
NO COPIES -NIAYBE ryTADE SECRET

A meetingof the Tobacco StrategyGroup was held in Windsor House on

Wednesday 9thNovenber 199@'.

Present-,Mr U G V HerEe,-,'vlrD P Alivey,Mr N G Brookes,Mr R D Brown,
Mr A iM de Castro.\lr E E Ettedeui.Mr R Pilbeam(standinginfor\4rB D
Bramiev),*vtrT E SandeFur,Dr B Schweitzer,MissH C Barton.

Nfr N Davis was presentfor items I to 32. Mr S P Chalfen,Dr I Kausch,
Mr C Proc-,orand '%I,-G Read were presentforitems I to 17. Mr I Snowden and

iMrE Watt %@,-erepresentforite-ns13 to29. @%lrD C Potterand i'vlrN R Withington

were presentforite:rs--,3to40

ScientiFicResenrciiGi-oup (SRG)

1. \,frC Poc-cr repor-e--@on -,he-.,.orkoF -,lieSi@G duriniz1994. The SRG :saware of
other -xier,-alresearc@-I st-nokinaand heaithissues.such as thatcarrie,-4out by the
Tobac:o C,-urcil,ar,-"'-:-,sures@,actlle,-eisno duplication.Ifthe SRO thcuzhtthata

oro'e-.-. have a or,5mo:&-inizand healthissuesbut SRG did
not ha%-esuft-icien, a%,aiiablein itsbuaszet.it would approac'-,BAT for
add;t'ic,-lal the -.-searc"-Iersare not obli!zedto publish res-,,Its,

t,,Ipicailv',he,.-jo pub:i-@;-,:hen an-@-,Illeresaltsare;n tfiepublic domain.

Group Technic-ilPi-ngr:ttnriieTGTPI,

2. Dr Kausciireporte--; -.,he-,.N-ori-,ainasr)ec*.sof the GTP: RLILD and the
Best -.,roprammes-. and %[a-iufacturirgCcntrolTechnolcizv.

est US bleiidruiifli%-otir-Tiiebenchmark isclearl,.-Nia.-'boroFullWorld-Nvide b
Fla-,-our.B,@-%Vli,-isac',.I:e-.-edpar'zvon k-inasizeand superiorityIn 100s. B.-KTCF has
achie,.-edparitvon ki.-.izsize.Souza Cruz has achievedparityvs ivfarlboro-USwith

Luck-@-Strike.Holl%-,voodtes-,ssuperiorto localMarlboro in Brazil,but itis not
known how Lucky Striketestsaizainstlocal\farlboro.

4. Paritvhas been aciiie,.-edthereforeinUS, Germany and exports.However, thereare
many otherdomestic -narkets%vherethe localproduct isnot at parity.BATCO is

about to embark on a proizramme to learnabout W@VB US blend FF in order to
identif@-the buildingblocks which can be used to develop productsfor otherdomestic

markets.intrHerterasked BATCO to reporttothe TSG meetinginJune 1995 on their

proaressinadopting US blendsinBATCO markets.
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5@ World-widebestVirginiafullfltvour(13-15mg):Itwaslesseasytoidentifya
suitablebenchmark. The LTK market was chosen and the brands used were B&H,
Dunhill,Marlboro,Camel, Mild Seven and du Maurier. The produdt was redesigned
from firstprinciples.The four blends which were testedalloutperformedthe
benchmarks, but even the best of them was too high in harshness,impac-,and

afte-taste,and lackedsweetnessand moisture. The bestblendisnow beinlradapted
forlocalleafand localtastepreferencesinimalaysia.

6. World-kvidebest Vii-aiiiiiLiglits(7-8mg):The benchmarkschosen fe;iintotwo
clusters-The -noreacceptableclusterwas SilkCut, B&H SpecialMild and '-',Iariboro

Lights.Came! Lichis,N4ildSeven Lightsand du Maurier Mild had sienificanilylower
acceptability.A pure Virainiablend achievedparityat best. A modifiedVir2inia

achie%-edsupe.--.ority.

7. World-@vide best U@S blend Lialits: B&W has achieved directional prefere:-,ceover
Marlboro LiL,'-.:5at 91ne. BATCF expec,,sto achieveparityat 6mg in a CPT in

Januar-,@.Souzt Cruz has launched one product at 9mg which achievedac::e:)tabilitv
by 7ree and L&:.%lL'!alitssmokers, but has not yet achievedsuperiority.F:.-.a!@CS*,l,,19

will -La@%-eplace 1995.

S. Project Gi-,-ispTescs so farhave achieved hilherscoresinaroma inzeisitya:7-,@s'l,-i'liar
scoresin ui%'inL7a 91nszproduct thattestsas we;las a limiz

blendswillno%v be ested.

9. BATC7 %%-ithHauni on machine,--@-de,.-eloprne-it.Itisbelie%-ed is

@--r-lieconsurrer to out,.\,-e:-@.ri-,,iemanurac-.,-,r;,iQc!:r:tcL@;@:e@.

T@.@ z@-C7,6 --7@ %,ascance;le,@because ,he
-c,'a@ tlie,--l.,oreitis premature.and risl,-%,,to

not Ie ,)oc-:5:bie,o sleed up the zec!inic@-I

11. World-\videbestUltz-.,iLow T.1r: A proaramme was setuo inAuaus-,.
are '-2!7,cd:scussed.

Ti-,eC-@lP aisc trans,eron produc-,cost reducri:onpTcz.
and e:-.,.-ironmen:@,iprolraninies.such as bio-de2radablefiltersand bleach-freepapers.

One receitR,@:D secondment has been arraneed and severalmore are plan,-,e,-'.T@vo
GTP mee,.injzs'-Ia%-ebeen planned for 1995, one on processingtechnology ar.-@;one on

product deve;c:-,-nent.

13. Itwas aszree,-4--;arthe co-ordinationof R&D unitswas workinizwell,with a -.-oc-ason

de%-,-Iopin,--itra:.-ierthan Rindamental research,and closeco-operationwith %Iarke,;ng.
An%-otherstr,;c:,jre,,vouldbe disruptiveand risklosin key staff,forlittlebe:,eit.9

Ln
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14. Mr Read demonstrateda filterbox forenclosedspaces,which performedaswellasthe
bestairfiltrationsystemsfora fractionof theprice. Ifthe costcan be reduced
sufficientlytheboxeswould be economic forairlinemanufacturerstoinstallinairline
seats.

Key IssuesCouncil

15. Mr Chalfen reported that the Key Issues Council met for the firsttime in early
No,.-ember.Itide-itifiedelp-hiissuesforwhich a Group-wide sharedcoherentvision
would be developedwithinthenexttwo months. Draflpositionstatementsand action
pointswillbe recommended totheTSG inFebruar-y1995. Ntr HerteraskedtheTSG
members to supporttheiro,,vnstaffinthedevelopmentof thiswork, providingmore
resourceifnecessar-.,

Legni & Re2u]-.itoryIssues

16. i%lrChalfen repored on the :ime scalefor the Arnerican Tobacco acquisition,The
cour-,fiearinesstar-.on '-@thDe-.eniberwith a decisionby theyear end, and a dec:sion
on an%.appealby z,@eend cCNtarch 1995

17. P.@a-zeI of Pro.iec- has concluded on sche,-4ule,givinauser frien@'.@,operation.
Phase 2.which iL:,omates-,herealsiritions,has a tarizetdateof Easteri99'-@.The
processof impie.-rentin2-:iase2 @.villslow the operationol@the but the
response times %k'li@I-eco%-Ir pilase'-'isimplenent-,d.

Le-ifRe-.-ie@N

18 %Ir @-;no@vd2-i t!,,at. ,lie 7ecent peric,-@of ove.--sucoiv and -,ric@s,
deaiers %vere :@n :@osition.@,iri-ners'mar-@;,is@vere b,;:c:car-zte

i9 'e,.e@sha%,- -,o%@ but the mix liisc,@anqedwiciia hip-iie.-p,.:@.nor-.:cnof
more e\re-isi@,-e.@ii;@cziier zobaCC05and a lower propor-tior,of traditio@-,aitobaccos
and "CI@-"stock3.P,:Ic,-s-cr-."ue-curedand burle-iare expecre--;o riseb,.-4-@@o 10@o in
199-@but rlie@.,c@-L;idbe ilTe.-:edby a mijor crop failureor by the outcome of -,he
de@.,areon GATT '.kr,;cle-'S''

20. The orientalsurp!Lisisstill%vor@N-ingitswLv tliroup-hthesvstem and price:rcr,---Sesare
notexpectedunt'i1996.

21, In 1994,68% of Group purc,@asesareexpectedto come from BAT companies. 38%
of thepurchasesfrom non-Group dealersarefrom StandardCommercial. Both these
perc,-r,taizeshave @rc-e,-isedfrom 1993 inlinewith the Group poiicyto bu-@.---Irs-@iv'rom
BAT andsecondl,@-rom StandardCommercial.

22. With respectto buyingtobacco,BAT has highersecurityof suppi%lthan its
competitors.Itspricesarealso"damped". Ifmore riskissharedwiththeCarmers,we
willalsohavetosharemore of theupsidewhen pricesarehigh,which isaccepted.

CD
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23@ Nlarket information appears to suggest that Standard Commercial's $100m bond
placementislikelyto fail.Itisreportedthat$46m stockwas soldto the major
manufacturerslastwe2*xahead of a majormeetingwithitsEuropean bankers. This
appearsto have resultedinlinesof creditbeingextendedto31stt@vlarch1995. Itis
be!ievedthatthesaleofthewool businessisbeingnegotiated.

24. BAT exportsabout90m kg p.a.to thirdparties.Any failureofStandardCommercial
would causeproblemsforBraziland Zimbabwe. Intheshortterm,customerswould
stillhave to come toSouza Cruz. Inthe longerterm,Souza Cruz would losethe
businessifitdidnothavean exportstructure,which givestimeto developthis.The
same istrueofallthebusinesses.

25. Loss of StandardCommercialbusinesswould resultinZimbabwe'sprocessingcost
becoming uncompetitive.There aremany options,such as developingdirectsales,
expandingour businesswithotherdealers,expandingtheage.-ienet%vork.None ofthe
optionsresolvestheproblemby itself,and a combinationmust be used. The options
willbe de,.-elopedard presentedto theTSG inFebruary.

Purciiisine

26. .%IrWait repor-,e,-4:@-,ai.,@eoutlook for1995 forthethreec@-,-emater@alsisforlarge
pr@Ce irC7eases -ia'..-iteninQsupply availability.Estimate--; ;,r.1994 are
S19 -Imasz,-iins:ir,--,@.bi[iousS--6mtare:ei.The co-operation:r@theG-,-ut)isgood and

B-i of l@cf -.he2re-itm-,ijoritv)r.vrappinQmate.-@a:@@ zc,.-e,-edbv the
z@ob,,t sc'-,.c;rz SZ7---.!-,.,and thesuopiie@acpraisais be

e!ationsl-,iDswith tiiesame as
a7,.)e2r 'z)euse,-@ :iscon-.I)etilors.allof @vlioniare rr,@*!c,-ialis;,-,P-@h.--iumoerof

-il-le,.-de.-.@.TI)is'sresultinain shor-ta-.-2-)f at the best
zL:ooi;e-z @pa,.2 at ;li,-secori-@@ratesuppiiers,

T,i,-PU7Z:,,'ISing -rcz-amme or 1996 %,@-illbe de,.,e!opedar,-@'p-esentz,@-at the TSG
mee,,ing:,nSepteT.*-.2.-1995.

,Nlanuf.,icturiiizC.11)acit%.;liid@lichineUtilis,,itioti

30 %IrDa%-ispresent,-,4-heGroup-wide pictureof machineutiiisationand Sparecapacity.
Proposed new mac:-,inen,purchasesareeitherrene%valsmade *,-orqualityreasonsor to
increasecipacit%.as a resultof sourcespecificrequiremen-,s.or import tariffs,or
speciricsizerequire:,.ients.

31. PP&D inBATCO iow hisa productiondatabasewhich isa,.-aiiabieto allOperating
Groups.and a mac',,Inervdatabaseisbeinl,setup.

32. L%irEttedcuiand Ntr Surde3U willdiscussa capitalexpenditureprocesswith the
FinanceDirectorsand make a proposalto%IrHerter.

Ln
C:)
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Project Stem

33. The totalsvstem profitis -.--ededfirstlyforthe end market managers to run the
businessand secondivfor theTSG tojudizeprogress.Transitionalsystems are needed
for 1995. A steerinqcoinrr,:@:-zewillbe setup tooversee the development ofthe long
term SN,Stens.

34. The underlyingsystems in @l-!OperatingGroups have been diverging. There isan

opportunityas systems have to be changed to make them converge. An impact
I

anaivsiswillidentif-@.theoppcr:-jnities.

35. Macon isworkina at capacitybut frequentchanges to exportordersare

makin2 productionscheduli,7zverydifficult.Itwould be very helpfuliforderswere
either-noredefiniteor gave 1-:rcreclearlydefineddeliveryschedule,

36. Mr He-terwilldiscussa t7--:-.si-,Ionalar,-angeiner:tfor end market responsibilityin
Turke,.-and CentralAsiawit@ '.f,-Jolinstor,and iMr Toniat.

37. 'i@vfr%@'i-,iiinatonexplained chanizesto the existingtrade mark ownership were
unlikei\-.at pre-,er,-,.main:-.-or tax reasons. BAT',\,Iark%villbe a trade mar:pl-

manace",ie:,.:orcanisition,-.@.-.!c@-..villprovidea -,rademark protectionfaciiitvin
accorci=ncz.%;it!lbest prac,;;ce,thereby seekinizto make le2ai owners,)i.0
irrele@.a.-.t:'-Ir-,oiiiiTie.,c;alp,:.---ses.B.-kT.%fark-@viiibe a Group -esourc@ co maintain
trade-,.ar'\--e2istrar;.onsan--@-anage tra--;emarks -roreproaclive!y,for example, by
inte2raz'n@7trade rnar.@- Into h-randsrate2!es,throU2h aQrez!,-4ooeratin2

proce,-4-,@r.-s.,nd b,@,!e,.@e@aszl:7z s@rencz7@-.octhe -.c@@-accotrade nar'rl-por-.:'.:)Iioto best

13 T*ne -.Z!discusse,4 @@.e 7@@ia7.ca

L eu:i 2 r,-, r r, a 1 -21,1n:r, 199

1994 Triditiarzesiiits;iiidFt)rec.,i5-:

39. The i@-; ahe---'cl--budizt-.,ard lastyear. SATCO expec-,sto
achie@.-e-or!c.-iscbut %%-itht@.2 ,)fthe US5 does not exi)ec-.an,.-sisznificant

impro%-=en,- spe!,.dc,-,Pojec:-Reial inthe fourtliouarrer B&-%V
iscon,-i-:en-.c,7:ts'ore-.ast, :.iepossi@:.-ijtvol--asrn.,iilupside. TiieBATCF iorecast
excludesthe saleof Ballrenf@,-.--1.@.-Iiichisexpected to take place in 1994. Souza Cruz
may slic@itl%-exceed itsforec@--z-.Imperial.%illachie,.-eitstradincproritforecastifnot

itsvolume I'V-recast.0,.,erill.@:-.asbeen a --oodyearforTobacco.

Nlinutes of meeting oil-,tliSci)teizi@e!-

40. It was asz,-ee.-.@-ninute 3 siioui@@ de!eed and replacedbv:

"TlieP,-c)ducercosts as de.@ir-,,-z:,-.tileProj;ec-,Stem ,7uideiineswillbe reco%-eredon a
cost plusbasis."

C:)
r'li
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MittersArisiiig

41. SouthKorei:B&W hasreduceditsbrandstylesfrom18to4:Kent,Finesse,Kool
and Sky SilinLichts. Line extensionsare planned,forexample,Kent 1 and Kool

Lights.B&W willmake a smallcontributionfrom Korea forthefirsttime thisyear.

By 1999, itexpectstohave 3"'omarket share,which is12@,oof theimport segment and
to make S21m profit.Thisisan oreanicgrowth strategy.B&W willreview and

evaluateotherstrateciesand make a recommendation to theTSG Marketing meeting

inJune 199)-.

42. PhilipNlorriscliincresin Sptin: PM hastaken controlof allmarketinginSpainbut
has paid a Iiialipriceinconcessionson manufacturing.However, as salesgrow they
willbe ableto imdort80@loof theincreasedvolume from Holland. There may be a

window of opportunityforBAT to takecontrolof itsoperationsin Spain and exit
from tilefactorvintheCanary Islands.BATCO willpresenta noteto theCEC within
the nextmonth withoptionsand recommendations.

43. Brand exciiinge%viiiiLi N-lodei-ni:Group would liketo re--ainthe rightsto
Belmont in Nlexico Tne.-eareotherlessimportantite-ns.vhichcould be regained,
such -isthe:eclinolosivon CapriSilinand the rlv-htsto Raie!2hin Czechiands. The

license-,cLa 'vfode7:-,aon JPS expired;nJune and could be reqe-.vedfor anothe.-5
ve,irs.%frSiilde@ir2-t%-ea -lieproposalsto %frPe.-rer.

\ir Piibe.,ini@vill BATCo*s r. mar@l-lawyers to c.@ec'%-the stillisof Plave.-Sin
@%fexica2rj to brie@'%fr 3ro%%,-lor, -,lietrade mar'N-pos"tionbefore he meets La

ziiisronzii.

4-, Vicero,,.1).Icli.-.ZiII2"-*"L n-rc,.Cosai;,.,s!,ir2,2 ti-,eppo:%-5@\-f,Ht!r-z,-r

will c@'-,ec:,-zhis ,f,R2-Tiblsze,.@-skion Friday. Tiiene,.\.-oack-shouid be used or

,ie,.vmar:\-e,,z@@-ut -.@us:-,oz@,eciia,,,@zeain exiszin2 m-ar:-e,.s,@'or-.xamr)ie,Brazil
,,-,iere!@- -:z: an,.-c!i@-inp-em@,ist ,2s-Lec

Pro2ress Repot-is

46. Coinl)etitni-5:.-P%,Iiis exr)or-tiric!frc)niBrizii to Beia;um at ver/ low prices, for
example, S'-z4'-7f@@rBcnd Sire-., \Ir Castro %villin%-estiaareho%v the-.,can make a
productso ciieipivand iisowhehe.-Souza Cruz can make a competitiveproduct,

47. ivirPiibeam willdiscuss )-,efor.-natof coinpetitorreportsto aizencieswith ivlr

Rembisze,.vs:,-i.

48. New mii-k-ets: A siqnificantpresence has now been ac,@ie%,edin Central and Eastern

Europe. .-k5SUMInCthit-,he[:-zbekistandeal isclosed,the top prioritiesare now

Poland, Romania and orme,,Yuposla%@ia.Beyond that,tileopportunitiesmay become

more marizinal.Inthene-.irEastand Africa,theprioritiesareTurkey and Lebanon, but

there are alsoopportunitiesin Etzvptand Tanzania. In the Far East, thereare
opportunitiesin Vienam. Nlyanmar and the Philippines,and in Latin America, in

Paraguay and Cuba.

C:)
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49. Eistern Europe: 1994 is proving a much more successfulyear for BAT in Eastern
Europe, particularlywith the successofthenew localbrands.

50. C.-inidi:i%,frBrown reportedthatthe sizeof theCanadian market has increasedin
1994 and the rollyour own segment has declined,resultingin growth of domestic

tailor-made.Since thisis the seizmentwhere Imperialis strongest,theirsharehas
increasedby 4 percentagepoints. RBH and RJR have lostvolume buE increased
prorits.

51. The zovernment ismonitoringsmoking incidenceamong the young, and isresearching

plainpackap-inp-,%%-ithresultsexpectedinFebruary 1995. Plainpackaginp mav be open
tole-.alchallenge,but thiswould not appivtotilesizeoftilehealthwarnin,,%,.

52. US Iiitei-nationilBi-aiids: Ke.,it,Luckv Strike,Pall %,falland Hilton are -.,.e;lup on
last.ear-,Barclavand Kool are slightivup- Vicerovis slightlydown. Oc-,oc)erwas
B&W's larcestexportinl,month ever. The Lucky Strikedevelopment ison schedule,

witha tvfarnetinameeli'nato be heldshorlv.The Luckv Strikeparentiscoizinuinp-to

i2rowinWest Ger:ranv,and itislookiniz@e.,,erinIrido'nesia.PallIvfailis.-:-@seto 5%
in Germany, .,.-iththe successof the7-4pac,@pricedbelow DN,15.

53. UK Iritei-ii,,i[ioiiiiBi-.liids@[--KIBsareahead ofI-,iszvearbut belo%vbudr-e,. is
doir,,,7%ve;l'.-i bLl',thesuccessof -he"birthda,.isvital.Itisdoino *:.-sswellin
Tai,.%an bec:n-usect-- .@,roblenot"counE,-r-,-e;E. The IPGL relaunch in Scul'.i -\frica is

not iuiteas Qccc
. .

:-,c2eCbecause ol-:he crobl,--.iof aciiie,/inL, in the
blac'\-

54. Hoii%Nvood ex-,ort are .2,:@od. orccitabiii[%,has lu@!.!:7-::bv the
:@-.2 @-,cuz@ C.-L,--k@:1--.c::rE!ss itszc)mc,-in%-cia.-, z.@e

pric2can C, :liecosz -e,-@ucez:,-7iak-a:@;sbusiness \.,ia'ole !onc!er
ter,-. In c:c77tsz-,c Hoil,.-.,,,)od-.olumes .%@ere23',o hiaher :@,2third

'7
is zi o@' -:-.cU.Dtraciit-.L,@,rc of

5; Germ.,iiiltiternitiott.11Briii(is HB ire -i) in bo-,@idomes-.:z:@n-@ expor-,

mir:%-,-:s.Sa:es ire due :o fiai@,

H C Birton

22nd Noveniber 1994

LYI
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