1995 KEY AREA PAPER : MARKETING STRATEGIES

Objective:

"To develop a long term worldwide marketing plan which makes BATCo gain
market leadership on the back of one dominant brand. Long term no more than
two international brands per region should be supported continuously”.

Strategy:

The worldwide trend to internztionai Srands s r=ientless and their global marke:
penetration has doutied over the last 12z vears :0 more than 12%. Acccrdingly,
marketing resourcss wiil be concentrata2 Senaind the foilowing key intemational brands
with parsicular emphasis on the Zesignaiac rezions

SE333 Tar East and, longer-term, woricwide.
Benson & Haczes Far East, ASHca and Indian Sub-Corntinent.
TPGL imaizn Suz-Continenat. ASca and the rar East
Lucky Sezike ; Vg2
Kent Vg2
Barclay uroge

Cenerz and markes-specific oranc zuilaiines Wikl te issued 10 ail operating companies

as part Of the Company Plan orzzess. Crerating Companies should demonstate how
they intend ¢ achteve market 2adersiz or 'h:‘- ’<=y international oranc over the

longer 127 in aceordanes with cvera
wiil suzcer more than Two .r'.:"‘::.\.“;i znve Srands icno term.

Naticrai drands curranatly account or Ti%e of BATC 0 sales and are hikalv to continue
to 1cccunt for the majoncy of salas in tha foraseeable furure. However, resources
ailccarz2 to these brands shoul e cn :3e basis of local herttage which carnot be
coveres by international trand zromises. and where sustainabie long-term significant
consumer Tanchises can be acisved. iz créer i move towards the longer-term
opjective of building mariket le2cersiiz with one or two dominant brands ser region, it
1s expected that no company wiil fave mora than three brands in its drive Srand
portoiio in the mecium term.

Objective:

"To improve BATCo's profitability by building brands with critical mass
allowing for spending synergies, manufacturing scale, research concentration,
speed of innovation and management synergies”

Stratezy:

Philip Morris' internaticnal profizatility per mille is currently 120% higher than BAT.
This is a function of 2 limited brand range (less than 40 active trademarks versus 240
for BATCo), concentration on the sresuum end of the market, consistent global or
regional brand strategies. empnasis on markating =ficiency and productivity, and
larger average manuiactunng plant s
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The artainment or these same wirtues (orms an integral pat T BATCo's marketing
stratezv  Tne importance of consistent suppcr: of a focused drive-brand portfolio has
been described above but there are cther issues whnich nes< 0 be addressed by
Operating Companies in thetr zlanning which irs criucai to the artainment of this

objective.
Marketing Productivity

All ccmpanies should seek to achuev2 reduciicns or at least 3% p.a. in real per mile
trade anc consumer marketing costs (exclucing srand ccmmunications expenditure),
Methoeds 10 assess the efficacy.of marketing activirty must Se developed for all aspects
of the marketing mix and pamc ulariv the 2rfectiveness of acdvertising spead in terms of
its imgac: uron awareness anc mag2. Thers s mo reascn vy marke:ing cannot be
suBIest 18 the same quanitatve me sz :'me< mazapciy o, for example,
Oreratng Companies “eir market! r.g plans on
quantiiaz, research dased criterna rathar than 'ulzement Measurement sysiems
shouic Se izcuse< on the consumer ang evaiuziad agains: X2v competitor Srands.
Miilcark Markening wiil aciivel se2 10 ast znicate 2pprapriate
Measur2mant 5¥3AMs But. i thelr 1Tsenca. th2 Inus remmzini on the Oper::mg

Comgzaries to ansura that apsreorate ioels 272 3 slace
Operanng Compznies sncuic use »waatever cmuzzi mass s 22 thelr disposal o ensure

= et \Iarx;e"'-" sudgers. Concentrating
12 reduce zmmussion is encouraged
icnai Srands which will be

that :E'.e:.‘ canve :hc 'cesr vaiue Ior money

€

~ang & mmcnaln oI massage anc '::C\ soint 27 viaw. Managing

advertising trocuction Cosis. reseanch anc dzvaicoment 2its and cme. elements of
the marikating budger to ensur2 cptimum -:5 2chieved is essennal if we
are tc Taximise the proporticn of tne overzil mrrkating Sulgar spent throusm ATL and

BTL ccmmurnication to the ceasumar

Tradicicnai ATL media stil represents the mest cost efective means of reaching the
consumer Wherever regulatuons anc marke umstancas 2low, brand budgets
should ralect this reality  Significan: invesiman: in less eZcient means of reaching the
consurmer stould arly De tonsiderad ifthev Rxv2 1 realistis sorendal of nct being
subjest 1 amucipated furure rasine ;.22 3nd markating.

All censumer and irade promotions snculc Se impiemente? criy if they are justified by
higher saies. Post-promotional evaluations mus: decome 22 norm in order to build up
a dara tank of knowledge on what promotions werk in przctice and to avoid expensive
errors.

Sponsorships are 1 key element within the markating mix, p2rutcuiarly for international
brands Their role is to provide incramental mesia 2xposur2 -0 enhance awareness and
brand imagery by emphasising the Kev attributes of brand shzracter. Measurement of
the effectiveness of promotional expenditurs is undertaken or international
sponsorshics dut 1l sponsorshic aczivities for nazional brands must equally have clear

objectives with regular monitoring of :heir 2ffactiveness.

BATCO CONFIDENTIAL - CATEGORY I: MINNESOTA TOBACCO LITIGATION.

= r——

BATCo document for Province of British Columbia 23 April 1999

BATCO

02¢2297049

00116086



v -

Trade marketing should also be part of a zzrstant review of Jow to become more
competitive and more productive. Benier distnioution, POS presence, trade
relaticnships, etc. are critical ‘o the furure ¢f our brands.

Brand Management

The essence of BATCo's markering stratezy lies in cisciplineZ, consistent and
long-term management of a focused branc portoiio.

Ail drive brands must have a defined Copyv Strategy which forms the base document on
which all aspects of the branc are maragsé. Once 2stablished these copy strategies
will not be amended uniess there are comgelling marker reasons for doing so. In the
case of the six key internatioral brands the Copy Strategy wiil be developed by
[nternational Brand Management in Miiicznx.

Brand resourcss should always pe directac 27 tae il revenus segment of the market in
order 10 drive value share at a “aster rat2 "nzn veluma share. Similarly kev brand share
will beccme 1s imporant a perionmanc? n2isator a5 t3rperala share is curreatly.
Tactical mew brand launches are ro de 1v o222 wheraver 2ossicie and in all instancas
sheuld te drawn Som BATCO's current zormicilo oF :2uve rademarks.

Brar.cs :ana"e")ent must t:“CQF‘D:lSS au -‘.e::e:'s c- e T:JJ'\SZ."Q 'nm. a0t >xmp1v
adverising and premotion. Twus impiles (h2: marxaring manzgement mus: have a f:l

understanding of saies and disicbution. rodut formuiziicn 1nd manufaciure, and ihe
£nanc:ai impitcanens of these. Operating Companies should Z2monstrate how they
anc 9 manage brands as Susinesses NEAT SWh S 2 N

A leng-2rm focus on develeping brand Susinasses raguiras milastone’ markers to
measure progress against the eventual ctieczive. All dnive trands should have
measurabie short and medium term targe:s 1o Llfii s roie. These should encompass
not only consumer share and 2x-factory sa:2s Sut disimbuticn ievels, brand and
adverusing awareness, smoker predies. tmal rzies. and Srand image artributes

Objective:
"To develop a long-term global marketing plan to dominate the Lights segment”.

Stratez:

Lights is one aspect of the resccialisaticn of smeking wharazy drands and products
become :he foundation for maintaining our .ong-term Susiness dy focusing upon the
pleasures and posiuves of smoking as opposed to addressing the negatives. Lightsisa
concept, not a product delivery position. which incorgorates medemity, freshness,
innovation, excitement and interest, all of which ars focused upon the young adult
smoker. Although product delivery is one asgect of Lights, it is the other aspects
which offer BATCo the greatest opportunizy 10 gain 2 competitive edge.

Lights brands currently have an 20% gico:u snare whereas they are growing at around Sl
7% per annum. Their penetration level is ugher in the more developed markerts but C
thev offer a significant comperitve advantage opporrunuty in the less developed C':
markets by minimising the apporiunity for Phiiip Morris 10 establish their full flavour )
international brands across the various pricz segments )

M (WY

’ No
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BATCo will develop a global strategy to optimise this smcker segment oppormunity,
which will include:

» a clear definition of the Lights concept and how to communicate this to smokers.

« an evaluation of the potential for Lights in end markets with each company
developing a means of monitoring smoker attitudes and behaviour regarcing
Lights.

» aclear role and brand positioning for Tee standing Ligh:s brands vis a vis Lights
line extensions.

iear zlcbal. rezional and marka: strategy for axpioiting :ne Lights sezmanis in

1arkats -aners potenual o ¢c so s uga
i markars will develop a marker strateqy for the long-term cptimisation ¢f their
L:g7s business which wiil inciuce brand prioritisation and channe! management. This

sirzregy should De a key eiement within their 1596 ccmpany gians.

Objective:

"To achieve and maintain product superiority for our key brands by easuring
that BATCo products meet consumer expectations and are recognised as being
superior to target competitor products”.

Straregy:

Reguiar and refiadle consumer fesdbacik complemented with therough in-house
Tcnitonng of the products. is 2 fundamental requirement for driving the product
Zeveiopmen: process. Operating Comparnies should undertake consumer producs tests
o7 own kev preducts versus targe: competitor products at least once per annum using
e MASQ methodology and impiement necessarv product improvements (0 maintain

supericrry.

Mcnitoring of own and competirion products for visual and tactile, physical and
chermucal quality charactenistics through PQRS is now well established withun ail
Operaung Companies. The initial objective should be consistantly to outzerfzrm he
campetitors products by ar least 10% in PQ Rating, not oniv on the overall brand
seriormance, but also on each of the thres elements - outer, pack and cigarere.
Addidaonally, the international brands must also conform to the quality standards as
specified by the Intemational Brand Groups. Therefore, Operating Companies must
maintain the appropnate level of sampling for monitoring ex-market samples but
additcnally, introduction of the CARS approach for ensuring conformance to
standards must be considered.

To meet the product quality objective outlined above, a high level of technicai

capability is required within Operating Companies. This can only be developed o
internally, to which end BATCo will develop a medular training programme, <
comprising 'on the job' training supperted by BATCo waorkshops. From the training -~
checklist. Operating Companies should construct clear training plans to ensure O\‘
technical capabiiity in the short and long term. :
4 (A~

ro
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BATCO

Ob;jective:

"Develop and test copy, products, packaging and line extension strategies for
SEZ:2, B&H and JPGL which, once proven to drive market shares in premium
and bigh price segments in core markets, will be rolled out globaily™.

Strategy:

BATZo will onlv invest centrally beriné SES53, B&H and 2GL 2monzs: iis UK

[nrarmational Brand portfolio. Full brand guidelines will be issued as an inzegrai par: of

the Company Plan process.

Agsencv assignment for these brands is the 'esconsxc ity of Internationai 3rand
Mamzzament in Millbank. The agency 37 r2cerd fer Sz:‘:: amd 3&H 13 3ATE
WCI_DWIDE (also Lucky Strike). Wherzas it is GREY ior JPCGL. Al trand
sucz 1 budgets must be chanreiled through them (both ATL and BTT ). Anv

exz27:3ns 1o this require prior sgoroval Tom Intemational 3rand Marazement.

s

Ann 2nd markat that wishes to markar these brands «viil e expesiad te 2ckere 1o the
inta—z:ional brand plans. Locai variaticns in grocuc: foomu . acvarusing
13N Or any cther element o34 .ne Tz:ce"ng mix wiil crw b= sermuiac on the

r an"r"cm" tHe kev i mre'—xanoran 3rancs. Occ.'atmz Cor‘aam'e' must indicate
row 2v intend o achisve these stancasss as measerad by QUANNT and MASQ arnd
PCR S -vithin a denined cme frame.

BAT 2 has deveicped a new uniform packags for Jonn Playver Goid Lealin

=xion with the African ancd Sub Corntinent Operating Comgpantes. Tris

23$5€5 4 new copy strategy, siancard new pﬂc\nszmz 1stanzard cigarewe. new
advarsing and new product g Quice'mes. Tais will form the Sasic Srand zackage which
is:=z and potenual end markers wiil acept in 1592,96 or nave Zone sc zirsady. End
marka2:s are enccuraged to 1denm, new opporturuties for the laurch of JPCL.

Usas2 o7 all other 3ATCo trademarks rzmain the zrerogans 2 of Orersung Companges.
Brarz cians sheuicd conform. however. o the markaung princigles outline2 1bove.

Objective:

“To develop in accordance with the Brand Owners. best business building
strategies for Lucky Strike, Barclay and Kent".

Strategy:

Inter=zgonal brand strategy will remain the responsivility of Brown & Wiiliamson but
BATC:'s marketing of these brands will be co-ordinated and controlied through the
USIS zait in Millbank. Accordingly, all preposals afecting sirategy for ihese brands
shouil e channelled through the USIB unit in Millbank in the narst instance.

i
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The operatinz -rirczzies governing the key UK international brands apply sguaily to
the B&W tracamariks Brand guidelines will be issued as part of the Company Plan
process.

Agency assignment s the responsibility of International Brand Managemer: in
Millbank. The agency of record for Kent and Barclay is GREY whereas it is BATES
WORLDWIDE fer Locky Stnke.

Objective:

"To build and hire the best marketing talent worldwide™.

Stratezy:

iamani ina markenng strategies outlined atove. BATT0 needs ih2 highest
ing srefessionals. Qur policy is 0 eveiop anc promote ntemaily
2r :arm. However, unul the qualiry of internal marketing managers
e r2cuired standard, it will be necessary to suzniement surinternal

rescurIss Vil 3om2 external recruitment of mid-caraer ororassionals

. To
qu :
over:he ¢

o BATCo wiil soamnue to focus upen ‘on the job training with the line manager

2 r2sgensidiity for this. The Brand Excsilzncs moduies. whuch

tice in brand markering wiil form the Sasis of this wraining with
ing made availabie tn late 1993, End markats should construct clear
ing sians ¢ improve the qualicy of their marketing staZ. Tais will
.......... « subject specidic semunars managed v BATCo.

» The new Markerng Stacf Planning svstem wiil te implemented prograssivaly
during 1565 with zreactive career planning for managers on Grade 10— or
eguivalent igius ncse below Grade 10 but identified as having potentia), whether
internztional 2r nadconal starf. Trus new system will ensure that BATC: 5 getting
the best vaize Tom s starf whilst developing individuals o their maximum

potantizi.

Objective:

"To build a world dlass trade marketing organisation so that the trade regard
BATCo as their preferred supplier over our competitors whiist ensuring that
trade marketing &ifort and expenditure is integrated fully with our brand
objectives”.

Strategy:

o To achieve saies and profit targets by securing the active support of the wholesale
and retaii trace oy orfering them support in all aspects of Trade Marketing and
Distribution :n each trade channel. BATCo will offer them advice and suzpont
which is tailcred to their specific nesds.

e To ensure reguiar irade coverage either directly or through distnbutor salzs forces
of outlets acsounting for ar least 73%% of all market voiume sales.
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To increase distribution and visibility of our brands in each trade channel, to target
sales cails better and to optimise the effectiveness of all trade marketing personnei.

« To restructure the trade marketing organisation to reflect the sophistication and
specialisazion of the trade and to ensure changing patterns of sales are anticipated

and exploited.

Apru 199%
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