BATCO

NO COPIES MAY BE MADE

A meeting of the Tobacco Strategy Group was held on Thursday 27th July 1995.

Present: Mr U G V Herter. Mr D P Allvey, Mr B D Bramler, Mr N G Brookes,

Mr A M de Castro, Dr B Schweitzer, Mr P Viner, Miss H C Barton

Lord Caims, Mr S P Chalfen. Mr N Davis, Dr E Kausch, Mr C Read and
Dr L Rudge were present for items | to 41. Mr P Radford was present for items 2 to
14. Mr K S Dunt and Mr D G Stevens were present for items 30 to 54.

Minutes of Previous Yleeting

It was agreed that minute 12, "the CEC should be informed in advance atcu: possibie
decisions that could lead to accounting provisions”, should be quaiified. M: Allvey wiil
amend the accouniing instructions, either to specify the type of items whic should te
communicated. or to sgecify a limit.

Product Contamination Control Procedures

J

tn

Mr Read outlined the current produc: contamination controi procedures z-ound the
Group. Gererally the Group aims 0 work to the most stringent national reguiations, but
not all companies have the same leve! of sophistication. Whersver poss: incoming

materials are sgecifiad 1o 52 of Joad zrada

the only comrany ¢ ask for the hisicry of use of tankers. and Souza Cruz s the oniv
company o insist that smailer quanities are delivered in new. non-revszzi2 drums.
Information haz bee=n 2xchanged in this ar2z. but this will ner o7 itzeif enzurz that bes

practice is adoried.

Maintenance and ser~ice are times of high risk for product ccniamination. They are
controlled by custom and practice.ar.the moment. A start has been made in 2nsuring that
procedures ars Jocumented anc aucdizable. but the total Grour zrocedures “will not T2
complete untii the end of 1996.

Mr Read recommended that finished product samples shouid be taken Zor sensorv
analysis from each biend lay-down; the practicalities of this were question2d, but the
recommendation was accepted. Some manufacturing operations have a poiic: of taking
cigarette samples foilowing manufacturing material batch  changes  (i.z.
casings/adhesives); whilst encouraged. it is not considered manda:ory with zood supplier
quality and in-coming material controis.

Mr Read further recommended that the product leaving Southampton shouid be marked
with the year and machine of manufacture, as now, but the month of manufaczure should
be replaced with the week of manufacture, this would ensure that BATCo would have
one week to recail product if any problems were identified. This was agreed.
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The importance of continuous operator training was agreed, but it was noted that this will
become less effective as factories are automated.

All materials are cleared for use by AMGP, however, it excludes some products bought
in from other manufacturers. It was agreed that we should ask product suppliers to
disclose their materiais, on a confidential basis, in order to meet our duty of care.

Mr Chalfen reported that, in the US, all manufacturers disclose their additives to a US
law firm and the consolidated list is available for regulatory purposes worid-wide in
support of US export trade. BAT needs a procedure whereby all the additives used
throughout the Group are added to this list. Suppliers of finished product should then be
asked to certify that their product contains nothing that is not on the list. The creation of
a Group-wide consolidation of this list with any additional BAT additives world-wide
was endorsed at the KIC and this should now be implemented. Mr Chalfen will report
back to the November TSG mesting on what has been agreed.

In summary, best practice is not implemented everywhere. [t was agreed :hat there is a
need to apply rigorous Group standards. A comprehensive manual is being established.
Companies will be asked to cerifyv that it is being followed. and it wiil be checked
through production audiss.

Mr Radford reported that the procedures adopted for disaster recovery can be used for
product recail. The need is for broad-based guideiines. The Operating Groups would
then develop detailed procedures tailored to their different distribution channeis. The
guidelines should cover contract manufacture.

Mr Racford wili draf 2 guicaiine tased on Test praciice from ihe Operating Grougs anz
extemnal denchmarks. for discussion with the Operating Groups.

[nternet

T

Tt was cziied 0 the zumention of th2 Oraratung Grour Chalrman that i (s the Grouz's
poiicy inar connection o the Intemnet is prohibited. A note to this effect has zeen sent 0
the Heads of MIS. but the Operating Group Chairmen must ensure that this pronibiticn is
known and enforced. Mr Radford wiil ensure that Imperial Tobacco, Canada. is aware of
BAT's concemms. and Mr Bramiey wiil communicaze with BATCo's associate companies.

A review is being carried out of whether artachment to the Internet might te permitted in
some siand-alone situations. Mr Herter urged that the review should be completed as
soon as possible to ensure that competitive advantage is not lost.

Smoking Issues

Dr Rudge reported on deveiopments in smoking issues over the past vear. Press

15
statements and briefing materials are swiftly being communicated to the whoie Group.
The Operating Groups were asked to send any additional questions that should be in the
questions-and-answers material to the Key Issues Council. The Key Issues Council will
consider how communications can be dealt with pro-actively.

O DA TR WPV Wy
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17.
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A project has be=n set up, headed by Dr C Proctor, to run from September to December,
to examine the possibility of "bringing sciences back into the public debate on ETS". It
is intended that this should be piloted in the UK.

Other topics raised included: IARC ETS studies; the UK SCOTH review of ETS science;
the publication of an analysis of B&W documents; the FDA regulatory proposal to
Prasident Clinton; and the potential class action in Australia.

Scientific Research Group

18.

19.

The SRG was established in 1986 to identify research relevant to smoking issues.
External experss review project proposals, and the results of external research are
published indezendently by the researchers.

Since B&W funded the work considered by them as most relevant to the US in the CTR,
B&W withdres from the SRG in 1994. The work of the SRG is not budget constrained,

ar:d additional funds would be provided for recommended projects.

Group Technical Programme

20.

~-

26.

24,

Trz Werid-Wiiz Best ("WWB) programme has achieved parity in US F¥. it has not
achieved superority, canly because of the re-enginesring approach. and par:l: because
nC taste targer vas derined

i3 of smokers nave bareiy changed over the vears. Theyr wwant more
‘iation. less drvness. more naturalness and less artificiaiiz. Some
.ixz more strength. bur others would like less strength

ne idaniificaiicn of sirengihs and weaknesses in our own products and in Maritoro. is
: petelit re improvement programmes.  Work wiil ccniiaue but

Tn2 WURTB Virziniz crogramime 00K an innovative approaci 0aszd on DUiising DIocis.
wrichis zchieving continuous directional improvements.

Tm2 WAB prezramme was asked to re-evaluate the impact of mamuring of totacco. Mr
Brakes repomaZ that PM's duration in the US is 28 months. azainst 15 menths for
Bé:*%, and thz: Viceror made from longer-marured tobacco achieves significantly
imoroves smeking quality ratings from consumers. BAT Germany has recently raised
the durzazion of its flavour grades to 24 months, although overall duration will not change.
Hcuse of Prince is made using tobacco which has been matured for 2 to 5 vears in whole
leaf form. Orce the impact of maturity on smoking quality has besn re-evziuated, the
firanciai consecuences of any change in policy will be examined.

Tre WA Lighs biend has achieved parity with Marlboro Lights in CPT.

Theare is no WWB programme for Ultra-Lights as there is no beachmark. Ir its placs,
there is a projec: to draw up a tool box for improving Ultra-Lights products.

T e ]
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27.  The WWB programmes should ensure that knowledge gained from American Tobacco is
shared around the Group.

Innovation

28. The Group Technical Programme has provided a forum for sharing information and has
created an excellent team spirit. [t has achieved parity on [Bs and identified strengths
and weaknesses, but we are now at the boundary of our current capabilities.

29. In 1991 the decision was taken to focus R&D effort on product development, and
BATCo merged the Group research department into its R&D department. The decision
is believed to have been the correct one with the elimination of duplication and R&D
becoming mere Marketing-driven. The focus of the last few years has been short-term
with the ne=d to address deficiencies. The focus now needs to switch to a more long
term orientation, to ensure that we do not fail behind again in smoking or product
quality. Bauaiion is acddressing the question of innovation.

30.  BATs freguancy of patenting is rising. Compared with competitors we are inactive in
the arezs of zackaging and alternative products.

Coresta
51.  Coresia has Jour study zroups (Agronomy, Phytopathoiogy, Technoiogr. and Smoke)
wiich concantrate on analyvtical methods. test methods, standards, consisiancy and

- -

o RaStiN -0 ssues 2

has recently oeen formed by PM, RJR, Rotimzans and BAT.
Possibie sut:zcts for discussion inciude machine mobng, ignition prorensity, filter

-~

fibres in smok2. ETS smoke constituent vields and the Codex Alimentar's.

1
(%)

34, BAT shouid use its influence at Coresta. where it currently chairs two kev committees, to
‘ensure_thar it focuses on its core roie of setting standards and avaids_becomipg directly
invoived ir :moking inc heaith issues per se. The BAT representatives must improve
their knowiscge of Group-wide positions, inciuding regutatory and legai issues, so that
they can ccxiribute fuily. Mr Read should brief the TSG annually on deveiopments at
Coresia.

Technology Reviews

(93]
tn

Mr Herter commenieZ that. except for the B&W review. it was difficult 10 assess our
standing reiz:ive to competitors from the reviews. The final reviews, which are due in on
18th August. shouid contain more competitor assessment. even where this is only our
best judgement.

ORI WSSTIY re T
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6.

37.

38.

40.

-5-

The investment programmme has resulted in a good position with respec: to machinery.
BAT takes the lead in co-operating with machine manufacturers. PM has an advantage
from its smaller range of products which allows it to negotiate better pnces and delivery
dates from machinery suppliers.

Mr Davis will co-ordinate a team to address again the subject of produc: specifications,
for example, pack sizes, to make a recommendation to the TSG.

Most of our machinery is now very modem. but we must ensure that the position does
not erode again over time. The machine buy-back policy should ensure that the
machinery is kept up-to-date.

The overall position is that we have now achieved parity on smoking and product quality.
Our average costs are slightly lower than those of our major competitors as a result of our
factories in low-cost countries such as India and Indonesia.

We monitor our patents and the percentage of tumover speat on R&D relative to
competitors, but this does not give a measure of innovation. or value for money in the
spend. However, it can be said that the orniv commercially successfui products in the
past 13 vears have come from BAT (the mcst recent was Cacri. 8 vears ago). The same,
with the exception of DIET, can be said for zrocesses (for example, HTD. direct cyiinder
casing, CLIFF, STS).

Co-operation around the Group is good on machinery, purciasing 2nd R&D, but it has
besn less good on MSD. This is now being tackled, for exampie. the ihres different
MRP sysiems are being linked through an intertace. The Orerating Croup Chairmen
must zive 2 high pricriy to this large and =rzant iask,

Progress Repors

B& 'V shcuid aot heid back on the deveiozment of a Img roZuct n jazan. peading the
negotiatiens with Rothmans.

Dr Schweirzzr wiil acvise Mr Brookes of az change to the crecast vointe of Vicsroy
for East Europe.

The USiB report shouic be extended to inciude salzs in the US Zomestic markar.

BATCo and BAT Germany should propose o Mr Herter a czrailed plan of how to take
Hollywood into local manufacture in Russia.

Mr Herter has doubts that JPGL is the right brand for Russia. Using a US blend should
be considered.

Mr Herter has doubts that Pall Mall can be =xtended to Img. The test in Geneva should
go ahead, but the results should be considered carefully before roll-out.

There is an extending pattern of price competition from PM. including Australia, where
Mariboro is at the lowest price point in the market.

O Rru TRy, T
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Mr Bramley asked BAT Germany to provide BATCo Marketing Intelligence
Department, on an ongoing basis, with the best estimates it has available of PM's
volumes by marke: in Eastern Europe in order to up-date the Central staistics.

Statement of Trading Principles

49,

There were no problems with the Statement of Trading Principles as presented.

Project Battalion

50.

wn
r—

w
e}

It was agreed thar the strategic imperatives must be communicated consistently across
the whole Group.

The preiiminary fincings of the Marketing and Regional Drive Teams were presented.

It was agreed tha: an outline organisation structure would be announced in early
November. to be discussed in detail at a Conference in late November. Thais would then
roll on into regionzal meetings to plan the imrlementation process.

There was disagreement about whether thers should be an interim announcement in

Septemkber. decencinz on what could be said vs what rumours might fiii 2 vacuum.

Battalion.

H C Barton
21st August 1992

O AL TR WAL Y LAY
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