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NO COEIU MAY BE NIAD-E SF-CRET

Tnbacc.9Sttitef-YGratio

A meetingoftheTobaccoStrategyGroup washeldonWednesday,2nd December,1992.

Present: Mr U.G.V. Herter,Mr D.P. Ailvey(morningonly),Mr B.D. Bramley,Mr D.

Brown, Mr A. Moiiteirodc CasLro,Mr J-L.Mercier,Mr R.I. Pritchard,Mr T.E.
Sandefur,Dr B. Schweit/.er,Miss H.C. Barton(Secretary).

Mr F. de Andr-,tdcwas presentthroughoutthe meeting.Mr D.G. Str-vcnswas

presciitforitems4 to6, Mr N.G. Brookes foritems15 to21 and 41 to 44, Mr K.
Dunt furitciiis30 to35, Mr N. Dtvis foritems45 to47, and Mr S.P. Chalrenfor

items48 and 49.

Nlintitesof the PreviotisL),feetiiif!irvtiit,c,.T-sArisiiig

I . Ntr Ilerierwelclinit:dNlr Bi-owiias a iie-Ariiic,.iiberof the Tobacco StrategyGroup
(-rSG),and NL- Aiidr-.idcwliowoiildprcsciiitheCunferc:iceon Silesand Distribution.

2. All matIC7S arisingwere covercd on the Agenda except:
- Frince (t)iiiiii(e7) -Mr Reiitbls-,rewskiwillreassessthe approach toFmnce once

the outcome of projectTalism-.iiiisclear;
- Leif Trading Project (mliiute 33) - Nlr Pi-itcliiirdwill rr-porton thisproject at

thenextTSG nicctitiginFebitiary;
- NtinufactiiriiigQtinlityContrul(niiiitite40)andR&-D/,reclinology(minute41) -

NirKohtiliorstwillmake pi-oposaisatthenextTSG meeting;

i%trSteveiiswillreportatflienextTSG mccting.Appraisal!iysteiiis(iniiitite51)

3. Nfr Braitilcynote..@,lsoii)c to (liepreviOLisniiiititcs:

iniliuta14 - \IrRci,,ibisze%vs,<iisnota iiiciiiberof thesciiiorinternationalmanagers

32 - BATCO does iucliavea paperor.cutinic,-fcit;
-,,inut-,46 - Leif cl)iltractgi.,idcliiieshave bt@ziPrOdLicedbut not yet issu&,I,

minut--49 - NirBraiiiieyrciiiai-kedon tlieihighet-proportionof young managers in
the'Inter-coilip.-@iiytransferscheine.

4. Nianagenieiit Devclol)iiiciiitiidTi-aiiiiiig:ivii-Steveiis reported on the firstLnf Core

(LevelII)and Productioti(Leve!1)prograiiiiiieswhich had been very successful,and the
preparationsfor thefirstNiiir@eting(Lt%-el1)and Financc (LevelT) programmes which

were welladvancld.

5. Only fournoininatit)nsh;tvcbe,-tircceivedso fai-forilievariousLeaf modules (Level1)

commeiicing in 1993. Nti-IletieraNk'e(Iilliiietiit)L-i-.e,it)reiiiindtheirinanagt!rsto make
nominationsdirecttoBrazilby Istr-ebriiiry1993.
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6. Mr Herterproposedthat:
- Inductiontrainingshotildbe given withintheOperatingGroups;
- The fourfunctionaltraiiiingprogriiniiiesshould be slupporitwand developedat

LevelsIand 11sincetheyareTobacco specific;
Mr Stevensshouldasst@ssthe appropriatenessand feasibilityof usingpartsof the

functionalprograniiiiesforotherspecialists;
Mr Briinley shouldaddress[lietrainingof Personnelspt@c];Aliststhroughthe annual

Human Resourcesmeeting;

Func6onal prograiiiiiicsat Level III are not neces.@arysincethey would be too
repetitive;

Level IIIshouldbe an SMP/MDP combined prograinnic,addressingthe whole

business,covering all disciplines,Tob-,icco-oriciitcd,giving a Grotip-wide
perspective,to be used as the fotind@itiotifor futuregcner-,ilmaiia-,crsand senior

Rincticiialspecialist-i-,
Ntr SteveiisstiotilLIniike a prt)pus-,t]on de.)ignaiidcontent of the 1,--vclIII
prograniineto the iicxtTSG iiiectjiig.to be arillt)Ljnccdin mid-1993 for
impleme.-it.itionineirly199@'.

7. HigliIxaf Costs:Nfr C,,istropresenteda cost comparison of Brayiiianand Chilean
Burleytobac:o.This sl,.owedth@ALilicaveT;IgC CXpt)rt pric-" of laininaplusstem were
withiii517cof one aro,,her.

8. Career De@-clopmeitror Blciidei-s:Mr Siiidefur reportedcliatthebe.-,c,@inarkingwith

teable-idershad showii a high coi-relationbtilfe@,vlessonshad bccrilearicdsincein
gene:-.1Tobac:u bic:-,d@ngw;ismore sopliisticated.Cocoa willbe benchniarkcdnext."4r

Mercier suz:cstedthatbeiicliiii-.trkiiigagainstwine/c,@aiiip,-,grewould be lisc,-ul.4,tr

Hei-tercoirme,-.tedthatas we have few blendersfor tlit:sizcof Group, itisimportznt

not to ,"c;sewe !,,a,,;c.He a5KCd illinciiibei-stoansiiretta,,:

ifthe,---are no opl)oritinitiesfor Lliei,-i,ble:idersarep,-udwe!las
they s'l@,,ti',dbe setn more as product dcvclol)ersand have a much bel.1,erk,-.owlc@@ge
of the'o?21pro(Iiic@*ircludiiigP&D;
-A:here ar---no or fc,.vbicille.-sin the tr-ainiiigphase, a long tC7-,-,lrm-uitmcnt

planml;stbe dra,.viiup.

9. Review or Tub;iccoReskilisiiiid1992 Forecnst:inirAllveyprest!ntedt@,c

-
ac,,ualresults

for L@.efirst q-,:Prtcrsand the results6;F,'@ilistbe a(:@)ie@-edin tilefol:rt,%quar,,erif
the rlllye@u orr-cas,isto be aciiieved.Brown & Willi-,iiiison,BATCO and ITL were

fa.irlyconfid--:,,tof achievingthe rorecast.BATCF may be slightlybelow forecast.

Howc-,-er,forttcastingin Geriiiatiyisparticularlydifricultatthe moment due to the

unc.crtainticsarisiiigfrom therecentpricerise,theiinminentlaulichof tobaccorolls,the
taxincreaseinJanuary,thephce retitictionof Wiiiston,thereceiidyended strikein Italy

and a possibleslowingin exportsto T:asternEurope. The Souza Cniz proritforecastis

expec,ed to be achicvcddespiteclieBrazilianmarket shritikingby even more than

forecast.

Propi-essRego!ll

10. Coutpetilars:Nfr Bi-owtireportedthttPhilipMorris is runiotircdto be very

disenc,hajitedwithRotliiiiansinCanida, ind LNII-Sandertirreporteda major riftbetween
Philip?vlorriswid RuthiiiaiisinM;tlAy!iia.
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11. In Brazil,Mr Castro reportedthatL&M Liglitshad achieveda iiiark-etshareof 3.79roby
the end of September.ViceroyBox was launched at the end of October. PhilipMorris

are tryingto reduce thepricecatcgoriesof both Marlboro and L&,M, meanwhile the
pricesof allcategoriesare rising.I'hcirstrategyset:ii)sto be to win marketshareby

posi6oningtheirbraiidsin low pricecategoriesbut ineanwhilepricingup the whole
market.

12. Mr Br.-iiiileyreportedLhatL&M had been iatincliedin both Venezuela and Argentina.

13. In the US doinesticinarket,Nfr SitidefurreportedthatPhilipMorris arepursuing

highermarginsinthefullrevetiucsegiilciitbutareaggressivelyseekingmarketsharein
VFM. The listpriceismisleacii)igsincetheuse of inoiicy-offcoupons isaccelerating
again.Marlboro Mrdiuin has aciiieveda niarketshare of 1.4% but inorethan 80% is

cannibalisation.M;irlborotoW isexpectedto lose 0.9% market share in 1992. He
believesthatthereisan opportunityforMarlboro Mediiiinin Gcriiianytofilla product

gap-

14. Dr Schweitzer re,-ortedthatR.J.Revnulds arebeing agcressiveon pric--in Germany,
although tlteyhave not bee.-isuccess@tilto (late.They ;Z@cpromotiiigSalcinin theFar

East and low margin brandsinE-iste-nFtirope.Mr Sntidertirbelievesthatthey will
continuetouse theJoeCaineladvertiseiiiciilsinLlicUS, thatCamel Wides have notbmn

a suc=s intheUS, ard tilatC,-,int!'YliidshavenoL bet:ia successinGe,,,-,ianv.

15. New Nlarkets:Nir Bi-ookesoulliredthe rest)urcesavailablewithinthe I;e,,vBusiness

Developinciit(NBD) team and [lieconsider-,iblerange and scaleof opportuni6csthatthey
are tryingto cove@.7nc polic,..isto keep the Windsor House team, w@hichassessesthe
oppor,tinitie.s,smzdlard to cailoriresourc--sfroiiithe Openting Groups to take the
projectsthrotig@.T'.ieseresotircesarc ver-ystrctcliedespeci,-,Ilvin BATC.F, and more and
highe.-quality Isn,-tdc,-i-ur.NBD.

16. ne ide,-dSitUaLiUr.is for the.-,:Lo be a te:,iiiof approxiiiiatelyfivetup quality,
expe.-iencedBAT rr;iii7,ocs(gt:neal pro(itiction,niarketing,slcs,"nanc--)'or
each projcci.The icai-.iwutildiiiakt:a dctailedevaluationof [lieupporturityve.-yquickly

and then manage (he ifItgoesa)ieaci.In practicethisisextrci-,ielydifficultto
achievesinceitisvery di"'Clctilttocxtractkev iiianagersat shortnotice-withoutknowing
whethe.-they nctd to be rcplace,-'pc.@iiianenily.Tri--h@ci:ii,att!ditC-fUtU7C-,-f@irBruniley

wiU providea tear.-,,ocvaluattthe ),,purtt:nityin Kazakhs,@in.e

17. Nir Brookes rel>or@cdprogressintheprioritymixkcts.

18. Cuba: Nlr Casti-orcl)ortedthat(\,,otripshad b=ii made to Cuba aildsupporthad been
offeredon Leaf and production.Two Ctibansare currentlyvisitiiigSouza CruL.

19. Philippines:Nlr Pritcli.-irdreporcdplanstodevelop sortctipofferings.The possibility
of acquiringallor partofa localniantil'acltirerwillbe revisited.

20. Imn: Dr Scliweitzei-rei)uredon theproposaltfiithas been approved by theCPC.
Reprt:sciitativesoftheIranianiiiciiopulywillbe atBATCF laterthisweck.
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21. Exports to Central/E-nstcrt2Europe: Dr Schweitzer reportedthatthe fallin value of
the roubleagainsttl)edollarwas resultingin a slow down of German exportsto Russia.

Orders are stillbc:ng reccivedbut payiiientisslower.Brown & Williamson and Souza
Cruz have notobserveda slow down, but Souza Cruz iscoiistrainedby box capacityfor

Hollywood.

22. USTB and UKIR.- These reportswere takt:.,ias reid.Questionsshould be addressedto

Mr PritCll2rdorNir BrAniley.

MarketliiLl

23. ConipetitorAnnlysis:N4r Ailvey'sproposalwas accepted with a few minor

modifications.The responsibilityfor Grexe willswitchtoBATCF. The Ande:LnPact
and Nfercosurmarkets sho'tildbe covered.Ntr Alivey will consider whether the
responsibilityfortheregionalanidysisforEurope shouldswitchto BATCF. Recmtsma is

regionallyiiiiporta;it.Whethc,-itisiiiiportantenotighto be includedin thisanalysis
should be reconsiticrednextyear.Scandinaviashotil(Ibe iiicliidcd,witliBATCO haying

theresponsibility.Scitaand Tabacalerashoiildbe includedin lessdewl, and theItalian
monopoly sliouldbe covcredas nartof Italy.

24. Study of Export Profitability:W Alivey ubled a detailcdreporton export

prorimbility.This :.,iCuriiiatioilisnot readuy availableajiddifferentdefinitionsare used.

He cautionedthat,!iefiguresha,.-enot be:!:iadjtistedto a comiiionbasis,and the report
docs not cover Lt,!!wholt!of the Grotip.14oweie-,-()lereport:itillgives an extremely
usefulinsightintoexportprorilibilityaiid toinuredetailedC--.Ijnination.

25. The reportsliows soilicexpo.-tsareiii;:@cata loss,o(licrsatcontributionper milleof
- lessthan $1, and o,.hersata con-,ributluiithatwould iioteuvcr aiiyfixedcostMocation.
Expor-,shave now ,(,o!at-gi!a par'.@;four turaibtis:rlessto be canduclcd generally
on a mar&in,-itbasis.Thert:n)avbe justicicdca@cs,k-iicrewe are izlvcstingin a market or

where the busilic!scan only
I
oe achieved at marginal pr@@ccs,provide@dthat they are

profi(zbleon this ach ii,.arke,in@isz!)casscs-edind;,v'iduillyand st,-ategiesput in

placeto iniprovep.-ulitai)lilty possible.In sorremarke!s,low pricebrands may be

necessaryas partof a 'baske.,'includitigh:gh pricebrands.In gene-al where brands
have bee:iintruduc:!-,lata low priceithas provt:dinurediflictiltthan expectedto increase
thepriceat a late.-date.ifbtisiiicisc;uibe done onlyoila

must be managed c:-,a iiiargi:,,aibasis,wii!ino fixedcosts.Mr Hc.-terpointedout that

investmentininanul".-4c*,uritigcapacitywas iiiilikelytobejusli.'Icdrur salesatSIO/niille.

26. Nir Hcrter proposedthat;
- allmetitbersshouldstudyLhr.repurl,discussitintheirOperating Groups and give

to Nfr ATiveythel;rideas or futureiniprovciiieits/analysis/fucus;
- Mr AliveyShOLlidrefiiiethe reportto includetheseideas.iiiakethe figuresmore

consistent,and add ijiroriiiitionon theiiivestiiic;itbehind each brand;
- the rcl)ortsliotildbe tipd@itedajiritially.
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27. Dr Schwei(zcrasked(orguidanceon which exportmarket.%were availableforBATCF
exports.Mr Berger saidthat,with respectto expertsto China, Korea and Taiwan,
BATCF must go throtightheBATCo/Brown & Williamson organisationthathas just
becn w up there,who wouldevaluatewlicthertherewere opl)ortunitiesfor BATCF
brands.Itwas agreediliat,as fifas exportgrow(liisconcerned,theGuidelineswould
have tobe more speciricallytailoredtoeach operatingGroup. ne startingpointshould
be an analysisofand planfore:achmarket,settingout thebestuseof Group resources.
A plan for theprofitabilityof each market would then tssistin agrre-,'ngthe brand
strategyforthatmarket.The objectives,strategies,plansand forecastsforeach market
can thcn be fed back intothe OperAtijigGroup Guidelinesand Plans.Mr Herter
suggestedthattheGuidelinesajidPlansshotildbe cunstructedthisway in 1993.

11 1,@l:7,io.

28. Brand EvaluatioiiNlodel-Mr Braitileyreportedthatthe sciiiinaroilBr-,ndEvaluation
had been successrtil.All'oiiioanieswillusethetechniqticduring1993,ard inthe1996@ 4
1998 Plan.

29. ExciseStratcgy:The ExciseTiixationiniiiiiitlwillbe distribtitcdtoalliiiembersassoon
asitiscompletedwhichwillbebeforethenextTSG iiiectijig.

30. Andean Pact: LNIRDuriti-nadea presonliiiuiioilthe opporttinitiesrurBAT @rithe Andean
Pact territories.He rcportetithat VCIICZUE!Raild Coloiiibiaare mov-1i,.&raste.-than
Ecuador,Boliviaand Peru tolowc.-tariffs.In hisopiniontheAnd= P@.ic-,Common
Market willonlybe opcr.-itioiialintheincditinite.-iiibetween Venczue!aL-.dColombia,
with a subsequentagrcciiie-itbeingsigilcdwith Mexico as a furthersop in the G3
grotipiiig.As BAT hasa coitipafivinVeiczuela,theinainiiiiiiiediatcfoc,.;sfortheGroup
must be Coloiiibiii.TiieCoiciiibi,-iniiiarke,isby rarthelargestinthe A:-.@l:!@.-inPact at
31.2bnand a ve.-yhighproportiotiisDkityNot @aid.BAI' hasa neu 10c@@-i-,arke:share
in the Andc,-inPactne, oC Venozuela,TI.M13@'oand localmanufac,.tir.-.-s77,7o.Tris
ma.rke#shareprescnceca:ibe improved upon. The p(iss'ibllitiesof a:--:,jiringelhe:
ProLabacoin Columbia or C-1Pogreso inFc@iadorart:a secondiryprior::,ia.-'zerfocusina
theGroup'sb,--ajidport'i'01:oind ef!orlsina :iiore-.ci)cer,,edfashion.

31. Itwas agreedthat:
- the approachto ilic@;ideinPact markets mlistbe brand/ driven not

manufacturerLirivcii;
- the braild1>ortroliu.iic@.-dstobe more foctisell:High price- Ltick-,

'Kc>ol;.161cdiurnprice- Folly%%,eLd,Beitilujit,V;ccroy;Low price and
Constififnecessary;

- thetrdeinarkprobleiiisnitistbe resolveti,The actionbeing take.-iisc.-@@ursed;
- thegrotipiiiintifacture-siiiiistsharea cointiloniiifrastrucillre;
- one person must be -.tccotiii(.LbleFurtheCuloiiibiiniiiarkt!t.A join',proposalisto

be made to thenextTSG ineeiiiigSLipportcdby BATCO, Brown & W:l@liainsonand
Sou7a Cniz.
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32. Ntercostil[Unigtiny:ne possibleacquisitionof NluiltePlz inUrugitaywas discussed.It
was agreed thatBAT did not need the inanuficturingcapacity(the

'
closureof wkich

might cause politicalproblems) and thereforewhat would be bought is localbrands and
distribution.Citibankvalucd thebusinessat $55111assutilingthecontinuationof current
profitlevelsand includingLeaf inventoryand a printingcoitipanythatare not needed.

The valueof thebusinessshouldbe recalculatedin thelightof Mcrcosul and coiiipared
with increasingexpil)rtsof BAT's own brands intoUniguay. Monte Paz owns many
Souza Cruz brands in Uruguay. Itis not yetclearwhether theywillbe able to export

thesebrands froi-nUruguay to BrazilwitliiiiMorcosul.Ifthisispossibleitwillbe a real
threattoSouza Cruz.

33. Booz Allen made recoiiiiiictidatioiisabutitratioii-,itisationopportunitiesbetween Souza

Cruz and Noblcza-liccardo.Task forces)itvebeen settiptovalidatethefiguresbehind

thesereconiiiiendations.There arc opporttiiiitiesto sellSotizaCruz brands in Argenfina
and Nobleza-Piccardobrands in Brazil,btititisa higherpr-lorityforboth coj)ipaniesto

ry trademarkpositionisbeingaddressthechallengefrom PhilipMorris. The titisati-ifacto,
worked on. A progressreportwLI]be inalletodieTSG inee,@i:iginMay 1993.

34. NARTA: Nli-Pritch;it-drcpt)rtedthatLTAFTA isexpcctcdto coiiieintoforceon Ist

January 1994 as scheduled.TllcUS and Mexican ncgotiitursreachedagreement on the
cigarettert)leof originwliiciirequiresthattl)ccostuf offslilr--tobaccoinc!udingoriciieal
not exceed 9% of tht:declaredexport value.E-;e.-iwith t@,t:50% Llhff(declining

graduallytozeroover 10 years),B,.tW exportcigare,.tessl)ouldb-,able to coilipetewith
the preniiiiinbrands in Mexico. However itis a '.arg.-niar.<c,,and earlyentry and

considerableinvestiiientwillbe needed, the.-cfore:Itis no,.expected tl';atsigniric7.nt

profitswillbe m;ideforeiglitor iiineyca:.s.inti-Siiideftit- -eportto Lbe nc--tTSG
mcc6ng on (licprep;Aral'otisbeira.iii,-ldeby Bcl.@W.

35. AMr ',Tercierpointedout @lialtiictrade:n;irkpositior.;lccds:u @c resolvedas ITL owns

theMarlboro,LtickyStr@'keand I'allMtil brand.@iiiCan-,i(ii.NlrBruwu poirtejoutthat
therecould be an opport-Linityfur ITL to ii)aiiufactLir,.BAT tr@.d-,::iarksfor @,fexlcosinc--

itis in NAFRA but not iiithe US. A possiblelonvt:,-ter:-,i'LIL.-!atmay be that,under

Nfexicanlaw, a iiiantif;ic.,tjrc.,who owns a trideiiiark@r,Mcx:co niaye.-(por-,a productto

any coitiitry.Nlr Pritcli;irdwillrepui-Con the pos"t:lun respectto intellectual

propertyrightswithinNJ%FI'A and -Nf.r-Bi-.iiiilcyon tr-adeiii;-,.ks i:,.US/Caiiada/Mexice,at---
the nextTSG mccting.

36. Lucky Stiikepriciiig:iNIrPritcliai-dpresciiieda pro,-t)sal,wiilc!i agrc--d,that:
FFSU's pricetotheHKDF tradewotildbe i*aisedtoS 15.50periiiiiieinmid-1993;
theworld-widebcticliniarkpriceforLucky Strikewutildbe ie,at$15 per mille;
actionwillbe t;Akeiiwhere C;EX product isctirre:-,tlysoldbc!ow benchmark;

clrtainDP iiiirketswillcliniiilueto be below beicl)tiiirkpricewhem theproduct
carrieslocalgovernilienthealthclausingand re-exportisrutaprobleri;

theretailpriciiigstrategyforLucky Strikeistobe one or two (small)pricepoints

below Marlboro, except in those iii-.ir@ctswhere low price positioningis
detriiiiciililto thebrind'siiiiagewhere itwillbe pricedatparityto LMarlboro;

actionisplaiiiicdin thoseiiiarketswlierepricingisotitof stra,,egy.
(.n

37. FalliNIill:Nfr PritcliardreportediliatFallM@illis bc:iigde,.,clcpedto bringitup-to-
c@)
rQ

dateand to make itintoa strategiccore brand.
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38. John Player Special:Nir Braiisleywillpresenta niorcdetailedplaiiforthestrategyfor
thisbrand to thenext TSG mectiiig.

39. Consuiner attitudesto Marlboro: itwas agrecd thatPhilipMorris'changed strategy
withrespectto Marlbt)rogave a good oppc)rttinitytoBAT.

Conference oiiSales atidDisti-ibtiliort

40. W Andrade presentedhisproposalsrora coiiferenceon salesand dis,ribution.Itwas

agreedthatthestibjector theconferenceisworthwhile.However itmay notbe possible
tocoinpressthe inaterialintothethreedays suggestedand thereisprobablyinsufficient

time foradequa(e preparationfora conrcrciicein May. Thereforeitwas agreedthata

more detailedconrerciicepW shouldbe drawn up for thenext TSO meeting.ne

conferencewillthen be planned in detailand held in Rio nextautuitin.Dr Schweitzer
believedthatojilyconiizioiisubjectsshouldbe addrmi.-iedso tliittheoitcome willbe of
practicalbenefitto allparticipajits.Mr Heilcr askcdhiiiitopasshisidtason thistoNir
Andrade and agreed thatl@IrAsidrnde cotilligallierto&ethe.-the cortributorsto the

conferencefora plaiiiiirgmeeting.

Ceiitrnl/FAs(triiFAii-opc/CIS

41. NIirketiitgplaiis.-Dr Scliweitzerrepurledon the lastqliarterlym---,-:,igbet,,vcc-,Iir
Whiteliair,NL- Tottiit,Mr Pei-t!iraand Nir Ancirade.They disc@.,ssedthepricing

structureagreedatthelastTSG mee!ing,butconsideredthatitmight rzkesotretime to
increasepriceswlieretfeyareciirrciitlylower thanthe structtireagrce.@.T*nisparticularly
impacts Sotiza Cruz. The nex' *,,.,.cc,,iiigof ti-,egrOLIP will be be@."3r--the next TSG

meeting.infi-Hei-teras'-.ed pipr,.so 2.C.;,.,:cvcthe -.,-::;ngsirjc*ure
shouldbe presciiiedto LlienextTSG mt:-.,.iiig.

42. Orgailisitionin Rus-ii: Dr Sc!i%s'eitzerreourtellthatthe -@aille-rc-,@of in,.-.-,,at,"onal

niaiinger@had agrccd tl,,iitwhiic coiiditiunsin R-.ssiawhere so c
.
ic,',heyshould

exploitthe opporitiriitiesthroug'-,individki-@lapproaches.Ntr Saildefursaid thathe
disagreedwith thisrecoininc:ldition.He belicvcsthatone pcrso7,Sl-,ouldbe made

accountal)ieforexportstoRussia.Mr Heiler saidthithe thoughtt@.a:@-vithina year one

person should have thisaccutinl-ibilitybut uiltilthen, the curre.-.-.struc,urewould
wntinue, providijigthatallthe conipaniesapzritedout of the sai.-Cofficesand not
diffc,-eneoffices. Nir Hei-ter a-s'&-cdDi- SchA-cit:tcr to Find as soon as ;--ssibi.-one office

in Nioscow thatcould accoiiiiiiutli-,teail(lieOpei-atingGroup aiidN13D mprcscitatives.
In futurewhere an of.1cc is ope.-iedititiustbe large enough for all0-,r-a,,ingGroups and

NIBD.

43. Dr Scitweitzer repor,,edthat the grotiphad also t(i(fedFmbassy to ,@,elistof economy

brands. Ntr Herier said thatthisshould be rc:liuvetlas itis not iicce@sz,-yas we already

have Hollywood and Viceroy.

44. Mr Aiidrade repc)rtcdili-.ttit]ladbeen agreed at the meetiiigthnteac,@Operating Group

would continue to offer itsown range of pruducts. Nir Ilei-terpoin,'adout that it had

been agreed at the lastTSG meeting tilateach Operating GroLip shULId ofler the whole

range of BAT pmdticts.

Lri
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45. Mr Davts preseiitedthekey pointsthathave cincrgcdso farfrom thestudyof Europ=
manufactitringstrategy.There are coiisider-,tbleopportunitiesforeconomies of scale-

only Southaniptonwill have, afterTest Phase 11,an outptitat optimum scalelevel.
Complexity of product range increasescostssignificantlyand sometimes resultsin

productsnot recoveringtheirfullyloadedcosts.In comparisonwith PhilipMorris in
Europe, BATCO has disadvaiitiige-straiiiccotiomic:iof scaleand complexity,but gains

froinbetteroperatingpractices.Ubout productivitycan be expectedtobe made uniform
acrossEurope and coiiiplexityisa inatterof choice.lliismeans thatIiibourr= become

a key factorinachievinglowestcost prudLICtiU[I.The UK Acr situitionmakes UK

manufactureeffectivelyclieal)crtliaiiuthcr sources(ijicltidingmany outsideEurope)

where costsareotherwiselower.

46. The next stepsare to:
- move our presciitfactoi-iesto bestpracticeope,-aiiuti;
- manage down tlit:cottiplexityof theproductrtiigcincoiistiltatiunwith Marketing-,
- work towardsincrw-iingthe capac;tyof theSutilll,,iinp(onfactoryby means which

minimisetheassociatedinvestiiient,i.e.ilirotigh3-shifLworking-,
- monitor dcvciopiiit!ntswhich cotildm-.ik-erezsiblethecoiisulidationof continental

Europ= niajiti(acttiring-,
- includedata fruiiiRATCF-,
- in thelongertcriii,expand [liework to c.-,cuiiipi.5sotherBAT manufacturing

operations.

A fullreportwillbe ii)adcto ,henextTSG niectiiig.

4-1. Rationitisitiuiiof pack sizesiNli-D:iVih7t!',)OrtCdC,-*11,;Ss,,iicly.Total ration,-disationof
pack size3wotildbe very diff-ictiltand wotitdstillnot allowthe Group to cope with a

ina

'

ior disasterat oiicol"it-@maiii s;ltcs.R@it:(;-iAlising to thc-^ Si7t:s (COMPaCt,

Corr,presscdwid S@iperCoiiii).-ict)C-OLlidbe done witliriiniiiitimdisruptionard would
allowe:iotighflex"bilityto cop-.witilfur-,.iccal)lc'di@aster"sittuiticr,.s.ItistheYiew of

inaskctingdepariiiientsaratiidthe Grotij)1,I)atan -,:,,,,c@gencypack sizcchmce would be
easiertohandlethanan on--oing cliaiigc.0

Flexibilitycouldbc cnlltnct:Ltftirtlierby investingaround E2m in change partsand a
smalleraiiiountin cutip4)ninscrtcaiiipinetitas wellas by digitisingartwork. These
recoiniiicndations -.wereacce,,)tcd.

48. Counterfeit.Nir Clinifeitpreseiiteda policystatt:-n-.iitwhich was accepted.]4ereported

thatvery lilLIeof the effortinvolvedin iiiininiisingcotinterfeitcan be effectivcly
centralisedat thisstage.liowevcr thcreisa newly recogiiiscdneed for activeco-

operationbetween the Opci-atiiigGrotip.,,.He willreportbick to theTSG oiiprogressin
one year'stime.

co
Cl\
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49. Trademarks: Nlr ChRirt!tireportedthit,as a rcstiftof theproblem inGIPS, theRaleigh
trademark had becn lostinRtissiaand probably C;,,eclioslovakia.He alsoreportedon the

development of thecomputer system.One lawyer froineach OperatingGroup willassist
GIPS w verifythe integrityof theirgroup's dauiba-seheld on theOTPS computer. All

OperatingGrotipswillhave efficientaccl-ssto the databaseon a read-onlybasisby
March 1993.The next phase to upd-.ttethecomputer system willtake abouta year,and
only vcrifieddatawillbe transferredto thenew system.

SO. ETS: Mr Pritch-irdreportedthata negntivereportislikelytobe publishedthismonth.

51. Firt-SareCigarettLs:Mr Pi-itchni-dwillmake use of the know-how availablewithin

BATCO to propose an alternativetestingmethodology. Itispossiblethatthe proposed

methodologiescould be differentforblended and Virginiacigarettes.

52. Advertising rr-qrictioiis.Mr Herter asked nil i-at@iikl)ersto update him immediately if

they bccaiiieaware of developinentsratherthan waitingfurthenextTSG meeting.

53. LeRr contracts:Mi- Br;iiiileyreportLJth;ita draftIcifcontracthad beci reviewedby
Standard Coilimercialand was now With the Operating Grotipsforrcvic-,v.

54. DLstributors' coii(r)icts:inti-Di-,iiiiicyrel.)ortedthatthe driftcontractliadI.,cendiscussr-d
with Nlr Walzer and now needed tobe progresse(l.

90tb AnniveN,-irvCoiirci-ctice

55. Nlr Her,,erthaiik-edall itieiiibei-sfor the;rcontriblitionsto a ver-,;si.-cc-,55fulard

enjoyab!e .--onfe-cncc.

HCB
10th Deceniber 199Z

Lri
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