
The followingcharacterizesthecompetitiveenvironmentduring1992 inkL-vtobacco

segments.

ove

rM's nmjorcompetitors,RJR and RBH were very aggressivein 1992. We alsoexperienced

increasedcompetitionfrom minor playersinthemarket;smalltobaccocompaniesand

manufa=rers who arenotmembers oftheC7MC.

Pricerelatedactivitieshave been thethrustofoppositioninitiativesthisy=. These price

activitieshave takentheform of pricetvalueoptionsinthedomesticmarketand,aswell,

therehasbeen a growing blackmarkettradeinCanada. These productsareboughtduty-free

and on theUS dutypaidmarket and aresmuggled back intothecountry.Increasinglythese

activitieshave been undertakenby organizedcrime. Based on currentinfo.-=tion,thesize

ofthis'black"marketisestimatedat6 billioncigarettes.

ITL hasnotparticipatedinthesmugglingnetworkby refusingtoshiptoM=mers known to

participateiniwcitactivities.Both key competitorshavenotrestrictedsh@ents.

intotaltobaccoterms,on a 12-monthOct. '92basis,ITL hasa 55.6% sharewhich isoff

1.0% versuslastyear. This ismainlydue toournon-participationinsmugglingas weU as

ourslowentryintothedomesticlow-weightfinecutmarkel. RBH is26.6%, up 1.6share.

RBH isbenefittingfrom stockavailabilityinillicitchannelsand a strongshareinlow-weight

finecut.RJR at17.8%, isdown 0.6share.RJR hasbeen producingtheirkey trademark,

Export,inPuertoRico which distortstheirdomesticperformanceastheseales arenotpart

ofthemeasuredindustry.We estimate200 mln sticksin'92willbe produxd off-shore.

Tailor-mademarket

The domesticTM market representsapproximately68% ofaU tobaccoproductssoldin

Canada. This segmenthas been decliningdue tothegrowing duty-free/exportbusiness

which now representsalmost 16% ofallindustrysales.
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On a 12-month Or-t.'92 basisrrL has achieved65.7% of the domesticWor-zzade markra,

whici representsa growth of 3.7 sharepoints. RBH, at21.1% isdown 1.4si= and RJR

at 13-3% has declined2.2%

7be rL= declinesby RBH inthedomesticmarket are compensated by swllu --@owthin the

duq---L-.e/cxportbusinesswhich isdominated by productsmuggled back intoC:rnad:i.Their

12-mmth OCL 192sham is42.7% which isup 20.1 sharepoints.

RTR basdeclinedin bothfficdutypaidand duty-free/exportmarkets. 7be ded= in the

duty-f= market is1.8 sharepointsto 21.4%. The RJR declineisdue in bW- partto the

Puerto-Ricoproduction.On a consumer demand basis,thecompany isdeclinirgata slow

rate-rM has shown good performancein thedomesticTM market, butwe hzsedeclined

18.1sh= pointsin theduty-free/exportbusinessto35.9% sincethenon-pard--#nonin

criminalactivityhas been initiated.

In te= of domesticbrand launch activity,ITL launchedPlayer'sLightSmoott in testin

Albm-,.in May and aftera successfultestextendednationallycommencing in j@agUSLThe

brand forewted at 1.3% isachievingovera 2.0% share. This brand isdedgre-Ito

sped5mfly addressconsumer need forreduced irritation.

RBH baslaunchedHoliday in two small testmarketswhere performance hasb=

unfavourable.Ro=tly theyhave inuwuced Holidayin a cylinderfora finiite@Deriodand

areoff--ing30 forthepriceof 25.

RJR undertooka re-posifioningof theExport trademark through a packagingr,-@@gn which

has moved thetrademarkaway from itstraditionalstrong,male, harshpositionn a less

^Pmasm&e, strong,irritatingperception.Itis move has not translatedintogcod short-term

Ndo,-mnce forthetrademarkas ithas tendedtoalienatethe franchiseand ithu not

succeededin maldng thetrademark more acceptabletonon-users-
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Rall-Your-Own

TherehasbeenintenseactivityintheR-Y-0 segmentinCanadaduetothepricesavings

affordedby theseproducts.The bulk of theactivityhas been in thelow weight segment.

The low weight segment ischaracterizedby productsat 110g.-135g.which provide200

cigarettes.These brands arepricedata lower rate0= 200g.traditionalofferingsdue tothe

Canadiantaxregime on R-Y-0 which ison a pergram basis.

The low weight segment representsa growing 4.3% of totaltobaccoon a 12-month Oct. '92

basisand traditionalR-Y-0 has correspondinglydeclinedto6.4%.

71below-weight categorywas pioneeredby RBH in 1989, but in 1992 has seen entriesby

RJR and rrL. Consequently,RBH's 100% shareof thissegment israpidlydecliningsince

theintroductionof perceivedsuperiortrademarks. RBH's short-termlow-weightsharehas

dropped to47.7% and willcontinueto erode as new brands,particularlyrM recententries,

extendnationaby.In the4th quarterrM has introduced3 Player'sproductsand 2 Matin6c

productssimultaneouslyinEasternCanada. The balanceof theI=ches willoccurin '93as

soon as dietavailabilityand supply isassured.

RJR launchedtheExport trademark mid-way throughtheyearand hasapproximately20% of

thelow weight segment.

Sharesof thetraditionalR-Y-0 segment are59.7% forITL, which isa growth of 2.8%.

RBH has 10.1%, a decline of 3.4 % versus one year ago. RJR has 30.3 % which is up 0.7

share.

A new product category has been introduced in the Quebec market, namely Raw Leaf. The

tobacco leaves are placed in plasticbags weighing 200-225g. or are processed into large

flakeswhich are sold at retail.This category is very inexpensive as itbenefitsfrom a tax

definitionof unprocessed leaf. There are a number of entrepreneurs who have entered the

category and itis estimated the equivalent of 500 mln stickswill be consumed over a 12-

month period.
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Thestickcategoryrepresents1.5%oftotalindustrysalesand remainsdominatedby RBH

who havea patenton theproduct. rM was forcedtowithdraw from thenwkra following

an unsuccessfulattemptatchallengingthepatentin 1991. This isnow in appealwitha

judgementanticipatedin Spring '93.

RJR has recentlylaunchedtheExport trademarkintothestickcategoryin an attemptto

challengetheRBH patent.Their short-termsh= of thecategoryisapproximatdy 20%.

SUMMAR

RBH has been benefittedfrom availabilityof theirproductson theblackmarket in 1992.

Theirshareof thedomestictailor-mademarket,however, has continuedtodeteriorateas

theirtrademarksincreasinglyloserelevance. They were successfulin thelow weight

segment,however as major oppositiontrademarksparticipate,theirsharewilldecline.We

anticipatefurtherpricinginitiativesfrom RBH. Their trademarksarenot wellpositionedto

compete in themainstream of theCanadian market,consequentlythey willstrivetodistort

market dynamics and willattemptto use priceas theirkey marketingweapon.

RJR has continuedtofocuson theExport trademarkand althoughtherecentre-positioning

has notprovidedshort-termgain,they areattemptingtowiden market ace= with the

m-posidoningeffort.Their activitiescontinueto be closelymonitored.
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