasinglyhostilelegislation."

Over the last3 years the laws around the world have
become more restrictiveboth as regards cigarette
advertisingand the abilitytoadvertisenon-tobacco goods or
serviceswhich bear tobacco trade marks. Restrictions
currentlyapply in Singapore,Malaysia,Thailand,Nigeriaand
Australia,with TMD activitiesbanned in New Zealand and
Canada. In Europe,cigaretteadvertisingisnot permittedin
Italy,Portugal,Finland,Hungary and Norway, and France is
moving to a ban.

The industryat largehas reactedto cigaretteadvertising
restrictionsby embarking on TMD activities.Inthe majority
of cases, such moves have sought to establishTMD
businesses before tobacco advertisingrestrictionsbecome
severe. However, a proposed EC Directiveincirculationin
1989/90 prohibitedthe advertisementof non-tobacco goods
bearinga trademark mainly used inconnectionwithtobacco
productsunlessthe ownership of the undertakingmarketing
the goods was legallyand financiallydistinctfrom the
tobacco operation. As a resultof these parameters,and
althoughthe Directivein that form was blocked,itis
believedthatour competitorsset up operationswhich could,
subjectto profitability,be regardedas legallyand financially
distinctfrom tobacco.
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As a resultof thisearlierDirective,a number of principles

have emerged which it is believedare of paramount
importanceforthe survival,ifatall,ofTMD Inthe future.

In summary these are:-

- to have an establishedbusinesspriorto legislation
- to have a financial,legaland organisationalstructure

quiteseparatefrom tobacco
- to be based on sound commercial criteria and be

profitable.

Appendix 1 spellsthese out ingreaterdetail.

Last week, the EC proposed a new Directiveon advertising
which, unless blocked by the requisitemajorityof the
Councilof Ministerswho can meet as earlyas in the
Autumn thisyear, isto be adopted by Member Statesby
January 1993. These proposalsamount to a totalban on
cigarette(otherthan pointof sale)and TMD advertisingin
Europe. Sponsorship advertisingis also banned. The
ExplanatoryMemorandum to the Directivecomments that
the tobacco industryhas turned to indirectadvertisinge.g.
Marlboroclothes,Camel boots and Barclaymatches. 'Itis
certainlynot by chance that the budget forthe advertising
for these products isdisproportionatein relationwith the
emphasis of the relevantmarket". The Directiveindicates
that *Member statesshould ensure that brands and trade
marks whose reputationis normallyassociatedwith the
tobacco productare not used foradvertisinginotherareas,
ifthisbrand or trade mark is stillbeing used for the
advertisingforthe tobacco product". Itisthought Dunhill
willsurvivebecause itdoes have a reputationotherthan in
tobacco. Attached as Appendix 2 isan extractfrom the
proposed Directive.

Whether or not thisDirectivesurvives,itisclearthatthe
legislatorsacknowledge the disproportionateadvertising
behind currentTMD activities.Ifthe legislatorsallowTMD
to surviveitwillonly be on the basisof the principlesset
out inthisdocument and in particularthatthe operationsare
independentfrom tobacco and are profitable,havingtaken
account of the advertisingspend which should not be
disproportionateto the productcategoryused.

c::@

BATCO document for Province of BritiSh Columbia 26 October 1999

BATCO 00090782



Marlboro(viaMarzottoland Camel (viaStarCorporation-a
non tobacco subsidiaryofRJR) have sought to distancetheir
TMD operationsfrom tobacco,but theirprofitabilityafter
advertisingcostsmust be questionable.That they willboth
fightthe EC directiveisto be expected.

Inwhatever form the Directiveisadopted, itislikelyto be in
months ratherthan years,and islikelyto have an influence
well beyond European frontiers.There Is thus a genuine
urgency fortobacco companies to attempt to maximise the
impact and longevityofTMD whilethe opportunityremains.

t4owever,thissense of urgency isbalanced to some extent
by uncertaintyovertheintrinsicvalue of TMD :)nditsimpact
on brand awareness. In BATCO. there has been little
researchon the impact and value of TMD in relationto the
investment involved.

In order to understandthis better,it is proposed to
commission a researchstudy which willevaluateconsumer
attitudesto TMD activitiesand the cost effectivenessof
these activitiesin maintainingawareness of brand values
and imagery to the extentthatthe impact of TMD can be
separatedfrom thatof sponsorshipand advertising.This
researchwillbe directedatcompetitionactivitiesinorderto
avoid the potentialconstraintsand complicationsof
commissioning researchon BAT products and activities.

3. --MARLBQRO SUMMARY

Based on initialdesk research,a summary of Marlboro's
TMO activitiesisgivenbelow.

After many yearsof experimentation,Classicshas emerged
as the leadactivityworld-wide. Classicsisa men's clothing
range with a Western theme and isoperated through a large
Italiantextilecompany - Marzotto. Distributionis
widespread in Europe and the Far East with own retail
outletsincreasinglya featureof the operation.

Advertisingis overtlyand consistentlyalliedto the
cowboylwestern cigarettetheme and as such is highly
provocative.Spend levelsvary and reliablepublisheddatais
not always available.InItalyin 1990 totalTMD above line
spend was reportedlyover E3 million.
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Trademark registrationin non-tobacco classesIsalways in
the name of PhilipMorris;theirrelationshipwith the
Marzottocompany isnot known,

Other TMD activitiesincludea Leisurewearclothingrange,
Holidaysand Adventure Store. The geographicalspread is
shown below:

Adventure Store-.Germany

Classics: Belgium Denmark
Finland France
Guyana La Reunion
Martinique Greece
Holland Hong Kong
Italy Japan
Luxembourg Norway
Sweden Switzerland
Taiwan UK

Leisurewear: Argentina Belgium
Chile Finland
Germany Holland
Hong Kong Italy
Spain Taiwan
Turkey

Holidays: France Germany
Italy Malaysia
UK

Informationfrom BATCF indicatesthefollowingabove line
spend levelsforClassicsinEurope.

1989 1990

France E 3,300

Greece E 83,000

Holland E 15,000

Italy E900,000 E470,000 Jan-Nov
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3. CAMEL SUMMARY

Camel'sTMD activitiesaresummarisedbelow.

RJR operatetheirTMD activitiesvia a licencingcompany -
The StarCorporation.The HQ operationisbased inCologne
with a staffof thirteenand reportedsalesof E65.5 millionin
Germany in 1989. There are also Star Corporationsin
France,Hollandand Switzerland.

AllCamel TMD activityisgeared toexploitingthe success of
the Camel Trophy with licencedmanufacturersdistributing
Camel clothing,footwear and watches widely across
Europe. Distributionmethod variesbetween mailorder and
retailoutlets. Camel's TMD activitiesoutsideEurope are
limited.

With the notableexceptionof Italy,advertisingspend levels
appear modest (see below) and are thereforedefensible
relativeto the size of the business. Creatively,the
advertisingechoes the cigarettecampaign but lessblatantly
than Marlboro

The geographicalspread of Camel TMD activityis as
follows:

Adventure Shop - Belgium Malaysia
Germany Switzerland
Holland USA

Clothing: Germany Singapore
Holland Switzerland
Hong Kong USA

Boots: Finland Luxembourg
Germany Norway
Greece Spain
Holland Sweden

Switzerland

Watches: Finland Hong Kong
France Italy
Greece Spain
Duty Free Turkey

Holidays: France Italy
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Informationfrom BATCF indicatesthe followingabove line
spend levelsforCamel watches in Europe:

1989 1990

France - C 63,000 (Jan-June)

Greece f 33,000 C 3,000

Spain f 1,300 E 62,000

Italy El,730,000 E930,000 (Jan-Nov)

4. RESEARCH PROPOSAL

Obiective

To examine the activitiesof two major competitorsin the
fieldof Trademark Diversification(Marlboroand Camel) and
assess the effectivenessof theiroperationin selected
markets.

OutlineMethodoloov

Desk Research should be undertaken initiallyto expand on
thedesk work alreadycarriedout. Thiswillprovidefactual
and quantitativedata and assistindeterminingthe markets
to be covered insubsequent stages.

A Quantitativestage followsviapar-ticipationinan omnibus
survey in designated markets. This second phase of
researchwillbe a guide to awareness and penetrationof
TMD and degree of associationwith the cigarettebrand. It
willalsoseek to establisha rankingof the impact of the
variouscommunicationsactivitiesto which the consumer is
exposed, e.g. cigaretteadvertising,TMD advertising,
sponsorships,promotions.

A thirdstageusingQualitativecrour)swillseek toexpand on
the informationgathered intheomnibus stageto examine
consumer attitudesto TMD activitiesand the advertising
which isused to supportthem.
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S. MEASURING THE EFFECTIVENESS

Assuming the key objectives of TMD
activity/advertisingare:

to maintainvisibilityand therebyawareness of
thecigarettebrand name among target
consumers;
to maintainawareness of the cigarette'sbrand
valuesamagery among targetconsumers.

Thus the consumer/respondent must recognisethe
cigaretteconnection and Ideallyview the activity
positivelyas a compatibl:jand logicalextensionof the
cigarettebrand's inherentvalues into a separate
business.

However, respondentsmay take the view thatthe
TMD activity/advertisingis designed to promote the
cigaretteratherthan, or in additionto the TMD
product itself.Although lesspositivethiswould still
representan achievement of the objectives.

Ideally,inadditionto the above consumer responses,
the TMD advertisingshould generate a favourable
reactionto theTMD product per se with a positive
indicationof propensityto purchase. Without this,
the TMD aclivityislesslikelyto flourishand generate
profitand thusbe more vulnerableto legalassault.
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At)t)endixI

PRINCIPLESQF TMD OPERATIONS,

1 Cgroorate Structure,

AllTMD operationsmust have separatelegal,financialand
organisationalstructures.

To be credibleand to withstandexternalscrutiny,TMD operations
should be based on sound commercial criteriaand be ri,ofitable.

TMD operationsmust be seen to be entirelyindependentof any
tobacco connection.Fund flowsmust be confidential.

TMD activitiesmust be seen to be genuine businessescapableof
supportingtheirown advertisingspend inthe longterm.

2. Advertisina.

TMD advertising/communicationsshould be handled by agencies
having no connectionwith the tobacco brand business.

Advertisingbudget levelsshouldbe inscalewiththe norms ofthe
TMD productcategoryand appropriatetothe levelof product
distribution.

Advertisingcreativecontentshouldbe compatiblewith the
cigarettebrand valuesand emphasise the brand name.

Advertisingcreativecontent shouldnot be a blatantand
provocativereflectionofthe cigaretteadvertising.

Media appropriateto the productcategory must be used but not
exclusivelyso.

Inorder to preserveindependence and security,the applicationof
Group media discountsto TMD must be sacrificed.
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