BATCO

SECRET

NO COPIES MAY BE MADE

A Tobacco Marketing Strategy meeting was held on Tuesday 10th and Wednesday | 1th May 1994.

Present: Mr U G V Herter, Mr M F Broughton (items | to 7), Mr P Adams. Mr D P Allvey,

Mr F Andrade, Mr R Bexon, Mr B D Bramiey (Wednesday only), Mr R D Brown,
Mr A M Castro. MrN Davis. Mr G Domizlaff, Mr K Dunt. Mr E E Ettedgui,
Mr A Johnston. Mr § Rembiszewski, Mr T E Sandefur. Dr B Schweitzer,
Mr H-A Tomat. Mr J Winebrenner, Miss H C Barton (Secretary)

International Brands

[

Lucky Strike: The foilowing pack desicn changes were agreed

- the bulls eve will be enlarged:

- the Ligins buils eve wiil te changzd from goid 1o red:

- the lettering of the parent wiil remam in biac:

- the iogo will be made more readanie

Turee versions of the Lights pack (wiitte on goid. winte on res and black on red) wiil be

tested within the whole famiv range in Japan againsi the black on red parent. Black on red
will be chosen unless there are verv strong indications that white is preferred [f the American

Tobacco acquisition goes ahead, Brown &AVilliamsen wiil support the black on red Lightsin™

the US.

Either the Superlights or the Supermilds name wiil be chosen. for the 6mg product to be
introduced in Japan.

The pricing for Lucky Strike should be considered market by market. The objective for new
or currently small markets is to be at parity with Marlboro or to be one price point below,
providing this is still high priced. In existing markets. the current price will be retained where
the volume is substantial or progressive. The previous commitiment to close any pricing gap
with caution over time is removed. but neither is it forbidden.

The implication of this pricing position is that Lucky Strike will not contest the position of
leading US premium priced full flavour cigarette with Martboro. Hence Philip Morris' profit
per mille will continue to be higher than that of BAT.
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None of the three new campaigns is believed 1o be obviouslyv a winning world-wide
campaign. The Lucky/Unlucky campaign, which looks to have a workable concept, will be
tested in the US and the main markets. Enough time will be :aken to ensure that the right
world-wide campaign is developed. but it 1s hoped that ihis wiil be by the end of 1994.

In the interim period, while the new campaign is being develcped, momentum will be
maintained by use of the new biker films and the Team Lucky Strike Suzuki films and
supporting print advertising.

The best blends currently available will be used rather than waiting for World-Wide Best. In
developing new blends, consumer profiling wiil be used as well as reverse engineering in
order to achieve overall preference.

Kool: In the US the objective is to reassure the currant ranchise. For international use.
Newport was considered to be the stronger menthoi offer. udlisiig the “best seiling US”
menthol brands clann.

It was agreed that a substantial menthol marker is betizr addrassed
brand. However this does not rule out the tac:icai use of iine 2y
marker as a stand-alone brand

3y a siand-alone menthci
‘ons, possidiv in the same

Kent: 529 of the volume s in Japan and 7375 in ihe Far Ezsi Sales in Japar. where the
nroduct is blended for a charcoal filter. are urowing. Swies ei er2. where the oroduct uses
th2 old spicv biend. are not growing. inter aia tecause o7 procu iclenc:

Kent's positioning 1s Lights. [t 1s percerved as 2zuivaient to M
parent currentdy has i3mg rar which does nor qualil™s {

i feneioped. the (ar izvel must be red:

sroaro Lrghts However the

aomany varke:s As the

ne recciumended range o tue packs presentad T SN n iTerir s shiales

nx CPT resuiis frones Japan indicate a wras
owver Next and Fronuer A second CPT is scheduiet s :
arz curreniiv in development by B&W, 1o pre-emwet a PN glezai aunch,

BATs Lights deveiopment in Asia will Tocuz on Renmi. w2 the FEurnpean Lights
i2welopment wiil focus on Barclay Over the leny * 2 markars imove (0 below
i2mg. ihere may be rooim for both products in the saime miark2: i differant positioning.

17
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Kant has different age profiles in different markers. It has a voung zrofile in Japan and China,
a inore ageing profile in Hong Kong. and did not test well againsi L&M. which has a young
profile, in Brazil. Major progress has been made in developini the positioning of the brand.
but more work is needed on the rest of the package. It wiil takz ui2 to make the age profiie
vounger

It is likely that Kent will retain a more traditionai campzaign :a Japan. while a more
contemporary campaign is adopted elsewhere Greyv are finalising the storvboard and B&W
and BATCo will agree the {unding.
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Viceroy: Viceroy's volume base is in volatile markets and price competition is increasing in
the low price segment. A product is being tested with 75% domestic leaf content. If the best
blend is the GPC blend. this would bring efficiency gains. It was agreed that in general the
best blend should be used providing the margin remains acceptable

The packaging is being redesigned for consistency and a proposal will be made to the
September TSG All the communications for tnternational value for money brands must be
consistent, as they must be advertised and promoted and not just sold on price

Pall Mall: Pall Mall's volume base is aiso in volatile markezs, but it is priced at mid rather
than low price to compete with Chesterfield and L&M.

It was agreed that the plain, filter lights and menthol packs would be unchangzd in Germany.
In nzwv markets the "Finnish” range will be used. The "Finnish" range will be tested against
L&NI in Brazii for the voung profile. but it it does not tesi weil the whitz edge will be
retained. The USA Superlongs pack will not be changed.

State Express S535: A Lights product below (Omyg tar is being deveioped

SEZ:Z s currently a Far East brand Ir will 2 tested in a wider geography, anz BATCo must
procuce a plan of when it is to be :esied in which markers. B&W have alreac agread to test
iin fapan. The weakness is percaived o be the pack which is ol¢ Jashioned

SEZI:: has unul recently. been urowing on e basis of its haritagz and "MazZz2 in Engiand”,

thoug!: the current adverusing is changing tius [F10is launched in markets s iere it has not

5
hac :iie benefit of the new advertising and haz only a "heritag2" it il need sizzny advenising

surnor to enabie local mmanutaciur2 o be a2 suooess

Benson & Hedeges: B&H shouic De reconsids

Afrizz for the black marker

optinzi There mav be some lesscns

Plavers: BATC: are planming 1o have ras rands within e House of Pavar JPS 25 a
Ragsiie brand. and PGL in the mid-pricz segment  The oiher mambers ¢ the House of

Plaver Zamuiv are the Plavers brands in Canadz

The range of packs for PGL has heea e inconsistent-than tor Pall Maii The price
positicning is at the upper end of ‘acai hrands ity superior iasie \e2w packs :nd advertising
are being tested

In BTL. if the head cannot be retained. the fifebeit will be used without the head and the
wave will be introduced. Mr Herter was concerned about this, as the head and hat are the
core of the brand, which is known in some places as "Sailor”. He also questioned how
closeiv the sailor's head was linked with maritime adventure. In some of the target markets.
such as Bangladesh. the sea is seen as threatening.  Since this is a growing brand. the
execution must be developed cautiously [t is being tested at mid-price in South Africa and
China.

BATCO CONFIDENTIAL - CATEGORY I: MINNESOTA TOBACCO LITIGATION.

ovince of British Columbia 25 October 1999

/09276206

00091373



29.  Players in Canada has be=n losing some of its target male, under 25 segment because of the
worsening fibreglass filter rumour. One third of the switches from Players are to du Maurier
which is smoother. The “smooth” line extension is also doing well Plavers Racing Limited
features on teievision. Tie pack has been redesigned for the new health warning. but even
restrictions create competitive opportunities. The name of the brand can contain the imagery
if it is loaded over the vears, but as restrictions increase this cannot last forever. Plavers will

last longer than its comperitors, but eventually competition will be on price.
u { y | p

30.  Kim: Kim ias a female dias but 1s smoked by some males in [talv It is an Americza diend.
in slims and uitraslims. 7mg Lights and 4img Ultralights.  An international advemising
campaign is teing deveicned to be ready late sunumer. BATCF is currently evaluating it in
Korea

3. Hollywood: [t is not possible to modernise a brand through line extensions. :zerafore
Hollywocd Lights shouid Se consistent with the parent even if it is fess modern.

32. In export inarxets. Holivvood is perceived as a US brand. This is possible onlv whers the
pack does zot ave to staie a counuy of origin. [t is better not 10 use Hollvwood ;
where the zcunime of ¢r'2in has (o be shown.  Alternativeiyv it couid be made in :=
this wouid exv2 - for support

33 [t was discussed whaiizr we need another low price USIB in additen ¢
Mr Andrade Ziat Hollvwood's advantage is its fuil communications
Mr Tomat by =z Philip Morris and RIR both have 3 brands. we nesd bet: e}

iv i omarkers such as Russia wiich are vast, unk znd
developing

34 Hoilvweea 5 rataing 2 en:s a pack in Uzbhekistan  This was done to corrac: 23
siock protiemom Arat o Mowener s areng as o will nosw be e difficuli o -
arice ar Loz, 300owerease the volume in Uzbekisian

33 Barclay: Si-0on s e s rasied
[Tihe Amerznn Tobacos rzguisivon goes ahead there will De an overiap betwesn 3:

Cariton, witcl s much «»~ra significant in the Middle East. Since we have to ha.2 ?CL
Lucky Simxe » the Midlle Tasi. there is unlikelv to be room for beth Barclav ané Czrica

56 The pack N0 s bive. The "one™ is successiti as letters in Swzarzina,
out weuid Sonmnminieaie Imgoan Japan, wiere the tigure "1" would be preferaz.e The
pack desicn festuring ik ure "1" will be used in all markets with the exception =7
in Western Eurcpe whera thie letters onlv version has already been launched.

Global Brand Priorities
37 Lucky Stitke is the Group's global USIB priority and we must therefore trv to de-2ion it in

every counir. No othier srand is a global priority.

38 The Group does not have a global low tar USIB. Kent is strong in the Far East 3n¢ some
South American markets. Barclay is strong in Europe. There may be low tar marka:s in the
future where there will be ~com for both with different positioning.

£098/6206G

BATCO CONFIDENTIAL - CATEGORY I: MINNESOTA TOBACCO LITIGATION.

BATCo document for Province of British Columbia 25 October 1999

BATCO 00091374



BATCO

40.

41.

42.

44

46.

48.

49

50.

BATCo document for Province of British Columbia 25 October 1999

Benson & Hedges is a priority where it already has a franchise, but it is not a priority outside
Europe Duty Free and hence not a global priority.

Viceroy is a priority in Asia Pacific and could be a candidate to be our global VFM IB, with
Pall Mall at a mid-price point. However, the pricing levels of Viceroy and Pall Mall are not
consistent around the worid, and B&W has just decided to let Viceroy find its own level in
the US. Viceroy has opportunities in every region but not every country.

Mr Rembiszewski proposed that instead of segmenting the market by price we could
segment it by customer nesd, with Pall Mall as a full flavour, masculine offer and Viceroy as
a lighter. more feminine offer. The proposal will be discussed further.

To compete with L&M, Chesterfield and Bond Street at low price, BAT has Viceroy, Pall
Mall and Hollvwvood as USIBs and PGL as a UKIB. After the American Tobaczo acquisition
we will have several more including Montclair and Misty.

If we sezment on conswimer need. we also require a global Lights/SuperLights orand. Philip
Morris has not vet established a free-standing global Ultra Lights brand. but is trving with
Next. BAT has a good chance of succeeding and this would give a competitive advantage.

In mentiiol markets it s Detter to have a stand-alone menthol brarnd than menthol line
axtansicns. However, except where Kool is already established, Newport wouid be preferred
in marke:s where bemny number | in the USA provides a competitive advantagz

With the excention of Lucky Strike winich shouid be developed in ever: courir:. our other
[Bs are strong in some rezions. and shiould be developed globaily out of thcs2 regicns. but

aCIIN eV country

Regional Prioriries

Asia Pacific: N LS
Premiu 03
High - Luckv Strike
Kent _ . -
N 2oL Hiiton
Low Several opuions - Viceroy

cne to be selected
Japan: | Kent, 2. Lucky Strike. 5. Kool: 4. Capri. and possibly SE 555
Korea: 1| Kent: 2. Finesse

Sub-Continent:  Strong regional brands but no IBs. Testing Lucky Strike, PGL and
SE 355

Arabia: USIBs Lucky Sinke. Barclay (or Carlton) and Vicerov. UKIB PGL.

wn
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Russia/Eastern Europe/Central Asia/Turkey:

us UK/Other
High Kent SE 553
Mid Luck: Strike HB

Pall Mail
Low Vicerov Hollvwood

Western Europe: Premiuin to high Lucky Strike: Premium Lights Barclay, mid to low Pall
Mall.

Levant: Lucky Sorike. Paii Mall, Viceroy. Kent, and Barclay (or Carlton) (in Lebanon only).
Isracl: Kent. Lucky Surke

Central America: Lucky Siike. Belmont. Kent and Pall Mall should be in the portiolio but
not as priorities  Sicerov is turrently at a high price due to its heritage here and elsewhere in
Latin America (e Cinizi. Consideration will be 2iven 1o the two aitarnatives of repositioning
Viceroy as the V7N IB or 2 use of Pail Mall

South America: Lucuy Sizike (or Ken), Viceroy, Pail Mali, Hollvood.

o

Brazil: Luzky $oke Hoivnood tar ond pricer. Pall Mail (at low price)

Mexicn:  Ne2or ooty Tz Carel IPS anen the Gicznie as czemunated: CGPC (in the
future. soonrez crand can e marketed withour fisk of incurring 3 "dumping”
action’ sm2somer can Vigeraw or Raleigh i Mesico Hollvwoed shouid be
SONSiG2T2T

Africa: PCL.BOE
be tesiec i ail ctumtmes zrn Kool or Newport in markets waih &
exXIS{S iN SOie IMATNAS, Wier2 il (S naL A Prioriy

Reginnal Brands

fhilton: Filon B o Seaedequiny and an agemy pretiie i seis i Hong Kong and China
and may have peieanal in the Asia-Pacitic region, although generaily gold packs do not do
well in Chinese z-mmunities It 1s ot really a regional brand. bui the option wiil be kept
open. The cositiciung s true alue-for-money

Newport: Newpzor is the number one selfing menthol brand in the US and therefore could
potentially have a sirong position in the other menthol markets. The aim is for superiority to
Salem Newport siiouid be the first choice for new menthol markets

]

HB: HB s at the consumer price level in Germany and must be reduced from [3mg to 12mg

within 2 vears. It vas the largest consumer priced brand fromn its launch in 1953 to the price
war in 1983, therefore its consumers tend to be price sensitive. It has an ageing profile.
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It has been decided to have an HB familv with three "personalities” appealing to different
segments: "Classic” 15 mg; "Medium” 9mg. "Lights” Smg. These will be Jaunched early in
1995 with a new advertising campaign.

"British-American Tobacco” has a good corporate image, and in the eyes of the consumer
has associations with the two most highiv regarded sources of cigarettes. A good high
profile corporate image will assist in opening up new markets, being seen as a good venture
partner. and supporting our refationships with governments. For all these reasons, BATCF
will be repamed to include "British American Tobacco”, and "Manufactured by British
American Tobacco” should be stated on the packs of all kev brands. This should be
considered for all companies and brands

Belmont: Beimont has a kev position throughout the Andean Pact, particuiarly with the
current attempts to gain awnership in Colombia and Ecuador. It has a lifestvle image of
happy people on the beach which works berter on TV than in print.  This is potentially a
strong regional brand. tui there is little consistency in the packs. and it is at a lower price
point in Brazil. It was agread that Brazil wiil be an integral member of the already-operating
User Group and will test the aureed changes in the mix.

Derby: Derby has been successiti by grving good qualitv at a low price (particularly in

Argentina and Braziiy  The artempr o add imagen has been less successtul. though the new
g I gen ¢

campaign {Park) is morz2 5

(8]

230

Philip Mornis™ objecsive & taunching Dailas in Brazii was 1o de-siabiiise the marker and
increase market share

Free: Frzsias 70°, -7 ¢ reument ' Brazil and b3 the lending brand in universites
ftis pr celow Narora above LENT Fres mn Argentina s owned by PAL BAT may be
able 1o regain it ihrough actoriery by selling in other markets  Othervise there will be a
threar throvenh Mercosar Fraeis poing t2sizad in <a2nam Angean Pact markets -vitere BAT
owns the rrademark

Continental and Minisior zr2 beds cheay. morical Srands wiich are used 0 compete with
verv cheap Japanese siporis Thew have ne advertsing or support and swiil oniv be used if

absolutelv necessary
Major Markets .- -—

Japan: Lights and Uliraligins account ior half the market and are growing. The two major
Img products are PM's Nexi and JTI's Fronter. There are also line extensions inciuding
Kent SuperLights [t is a verv profitabie market despite high support expenditure. It is
B&W's top internationai priority with the tfocus on Kent and Lucky Strike (which have the
same blend). Kool does not have a charcoai filter because it does not work with menthol.
Capri is focused on the growing female seament

Next has a unique coaxiai fiiter which we should tesi to see why it has been adopted. The
brand failed in the US  The launch ot a free-standing Jmg product in Japan would cost
S40m, therefore it is imporiant for Kent to have a Img version.

~3

BATCO CONFIDENTIAL - CATEGORY [: MINNESOTA TOBACCO LITIGATION.

r Province of British Columbia 25 October 1999

119826204

00091377



72.

JTI are achieving price rises by switching from soft cup to box at 20 yen more. Other
manufacturers are unlikeiv to achieve a price rise at least until JTT is privatised.

73.  Korea: The outlook for B&W in Korea is improving in spite of anti-Western sentiment.
This is due to B&W's focused portfolio JTI breaks even, all the other importers lose money
in the market. B&W's focus is on Kent and Finesse (which has a male profile; Virginia Slims
outsells Marlboro and is aiso a male brand).

74, The outlook for the fasi growth of the import segment in Korea is not promising as the
retailers are anti-western and the aspirational lifestyle is Japanese. Kim will be tested again,
and a Japanese name couid be considered.

75. Combined Exports: This market has 300 miilion consumers. The only national brand is
Hong Ta Shan wirth 2% i the marke. the other brands are regional. CNTC has 180 piants,
many in competition wit: 2ne another. and over-capacity.

76 Viceroy is growing fasi Sut is canmbalising Hiiton.  Lucky Strike will be priced just under
Kent. The portfolio is complete with the possibie exception of a mid/low priced UKIB

77 The main nisk is from :n2 over-hearing economy, and the highest priority is to achieve the
largest joint venture possi~iz, quickly

73 Russia/CIS:  The nurrzr of brands i the market has reduced from 300 :o0 SG since
advertising was startes .= 992, There is a high level of counterfeit and “revenue reduced
imports” with which iezz mports zannot compete

79 The brands in order 27 == =ritv are Lucky Strikz, HB. Pall Mall. Hollywood or Vicerov. Kim,
PS5 and RNent lvis aer w2t ciear wincn i eveniually be preferred by the consumers.,
therefcre a pragmatic ansroach (s needad.

The mesting wiil continue 2t 247+ fene

H C Barton

27th May 100t

N
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