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1. INTRODUCT IS

‘ L. 5. tobacco manufacturers Zacing mature jeneral markets arc soeking cut .
special markets for their varivs produce lines. This Hispanuic perket '
Promiges to be the site of Zisice corperstion Juring this dacads. It is -
estimated thar chere is 8 38V incldence of soking aong Hispanics, Qur~
rontly, R J. Reynolds and Phylip Mozzis, tha leading J. S, tobacco can
Fnics, Are bagimning o direerly pursue the kispanis tazket. Howves,
raither has developed an effective campiizy to retein Higpanie bramd
loyales.  This péper will proeide Sven § Kil)ixpenn Tbdase Corpanmy with

ar analyig 0f 1vs sITengIns and weskesscs Ln e H1SSINLC MArket.

A Pegocts awt Macords ap Seucces of Data z
The following situatioral walysis is baged oo the 1979 Hispanje croker |7
smay", *1980 Hispanic Stoker Study”, Buvems of the Census "Surene Ropo- )
lation Feparts®, and Soss & Aksociates’ egertise in the Missanic marcket.

S

TP P L

f“,‘ Sirce S0sa & AssKistes did net autharizg the above research, it is Giffient
_)‘ O aseign the proper limitations to thy fallowing analysis. Tras, the pri-

X mary limirarian is that the resparch coes not include Sose & Angociates'

Typolexyy .

'
“ Ve e

[T T

B. A Preview to the Presentaricr
f‘,"‘ Thiz repact provides an esvireemeatal situadion aprraisal, Hosponic o=
‘i RITtion PAttarhs, MArket share Ahalysis, 303 an overview of the malor
51 sppartinities and limitations for Rrown & Williamsor's XIXL clgarettes
" in the Hishanis mecket.
? The eviroumantal situation appraisal will jxovide an ovesview of the
_f genergl Hispanis marker 28 't appliet o the cigaretes ndusay. In addi-

tion, the competitive envirorsssnt will be reviesed as it arpliey <o the
Hispanie market. The arwirapwntal epportunities and lLumicatians will ke
specified.

#35panic Consaprion Pattens soction and Nasket Shore Aalysis sertian will
provide a working wdcrstanding ¢f QW Spoitive ovarament. These sec—
tions will revies Hispanic cizirecte CONSURON PaTtesTs, copatitive brand
shares, ad Brawr & Williamon's family hrand shared.

The majcr opportunjties ad limitdtions section will dévelcp 2 scenario of
H Brown b Willianmson's current pegivian in tw Risparuc market. This section
will provide the hrs:s for the fathouning 1982 HispasiC murketing plAn, 85
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. he canclusions vill sumarize the puratsgic Leplicatian for KL cigdrettes
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I1. CONCIUSTONS

KOOUL clenrly s:ffers Frum a lack of prand and advertising a-areness. Thiz

‘ in part conteisutes to KXL's MV decline in serous trialx from 1575 to
1980, fFoxr the most pare, ROOL has lackad e advertising cistpiugh that was
effsctively directed towards the youns male mokess, its traditional market,
sinee 1971,

A. The Yang Aduit Mue Masket

The young st jmAle SPOKer DNEMAINS AN JNPOCtAnt narket segrent for ¥OOT.
Tong market Segaant has peen KUIL'§ proodry rarket. This macket ssgrent
1F alen the Faptest growinn Hisseass _u_v;-en Arpoericeraty §3: gf the
prsparis market 19 under 10 years old Thus, thé 7org adult masigt
kecones very impartéat if XOOL js going to effectitwly cultivate the

. Top Ten Brands by Xge: 9 ve, *an
By Family 1979 1M=-34} 1920 121~-34) Index
Mar :p0r0 33 M T 303
Winzeon 20 16 20
Salam 14 9 64
” o & 7 13 86
Berraon & Yeriges 8 7 140
Keny 4 5 125
Came) 3 3 100
Fall Mall - 1 ~
Vicesoy 2 1 50
gt 3 3 190

Pool cavinwes to hxve strensth in the young adilt market. )ool Ammonarvated
an MR gain Nxng ;Tung sdult Hokers. Thie, their yong adult smker hase
raning imact.

2. Top Ten Wrand ‘ale ackers

'79 vs. 'BC

Doewnd Fanliy 1979 mle 1980 Male Insax
Haripoero I ¢ 103
Nington H 24 150
salen 13 n ‘85
)10 o8 ? 9 129
fentan § Hedoes 3 < 13
'\J Reat 4 b 15
Ca} 2 £ 250
Fall pall 5 3 100
Vieersy 2 H 100
Neaprire b 2 [T

i, vy,
eimrniyd
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KOOL also denorstrates strength among Hispanic mle swokers, thecefors, this e [
MAYKet segmant ALE0 ToMains JRtact, -
® o reoreno
The major chatacle to KOOL's success in the yong adult ket sogment -
sppedss 10 b the newer hrands, Newport and Belaix. These tvo hrands havg e
i dramatically Incressed thely brand mareness anong young adult smskers.
4 1. Unaided Brand hareess by Young Mules: 79 va. B0 Ve
Brand Family 1979 {21-34) 2950 (21~38)  Zndex ST
3 MACInSKD 83 6 93 SR
i winTien 7 7 52 o
2 Salem 69 5 83 R
4 roxi. 57 It ) S
: Kent 40 45 113 :
# Benacw & Hedgas 2 3 117
Vicoray k' 28 74
Came, 2 % 108
Nawvore 21 23 119
Belair i s 287
‘ These brands incrassed theiz xand s-araneszs 10t and 1578, respectively.

€. Qultural »arket Segnets
Calturally, KOOU exhibits strong growsh potential ir the Puarto Rican ard
Mecican markees, Mowever, it 1z var; weak in the Cuban market.

79 vu. "8C
1973 2580 Zndie
Texas Mptizan 7 K v
California Mexican 7 [} 114
Puerto Rican 12 17 12
Cuhan [ 3 0

IOMARIN 1L A4+ 9, T Uil wadli g TES Syt S )

D. Zneidencs of Smking

Hispanics have a greates incidence of smoking then the gensernl market (38%
versus 363, respectively). Hispanic males have 8 Nighet incidanoe of
SOKANG (49%) thay Hispanic ferales (27%). Finally, yomg adults, 2)-34,
hrre a higher incidence of smoking (51%) than alder adults, 3%, (36%),

CONFIBENEHAL MINNESOTA TOBACCO LITIGATION

E. Ihg Menghol/ful) Taste Segents
Rispanics repregent strongetr dovelogment potential for the mmihol cRtegory
. whan Aogly gmkesy. 3V of Misponic srokers are mentwl unsers, versus 24,30,
L 4 for Anglo arokers. In addivicr, more than 7 out of everd 10 Rispanic swokers
prefer @ fulletaste cigaretta. n conerast, vhe Hi-F: cegrent is the fastest
gYOning tasre ¢ategery ir the genera. rartket.
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F. The Kispanic Harket and UL

XCOL faces 8 distinct challamge ir expanding ite market {n the Rispasic
rmarkpt .  Fraacipally, XOOL must work ©o lequtimize manthol &g young mhilt
male aokers. THis problew will brcome inereasingly dufficult over time,

as the campetition emntinues 0 increrse. Neeport. Belair, Salgm, ¥ane,
Maslbozo and Winston sse alresdy marketing to Hispanics. Witk the exceprion of
Marlboro, none of thw ocopeting brande have hgpn ahle to gacre a stable
nold an e yaung adult marigt. The you.$ acult rarkes is & Goowing and @
highly wolatile markes.

Peditiomal researer onll be memdod 17 oproperlr Livess Pagmanic bowd
svitching hehaios ad to devalop 3 good uarztaniirg of Haspanics'
perooptions ¢f tha KUL Erand and its excpetitors’ Loawes. The now e
scavch will provide the basis for the (523 Paspais sarketisg plan.

The 1983 Hispanic marketing plan will be KOOL's map to gaining a leadership
msition arong Higpailic menchal smkers,
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A. Ihe Higpanic Mirker

There are some 15 million Hispenics in the U. S., whith, taken togethesr with
sother § pillion undocumented lligpanic aligs, coprise 3 weal markst of
some 2} willigp conmEwss.

_Tre Hicpanic populatian Beé oqeorienca? a $1n growth rate from 1920 w 1980.

1Ir cortrast, the genersl 0. S, Population's erweh rote from 1970 9 1900 was
13.35. At tre carent gYowth rase, the Hispanic marker vill conscitute the
larcess gincle efmic wooriws fn she UL S, B 1981,

CoagTepiuically, HispAroew are cancerwrased - a fon arzas inchding: Cali-
fornia, Twies, New Yark, New Mstico, Arizona, Florida, Celorado and Illinoiz.
Becavce thay are gesgresiically concentrasad, 3 minirern mmbar of Aress of
Oominant Influence (ADI) oxe repuised = effactively cawmmicete to the
Higparic.

The median age for the Higpanic confem 13 young - X2.1) yearg old., The
follewing table tllustrates the ogrpemmtive sge differcnces aong the ticee
pritary ethniz geoups in the U. S,

YIDIAN ICE
1920 1970
Toral Populacion 29.5 28.1
Hispanics —FEan 0.7 -
Blacks (2_.1._&/' 2.5
Arglos 30.0 2.7

Appradimarely 42% of o total Hispinic populatiss s imder 18, oawpared to
255 far o pon-Hispanic sector.

The xove table aleo illustrates that the Hispanic as wall as the other
ethiic goops is getting oldar Sxus 1970 to 1980. Nevertheless, the Mispanic
is the youngest, and it is paranount to B to be roady to attract new
orkers as they come of age w0 trart soking with ACL.  Despite the Ris-
penies' young age, they represent $51.8 bullion 1n gross lncane and & poterr
tial consuner gouds magket consermtively estimated ac §30 hillgen.

B. Ihe Cometitivg En-irorent

tnit sales for 193 ase expected to bx apfriminately equal o those of the
preceding year. Despite the dprarert staziat:on of the U, 5. cigarette
market, the DIJNeRS C&1 be very JNETitable i establighed industly par-
ticipants. Linited aggregsatc growth POtent. . necess kites that epaasion

~
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strategjes for Lndividual caPanies be sused on quests for ihorelte® market
share. The established industy porticipants are R.J. Reynolds, Philip
Q Morzis, Boown & Hilliamaon, American Tobaco, lovillard, snd Liogett § Myers.

In the quest for incressed market share, the Hispande market has becomw: in-
Sreasingly attractive to clgarecte procixwrs. The Hispanic smrket tming a
vizgin meckst {3 ripe for a well orcheswrsted macisting campaicn direetsad at
thelr consumer dollege. R.J. Raynolds, Phillp dorris, Byawm & Willimeson and
Lortllard are cwra@itly either prepearing o are matketing their produCts o
Hizzaniex. R.J. Reynolds has lamnched = retionwide eshnicized Intlish lamquage
gacmpiom dizpeted emcacd swp Hagagntor IFee Aipensxv I, 1o mtbicion, R.J.
keynolds bag launched a ratianwade divect miil capaiy: designed to encoursge
pitching to a comparable RJR brand {hppendaix 11},

Philip Moerie has been advertising maslbars heavily in Hispanic poiot medis:
however, the croutive unis daes ot Peve any oo lires.  Philip Merris has
alec asag-bled a bookletr congisting of al. Hisganic business and social crgasi-
zaticng ar ehe national level, regional level ant local level. In addition, P
hag Bevored a lot of time me eney wooing Eispanic legislators,

Loriilard has peen advertising Newport in Spanizh with ehe slogan, *Dote Custa

- on Newport=, in out=of-lxme media orlv. Loriilard is also arertising in
Hispanic print. Leorillacd will probatly contirue iss mecketing effarts towaxd

The Rispanis roxket 46 @ young, Sast gUowvang market BeGRAt rwady O OGBSI
prodhrts if ehey are marketed dirertly wo then, Hispanics being a ymrg
market, 420 of the Nispanic mhaket is yrler 1B yours of age, and Cigareties
are an adaly product;: the Hispanic macke. proseits @ horania OF now STATTars
oomng on Ying €97 the next decade for the momifactizer who gaina the
doranknt market posivion,

Y MINNESOTA TOBACCO LITIGATION PROTECTIVE ORDER
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. ™. HISPANTC CONSIMPTION PATTEPNS
: " Thig section provides a detailed cverview of the Hispanics' cigarette Con— :
é SUTPLicN pategrns. .
: A, 3wking Incidemce 5
3 General Market 713 .
i B.acks m L
¢ Hisparics s N
J Hispasiss have a qraater ineidence cf moking TN e genersl market.
¢ AiSDETicS RAVE @ QTEALET POTENTiE; TNT ieriket SaAL eTeCRY, DETA.§2 Cf : .
5 thalr strong propengity to Suwiki.
¢ . Incidecs of Sweking 1892 380 3
_d VvV indy [ S—. 7 .
] Total Srciers & 38 68
Ma)~ g5 109 {e o
Female 3% 10Q 27 7%
A-H ' 47 100 41 87
35 od over 45 100 k(3 BG
E (¥ ] Cuban s 100 20N
[4 Puarts Ricas 43 1G] L} 136
i Texas Mexican * IO L 29
) Califarnia Meican %5 100 ” 67
1 Soding incidece hae declined 15% from 1979 to 1989,
/ There js & strong mRle s, 49V Vecrus 274 for fanhle SVOMArA.
i ¢ Toere {3 a show LMY YOUNGRT ENOREIS.
]

¢ Paaste Ricans have a high incidence «f anoking.
€. Conmurption in 1979 - 1960

Market Segrent Backafiesk 1979  Racks/Usek 1980
Rigpenics 5.4 8.5
Blacks 5.8 6.0
Anglos 8.1 7.9

4 Hisparies are noderatel) increasing wheir consryTion per weeX.
¢ Nglos are . Jderataly deCcreasint the.r CORSTIDUIOE POl Wouk.

IR B JRCLE N

e e T e . .
RN 4 T R S i S SR m g E rWTELR 2Tt e

H AR TR S T T o swaln. VT SR Paah SIS T 34 v, R e e ,O.b*—-w LiMmTIN AW - Y . e
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D. Conmapmion: Packs pex Week

Packs ek 197 Packg/vie 1980
Total Sckers 5.4 5.5
Malce 6.0 5.9
Famale 4.8 5.1
21 - H 5.0 5.3
35 and ovar 5.9 5.6
Cubiey 2.1 7.7
Puerte Ricane B.O 6.2
TENAT Vi icAne L] 51
Caiforris Maicans 4.7 5.0

/ The younger 21 - 34 a¢ gTawp incrossed Sts emsunpeian fzam 1979 w
1980. Wnile the 35 and ovar age grogp reduced its conappeion Aming the
sore time pericd.

v Puto Ricais ace the onjy Eispanic culture that has ducreased its oanr

snwEeicon £rom 1979 <5 299,
/Males acperienced a slight dacline in oemrption, while fepnles exper—
ignced an jincreAge in cenmErptian.
Rispanics have a higher incidence of soking thx tle ¢eneral parket. Rispanils'
incideiee of sooking did modepately decline fxer 1972 to 1380. ' Hispanic pack~
Or-weeX consumprion regimtared moderate incveases auring the smne time pavica.
The yooger aduls smokar and the male swhar have the highest Incidence of
mraking ameng Hispanics, with 451 and 418, respectively. Simltcansously,
the yourg adult @skers and the rale srokars Aisplay strang product. oane
mrption patterns, They amke &n getimatm? 5.3 and 5.3 packs per week, re=
spactively.
KOX. traditicnally has heen oonsvned by oang addt male wmkers. Kb
shoull tazrget the young adult mile smoker as its primary market. Thay repre-
Mt tha gtrmangest mwoking potavtial segnent in the Hispanic maxket. In
addition, this age group will be increasing at a rapid rate over the ngee
five or moge yoirs.
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V. YARKET SHARE ANALYSIS

The fullowing section will provide a drtailed overvisw ¢f the major manufac RETE
turers' cirrent market share, current caregary share, hrand family share, &g -
Bran & Wllizuson bowd family shace. . .-

1

A. pannfactursrs' Market Share

The gsmoking incicence ancmo0 HiSDARICSH, As Ztated eariier is 393. The tahle

belas presents the six major manufactarars' market share in 1979 ané 1980.
FRNFATINREIRS ' SHARE

Indemt
RR 42 100 36 86
= 2 100 1 113
Bek 12 103 13 108
AT 4 300 4 100
LOR [] iog ] 100
LiM b 100 2 €7

4 RJR and Phidip Morrie are in deminant positions within the Hispanic marker,
at 36 each diving 1980, Their large marret ghaxe could be attxabuted in
part to tha fact thar they are the oily firms sogressively pursuing the
Rispeiic markex.

7 The Hispani¢ packet is in @ mper growth stage; thexefore, it is very
ingurtart for any sericus corgmtiters to enter now, while the copetiricn
is not as fierce, Brown & Willimnawm, with a well Sxchestrated marketing

effere, should be ahle to maintain/epand its 134 narket share cver the
next three yohos.

B. Category turke: Sare

This section evaluates the cigarstte puchet in tests of category or cigarcttc
styles such as non-renthdl of menthol cigaruttes aid tar/nicotine levels.

The following tahles sWTwrize the Hisoarie market by category share during
the years 1979 ¢ 1920.

1. The manthol fegrent 1979 o 1980:

Index
9719 ider 983 '12 vs. 'BC
Nenemer thel [ 1] 100 LX) 08
Menthol 55 100 33 [ 24

4 33 ¢f all Hispanic smokexrs mroked & enthcl. Thus orpares favorably with
other cthic groaps.
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13

Menthol s 198
33.08
61.5

4.9

¢ Bispanjcs represst stionger developrent potenzial foo the menthol cate-

gory than wlo mwkers.
ingrance.

. Taswe Segnen 1979 £o 1980:

FAli=Taale

RFlain

Hi-Pi 15

In fact, Nglo prokera are the minoriey in this

1ndex
Iner 1980 75 Vs, ‘ED
156 74 7
100 4 80
100 22 114

It 1z acoepted by most tobanec analypts that the gmeral matket is shifting its

wr/nicotine consumption frum full-taste cigarvizes o Ei-Fi.
rerket {2 derpstymcios m eisllar bresd; however.,
This fact 18 Ceronetrated by the faollowing

shift than the qunarsl markct.
table:

i S PP P E Aecrle L

CE. mm A —— e

The Rispanic
i Ig =k some gEadal

r. 14
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IT0 CATIOIY SIANE 0Y S0, AGY N HISPANIC CULTURES

.

—— M DN oeees
Cotrgory Tyie fule Nmule 20-3¢ 35 Cans  Prcta Ricans  Twas-Moevican: Ohicrno-Hew icang
M nthol Mon-mnthot . \
Lig -menthol 0 57 6% 6} 67 s? 62 1
M aathel 25 LY 13 R n a7 6 23
Tar/N ok inc:
rutl_Taste ” n kL B 1 70 b 77 n
1hi~Fi 17 27 24 19 27 20 4l 21
Ty s 3 2 5 k| 2 2 2
.
(o
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RN 7 . il e '
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3. The preceding table {llustrates category sharg by sax, age and Hispanic
,‘.’ culture. Seven out of every ten Hispanic gmkars, reqardiess of sax, age R
or Hispanie culture, prefer to suoke & full-taste cigarette rathar than & Hi-Fi
or plein cigarette. Rispanic prefesrmce for a ran~mmnthol cigarerta is
stiong; Mowever, it is not as ovesvhelming as eheir preference for full-uste
cqarettas. For eduple, 47 of the Fuerto Ricans irterviewsd mked B
: prachol, while 368 of the Texas Maxicins, X0V of the Cubans, and 23% of the
Chicano Mexicans slsd sobad & methal. hith the exeption of the Chicann N
Merican, the remaining Alspanic cultwes have a nigher incidence of sokuig
a nEdal Und Un oeatal market (26.53%).

;

10
S A

Vst

C. re Tcp Ten Brands in the Hispamic Merket
Overall, the KirpAnic market arwdrs to be a fast growing market with Eive of
the 0P ten hrands enjoying a 254-50% growth xate fram 1979 v 1980. KOQL."S

strength vests With the yoamng anilt marker (2i-34).

Ral ancreased its yong adult enckexs 86§ feom 1939 w0 1980. XOOL appears
t3 he strong axng females with a 103 shax2 vwopus 9% far males, Powwvex,
the ralae seFant goow 20 versus 118 for fermlas.

o Crinurally, the stranger segments are the Puarto Rican and the Metican markets.
KXL is ectromly waak in the Cuban paxket. XOOL's muket share declined 508
while Salem increased its markes share 78 during 1979 to 1980, Corversaly,
XOOL is paveicuiarly t=rong in ¢he Pucrts Rican macket. XOOL xogistered a
42V incxease in its markaet Irom 1979 v 1940,

FOOL's mavket 1o distiner from Salpe's market, KOO is groked mote by young
atiles (21-241, vhile Salew is preferred by older wwkers (134). Saiam is
largely amchuxt by femnles. Howeves, MXL 13 split alrost equally sscng
fernles and males. XL appears to be more masculine than Silen. »amg
Uispanic aultaes, the Pumto Rican is MXL's stitngest market. In odtrast,
Salem i3 strongest ewng Teas Medoms. This phengnnon oould be pareially
eplained in that Salen has sdvertimsi beavily in the Texas maxkets. KOOL
&oes show aoderate sWmgth aong Dows ard Chicdne Mexicans. KX is
weakest amwrg Cubmns.

MINNESOTA TOBACCO LITIGATION
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14
1. Tep e Rrends 1% vE. '80

Brand Family Share 1979 1980 Index

Maxlrtro 2% 27 113

Winstan 20 b1 a0

Salem 18 34 ko]

FOOL 1 10 128

Kent 5 4 0

Bansan & Hadges 4 3 150

Carel 2 a 150

viceroyw 2 181

Newpory 2 2 109

Pal Mall 2 3 150

4 Mariloro a6 Winstan are the leading hrands amng Rispanics, with a 27
and 18% market ghare, resfectively. These two brands carrently own about
5% of the warket. Howvevrer, (9w next 241 of The ket % owed by Salem
and NOOL, with 148 and 108 macket stagg, rospocsively. The tadle atonve
llustrates the market shares of the donimane brands’ family share from
1979 w5 1540,

/ KOOL grew 25% frem 1379 w0 1590 in the Rispanic rorkes.

4 ¥en-menthol brands are experiencing srrcng grov=he 3leo.  Camel, Pall Mall,
and Sersan § Hedoes each expEdied their market sharz 504 fram 1979 to 19@0.
rarlbors geww 13t during the saw time per:od.

v ¢ weakest brand appears o be Salem, which declinad 22% frem 1979 =o 13B0.

2. Yop Ten Byrands by Male Smokers: 79 ve. 83
prand Family 1979 Mal¢ 1580 Male Indesc
Marlmsco 24 30 103
Wineron 24 2% 100
Salan 13 11 85
p(s0 & 7 9 12
Benaon & Hedges 3 4 133
Xart 4 3 13
Camval 2 ) 230
Pall Mall 3 3 100
Viceroy 2 2 100
Newport 2 1 50

¢ Carcl experience: 2 strong 150% growth among males.
J K0L growth ig —iry definitely shewed to-aré mele exvkers. This segEnt
gres 294 frarm 173 v 1980.
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v Salem has darlinad 15V xong male smokers, Dub still lesds the monghel

Y market with 118 versus FOCL'$ 9%,
3. Top Ten Brands by Fevale Sokers:
Boand Fanily 1979 Pemuie
Marlhoro 17
Winston 16
Salan 2
KoL 9
Berason & Bedaes ®
RediL -]
Canel 2
wll Madl 2
Viceroy 3
Heport 2

*79 va. '80
1580 Famale Index
21 135
12 75
17 74
10 111
-] 133
s [ 5]
2 100
3} 150
2 67
4 200

¢ KOL grew 11t among female smokers from 1979 to 1920.
/ Newpore is ederiscing strong goowth among {anale seiors. It gzew 100U

fram 1979 o 1998,

/mlmudmukingmimmwﬂ-!uhm&mwiﬁa%\

") growth race fyo 1579 o 1560.

4 Balen suyrisingly has daclined 264 &onrg female smkers: meverthelean,
it remains the leader arrrg female menehol usars with o 178 matket share

versus KOOL's 10% maxkat share.
4. Top Ten Brands by Age:

Brand Family 1979 (21=34)
Marlbore 33
Winston 20
Salae 14
XL bJ
Benixr & Hedges S
Keny 4
Camel k]
Pall Mall , -
Viceroy 2
Newport, ’ 3

b ]
16

8
13

L B VINT SR

3

‘73 ve. ‘B0

1560 121-34)  Index

103
80
[ 1)
186
140
12%
loQ
50
100

4 Kool is the ewrongest growing brand in the 21-34 sge group, with an §5\
'-) growth zote. KX grew £o 3 OCELNANT POSITiON iR ore yaar in the young

adult swker eatgoory.
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/ Salem has declined its market share in this ace T by 36\,
4 ¥ith the exception of Marlhoro, tifg age group appedrs to be very wilatile.
It xepregents excellent growth potencial fo¥ KOC.

3. Top Ten Braxds by Age: 235 ad Over:

‘1 vs. ‘80
Brand Family 1979 (35+) 1980 (35)  Andex
Marlro Y} 20 143
winghen 20 19 1M
Sale: 21 18 Be
X 1 K 28
Bonsn ¢ Hedoes L] L] 13-4
Fent [ S 4 87
Cancd b 3 300
rall mall 4 5 125
Viceroy 2 2 100
Rouwpors 1 > 289 .

7 In the oldex 290 ROP, 35 and ovar, Camel, Newport ard Marlbare dominace
with 2008, 100% and &33 growth rates, respectively.

¢ BOCL warket shaxe, as eqectod, is declining in the older age groaps.

4 Salan is also wenk in the 33 &d over age grovg.

6- Top Ten Brawds by Cubans: '19 vs. *80
Braod Pemily 102 Cubm 1980 Cuman  Inder
Yarlboro 30 28 130
Winsuen 20 0 100
Sulem 34 15 107
XL [ k} 30
Benaon & Hedoes 14 13 L 3]
Karee 4 H 13%
Camal 1 3 00
Pall Mall b} H 200
Vicaroy 2 - -
Revpore - - -

4 Iravmenthols apoedr 0 be vexy stitng song Cubans. Caml has grown 2008
anng Cubans from 1979 to 1380.

4 KOCL 18 declining A-wmtically snono Cubans. XOOL has decreased its Cuban
narket share S0% during 1979 o 1980.

ROTECTED BY MINNESOTA TOBACCO LITIGATION PROTECTIVE ORDER
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/ Salan it perticularly stréng among Cuhans with a 7% growth rate. This
Lexiles a Cuban propensity far ronthel ¢cigarcties.
/ Marlbogo and Winsten are very streng among Cuban smokers.

7. Top Ten Brands by Puerto Ricang;

‘79 v, "HO
Brans Fanily 1979 FR 1980 PR Infex
marioro 16 18 113
Winston - 3o 21 %2
Salam 13 13 100
L p¥] 13 142
Eenson » Hodoas 2 2 10
Yare [ 120
Carel - 1 -
Pail M1} 1 2 200
Viceroy 1 2 200
Newrore 9 9 100

¢ ROL 15 stXONG ARG Feerte Ricans wWitn A 43% grovdh rave. KO aE e
domirare mnthol brwnd azong Poarts Ricans.

7 Salen and Ngwport have maintained theic market shaxe &vwng Puetrto Ricans
fxam 1979 to 1960, .

¢ Fen-manthel brands are alpo strong swmg Puerto Ficans, with 221} Mall,
Vieerty, Xant and MArlloro sspariencing increasing narket growth at 100%,
1008, 200 ard 134, respectively.

7 The Pusrto Rican mxrkat sppears (o be the most volatile oF all the markats
for both the mnchol and ene-menthol wands,  The Pugsto Rican market
Ieprasents xxdd growth potential for KL,

8. Top Ten Brwrds by Texas Meuicans:

'79 vs. ‘80

Mrepd Pamily 1979 Tmedex 194D Tox-Mex Inaa
Mrrlbero 17 21 i4
Winston 28 27 108
Salen 27 a0 74
KX 7 7 100
Bensen & Hedoes 5 4 100
Kant 4 3 1%
Caxnl 1 i 100
Pedl Mpll 2 3 1%
Yiceroy 1 2 400
Ngwpsrt - -
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TO REVIFU RACKGROUND OM, AND CURRENT STATUS OF, THE HISPANIC MARKETING
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I. Key 08JECTIVES/STRATEGIES

ESTABLISR GROWTH TREND AMONG YOUNGER ADULY HISPANIC SMOKERS:

® RJR's HISPANIC YOUNGER ADULY IS DROPPING DRAMATICALLY.
MARLBORO/NEWPORT ARE GROWING.

® YOUNGER ADULT SMOKERS HAVE BEEN THE CRITICAL FACTOR IN THE
?§7 GROWTH AND DECLINE OF EVERY MAJOR BRAND AND COMPANY OVER THE
tAsT 50 vears.

@ No MORE THAN 5% OF SMOKERS START AFTER 24 YEARS OF AGE.
MAJORITY STAY LOYAL. MARLBORO GROWS BY ALMOST A SHARE POINT PER

YEAR DUE 10 18 YEAR-OLD SHMOKERS ALONE.

® THE BIGGEST OPPORTUNITY IS TO CAPTURE YOUNG ADULT SMOKERS, NOT
ATTRACT OLDER SWITCHERS.

{2EQ0 09905

FSrS-822-219: X84 T1LI4HT 20T 098 N

8F, /27 Jdy

a2

c0d



P.04

-

Fax:612-228-5454 Rer 27 98

MN #G0 102 CAPITOL

50660 0322

[ 3]

486}

a8t

<86} 863 EBB1

cubl

(v}
NOISNIN

(AN)
1HOdMIN

(v7)
QHOH YA

| ;
TV Oa SV ETH

0¥

R
(%) LEINOWS J0 NG




HISPANIC RECOMMENDATION

) hy P ~ - ke
W T !

I. Key OBIECTIVES/STRATEGIES

SECONDARY OBJECTIVE IS TO PROTECT EXISTING VOLUME BASE:
- WINSTON/SALEM rFRANCHISES

- DORAL GROWTH

EZEQ 09905
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HispanI¢ RecomvenpATION

I. KEy OBJECTIVES/STRATEGIES

¢ ESTABLISH conTINUOUS BIG Bramn PRESENCE.

¢ FOCUS PRIMARY SUPPORT ON BRAND WITH YAS POTENTIAL IN GENERAL/
BLAck MARKET.

o EMPHASIZE LOCAL MARKETING/SALES OPPORTUNITIES

S2eC 09305
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'HisPANIC RECOMMENDATION

‘
II. OverALL SPENDING - : .

RecomenpaTIon:  INCREASE AND SUSTAIN HicHER SPENDING LEVELS

vﬁ7 1. Hispanic VoLume JUSTIFIES GREATER INVESTMENT

1988 SpEmpING SPENDING BASED ON_VorLuME CONTRIBUTION

($000)
CAMEL 2,291 % voLuve 18+ Hrspanics oF 7.1
TOTAL CXGARETTE VOLUME
WINSTON 5.228 ToTaL 1988 MARKETING SPENDING  708MM
_Lil9_] FAIR SHARE SPENDING E

92€Q 0990S
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HISgéﬁIc hECOMMENOATION

II. OvERALL SPENDING

7¢fgscgguggggtron; INCREASE AND SUSTAIN HIGHER SPEMDING LEVELS

2.

GROWTH OF THE TOTAL HISPANIC POPULATION AND 18-24 HrspanIc
POPULATION JUSTIFIES LARGER INVESTMENT NOW.

18-24 18+
% VoLumEe
19838 1 7
2000 | 14 ¢ 10

CONCENTRATED NATURE OF POPULATION ALLOWS FOR EFFICIENT SPENDING.

- Over 85% OF HISPANICS IN EIGHT STATES.

erS-8¢c-219: x4 PDLIdED 20T 094 NW
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HISPANIE RECOMMENDATION

85x OF THE HISPANIC MARKET IS CONCENTRATED
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HrspaNIC RECOMMENDATION

IT. OverALL SPENDING

RECOMMENDATION:  INRCREASE AND SuSTAIN HIGHER SPenDING LEVELS

4. AGGRESSIVE COMPETITORS ARE CAPTURING HISPANIC SMOKERS.

7&2’ PurLip MORRIS
- NameDp #1 HISPANIC ADVERTISER
- THE MARLBORO SoCCER Cup IS EXPANDING INTO TEXxAas, CALXIFORNIA
AND New YORK (TELEVISED)
-~ PM IS ONE OF THE TOP CORPORATE SPONSORS OF HISPANIC
ORGANIZATIONS

- PM IS CALLING ON MAJORITY OF SMALL HISPANIC OUTLETS

NEWPORT
- AGGRESSIVE FIELD MARKETING PROGRAM IN New YOrk/CHICAGO
- EXTENSIVE RETAIL POINT-OF-SALE AND PROMOTIONS

6ZEQ 08380G
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HispaNIC RECOMMENDATION

III, SUBSEGMENT/GEOGRAPHIC Euggg;is.
RECOMMENDATION: EMPHASIZE MEXICAN SUBSEGMENT IN WesT/SouTHwES T

@ REPRESENT LARGEST SUBSEGMENT

@ FASTEST GROWING SUBSEGMENT

® Hispanics (ESPECIALLY MEXICANS) HEAVILY CONCENTRATED IN WesTt/
SOUTHWEST

OEED 03905

TOLIdHT 20T 0SH NW

7erG-827-21G: XP4
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HISPANIC RECOMMENDATION
~18-24 SUB-BEGMENT PROFILE

MEXICAN PUERTO RICAN CUBAN OTHER
2272722 V7770 L. EHA 77
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IV. BranD EMpHASIS

BRAND EMPHASIS RECOMMENDATION IS BASED ON THE FACT THAT WINSTON,

SALEM anp CAMEL AccounT ror 90% oF RIR'S TOTAL HISPANIC SHARE oOF
SMOKERS .

RecoMMENDATION FOR EACH AREA:

® PRIMARY SUPPORT: YAS srano (CAMEL or SALEM)
® SECONDARY SUPPORT: VOLUME BrRAND (WINSTON)
@ WORK EXXISTING DORAL voLtME PROGRAMS

EEEC 09904
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VEEO 0990S

® STRATEGY

DEVELOP CREATIVE THAT MOTIVATES HISPANIC SMOKER BRAND CHOICE
WHILE REMAINING CONSISTENT WITH THE GENERAL MARKET CAMPAIGN
(E.G., PUERTO RICAN SCENERY IN "REFRESHEST" AD WITH SPANISH
coPY).

@ HISPANIC AGENCIES WIL: BE BROUGHT IN TO DEVELOP RELEVANT
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HisSPANIC RECOMMENDATION

MEDIA

® OveraLL STRATEGIES

-~ MAINTAIN HIGH SPENDING LEVELS

-~ BREAK THROUGH THE CLUTTER WITH HIGH IMPACT OOH LIKE MARLBORO
VERTACULAR

- USE SPANISH MAGAZINES AND NEWSPAPERS TO REACH OLDER SMOKERS

7SrS-872-219: Xe I0LIdED 20T 0S8 NW
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Y. MarRkeTING MIX Szgnrsslgszlntrxan GUIDELINES

L
C. ProMoTION o q
@ EsvasLIsH HicH CoMMUNITY PRESENCE

- LocAL "vAN"/CATERING TRUCK PROGRAM

. o

- New/ESTABLISHED EVENT $QON$ORSHIP

B .‘.
r-q,

- ORGANYZATION INVOLvsuenrfoouATIous
! .y
® EsvaBLIsH Revaryr Domr HA8§§§
- VOLUME PROMOTIONS

.r‘.j

- YOUNGER ADULT PROGRAMS '

~ RETAILER/SUBJOBBER PROMOTIONS

gEEO 09909
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V. HARKETINGAMIK,STRATEGIES/IQ&TIQQL GUIDELINES

K HU

C. ProMoTION : ;3 ’“f% 3

o Van/CaTERING TRUCK PROGRAM

ESTABLISH HIGH PRESENCE AND TRIAL GENERATION AMONG YOUNGER
ADULT HISPANICS.

ROVING VAN INCLUDES MUSIC, VIDEO SHOW, PREMIUMS,
GAMES, SAMPLING, FOLLOW-UP COUPONS

- VANS ATTEND SMALLER COMMUNITY EVENTS, FAIRS,

FESTIVALS, SPORTING EVENTS, CLUBS, RADIO STATION
TIE-INS

~ 50-100 CATERING TRUCKS PER MARKET

- Focus rs CAMEL

LEED 03990S

2 20T 09 MW
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V. MARKETING MIX STnAthteslTictrcaL GUIDELINES

C. PromMoTION

RN .'i-i
P A

NT_SPONSORSHIF

; 2 B B
Sz L

e EsvasLisHep Eve

STRATEGY: MAINTAIN PRESENCE AT ESTABLISHED HIGH PROFILE
COMMUNITYY EVENTS.

Key ProGraM ELEMENTS

MARKETING MANAGER/FXELD SALES IDENTIFY

SECONDARY SPONSOR

BANNERS, BOOTH WITH SAMPLING, PREMIUMS, FOLLOW-UP COUPONS
- MAY SPONSOR SUBEVENT OR STAGE

EVENTS

- FIESTAS
- SPORTS EVENTS
- CarR sSHOWS

@Ecn 0990S
~ryy

0LIdHD 20T 09 hW
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V. MARKETING MIX STRATEGIES/T&GIIQAL GUIDELINES

C.

6EEO0 0990S

ProMoTION l

o New EVENT SPONSORSHIP

STRATEGY: MAINTAIN CONTINUOUS COMMUNITY PRESENCE BY SUPPLE-
MENTING ESTABLISHED EVENT SPONSORSHIP WITH CREATED
EVENTYS THAT HAVE HIGH YOUNGER ADULT APPEAL.

SUMMER_SOCCER SPONSORSHIP

DEVELOP THREE-TIER SOCCER SPONSORSHIP:

Wortp CLass

TOP LEVEL PROFESSIONAL SERIES
AMATEUR EVENnTs (64 TEAMS)
JUNE THROUGH OCTOBER

WINTER Music FESTIVAL

DEVELOP BENEFIT CONCERT FESTIVAL TO TRAVEL TO KEY MARKETS:

- HIGH YOUNGER ADULT APPEAL/POPULAR GROUPS
- PROCEEDS DONATED 70O CHARITY
- OCTOBER THROUGH FEBRUARY

7SPC-827-219: X84 OLIdHD Z0T 098 NW
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V.  MARKETING Mrx STRATEGIES/TACYICAL GUIDELINES
N ,E
C. TION o s f
e Brawp/ YE NS f

-~ LEVERAGE NATIONAL CORPORATE DONATIONS.

- JOIN AND PARTICIPATE IN LOCAL CIVIC AND PROFESSIONAL
ORGANIZATIONS IN EACH MARKET BY BRAND.

- LEVERAGE DONATIONS VIA:

® PR RELEASES

o BRAND ADVERTISING
¢ TRADE COOPERATION
® RETAIL TIE-INS

OVEOQ 0990S

== e ——————— L S —

T0LIdH3 20T 05 W

FStrG-827-219: XBS

. JZ Jdy

=6



Hrspanic ReCOMMENDATION

V. MARKETING Mrx STrATEGIES/TACTICAL GUIDELINES

C.

3

PrROMOTION

e YoLUME PROGRAMS

Counter Dxspiay (WINSTON SEcCONDARY)

!

- YoruMe PusH First Montn _oF EacH QUARTER

o Un-CARTON COUPONS/VPR’S
o On-PACK cOUPONS/VPR'S SUPERMARKET/DISCOUNT OUTLET WITH
CONTINUITY COUPON

- DIRECT MAIL PROGRAM
o COUPON TIED TO SWEEPSTAKES FOR CONSUMER AND RETAILER
(scReeN RJR LXIST BY ZIP CODE AND SURNAME)

o Co-0P DIRECT MAIL PROGRAM

- Mepza-DeLIverep Coupons (ROP)

TP —
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Hxspay1c RECOMMENDATION

=

V. MARKETING MIX STRATEGIES/TACYICAL GUIDELINES
!
C. PROMOTION

ZpE0 09906

® YOUNGER ADULT PROGRAMS

- POINT-OF-SALE

e ConverT rFroM WINSTON vo CAMEL

® DOMINATE DOOR/COUNTER

@ PRODUCE TWO-SIDED: SPANISH/ENGLISH

¢ FuLL ARRAY OF TEMPORARY POS

@ EXPLORATORY FOR NEW ITEMS WITH FUNCTIONAL VALVE (4vw Qvr.)

- MERCHANDISING
¢ CONVERT PERMANENT COUNTER DISPLAY TO PROMOYION VEHICLE

® DEVELOP NEW PERMANENT COUNTER DISPLAY (SMALLER SIZE/
SMALLER PAYMENT)

0LIdES 20T 09 NW-
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HxsPANIC_RECOMMENDATION

_ % -
V. MARKETING Mix STRATEGIES/TACTIcar GUIDELINES

- s J'l‘;* ._::.' .) DR

C. PRrRUOMOTION ) é S_
® YOUNGER ADULT PrOGRAMS
~ ConsuMeER MISSION
® SALES-DISTRIBUTED COUPONS TO COMPETITIVE SMOKERS

® FREE PACK OFFER AND CONTINULITY COUPONS ON YOUNG ADULT
BRAND

® COMPLIMENTARY OR DISCOUNTED TICKETS TO BRAND'S COMMUNITY
EVENTS

- BorDER PRrOMOTIONS (IN DEVELOPMENT)

o HEAVY-UP PROMOTIONAL OFFERS IN BORDER LOCATIONS

@ TRIAL AND CONVERSION OFFERS FOR NEWLY ARRIVED MEXICAN-~
AMERICANS

£vEO0 09905
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rPEO 09905

nggnuxp RECOMMENDATION

¢ RETAILER/SUBJOBBER PROGRAMS

UNDER DEVELOPMENT
POTENTIAL IMPLEMENTATION 1sT QuarTER 1989
TAILORED TO SPECIFIC MARKET

SWEEPSTAKES/INCENTIVES FOR JOBBER, SUBJOBBER AND RETAILER
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VI, ORGANTZATIONAL IMPLTICATIONS -

SbEQ 09905

 HxspanIc RECOMMENDATION

3

1Y

RKETING

~ Hispanic Branp MANAGER

e IMPLEMENT HISPANIC PLAN
@ MaANAGE Frerp MarxeTING MANAGERS

- Four_RecronaL MARKETING MANAGERS

® Mramx

® Texas/New Mexico

® Los ANGELES MeTroO

¢ SOUTHERN CALIFORNIA/ARYZONA
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STATE OF MINNESOTA

OFFICE OF THE ATTORNEY GENERAL

102 STATE CAPITO!.
ST. PAUL, MN 55155-1002

HUBERT H. HUMPHREY III TELEPHONR: 41} 206815
ATTORNEY GENERAJL Feb 123, 1998

The Honorable John McCain
United States Senate

241 Russell Senate Office Building
Washington, DC 20510

Dear Senator McCain:

On Tuesday, the Commerce Committee will hear testimony from the Chief Executive
Officers of America’s largest tobacco compames. As you know, these companies are defendants
in Minnesota’s tobacco litigation, which is entering its fifth week of trial in St. Paul. The thirty-
three million pages of internal industry documents we amassed in preparing our case form the
largest collection of secret tobacco documents ever assembled. In fact, T am told this may be the
largest production of documents in history.

Our trial team has studied this massive record, and, through the industry’s opening
statements and examination of witnesses in our trial, we are now hearing their arguments and -
Jegal positions on issues that the companies are also discussing with you in Congress. I wanted
to make you aware of the contrast between the new, “kinder, gentler” image the tobacco industry
is attempting 10 cultivate on Capitol Hill today, and the contrary positions they continue to take
before our Court and jury in Minnesota. In my judgment, this contrast casts serious doubt on the
sincerity of the CEOs who will testify tomorrow.

In Washington, the industry has belatedly adopted a new, more conciliatory posture. It
proclaims a “rew day” of harmony and concern for public health. Testifying before Congress,
the CEOs now back away from forty vears of lies. Testifying before Congress, they pledge to
fling open the doors of their secret document vaults. Before Congress, they profess to be
shocked--shocked--by new evidence their companies target children. Before Congress, they
concede for the first time that nicotine is addictive, at least, “by some definitions.” Before
Congress, they come close to acknowledging that smoking kills.

But outside the Beltway, the lies continue. If the tobacco companies have begun a “new
day,” that day has yet to Jawn outside of Washington.

Quiside of Washington, these companies continue to deny that smoking causes disease.
They continue to deny that nicotine is addictive. They continue to deny they target youngsters.
They continue to conceal the truth about chemical additives. In 2 trial in Indiana, they are
denying thet secondhand smoke is harmful.
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And, in the height of arrogarnce and hypocrisy, they continue to ask juries to blame smokers for
believing the lie these companies still perpetuate: that there is no proof smoking causes disease.

] would like to recount for you some examples of the difference between what the
industry seems to be saying in Washington and what it is saying elsewhere in America.

1. Tobacco’s Chict Spokesman Contradicts the CEOs’ Congressional Testimony

Two weeks ago, the Tobacco Industry’s chief spokesman was questioned under oath in
Minnesota’s tobacco trial. Walker Merryman, Vice President of the Tobacco Institute, is the
senior official responsible for representing the industry’s views to the press, lawmakers and the
American people. He has been called “the Voice of Tobacco.”

Cutside the Beltway, Mr. Merryman tells quite a different story than the CEQs now tell
in Congress. Here are some examples of what the ‘Voice of Tobacco™ is saying out in America’s
heartland:

o Is Nicotine Addictive?

Before Congress last month, the CEQs conceded that nicotine is in fact addictive “under
some definitions” (Philip Morris); “under the way people use the term today” (R. J. Reynolds),
“under the man in the street’s definition” (Brown & Williamson); or “under some definitions
today” (U.S.Tobacco).

But this testimony was apparently intended only to lull the Congress, not to mark any real
change outside the hearing rooms of Washington. Outside the Beltway, it is as though this
testimony never happened. Asked abow addiction, the industry’s chief spokesman first
acknowledged that the CEOs had testified in Congress only two weeks earlicr. Asked whether
they had testified that nicotine is addictive, he answered “I don’t believe they testified that
nicotine is addictive, no sir.” “None of them?,” he was asked. His answer: “1 don’t believe s0.”

Asked about the industry’s current position on addiction, he testified that he has never
asked an industry scientist about addiction in his twenty-one years at the Tobacco Institute, but
that “. . . the guidance we received fiom our member companies certairly would indicate that
they don't beheve that with respect to using the word ‘addiction” and smoking, that that's proper.
I don't think it's proper. I know a lot of people do, but [ don't think it's proper to say that
smoking a cigarette is the same thing as using heroin or crack.”
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Similarly, in his opening statement, Brown & Williamson’s counsel, speaking for all the
companies with regard to addiction, asked the jury rhetorically: “Did we say that cigarettes are
not addictive but habituating? The angwer to that is yes.” Of nicotinz’s role in smoking, his
explanation, on behalf of this industry, is that:

“Nicotine has pharmacological effects. It won’t be disputed in this case.
Many, many, many, many other things have phanmacological effects. Almost
anything that you take into your body that causes you to feel or maybe act in any
number of different ways has got pharmacological effects. Coftee does. Water,
if vou're thirsty, has pharmacological effects. Watching TV Las pharmacological
effects.”

s Does The Industry Coatrol Nicotine Levels?

Before Congress last month, the CEQ of Brown & Williamson, Mr. Brookes,
acknowledged that his company has developed high-nicotine, genetically-altered “Y-1" tobacco
strains in order, he said, “to produce a low-tar cigarette with a relatively higher level of nicotine
than a normal low-tar cigarette would have: . ..” In other words, B & W uses genetics to ensure
that, if tar levels are reduced, nicotine does not fall correspondingly.

In a courtroom outside the Beltway, however, the industry s chief spokesman still adheres
to the industry’s old, worn-out claim that “nicotine levels follow ‘tar’ levels--as manufacturers
have reduced ‘tar’ levels and yields over the years to satisfy changing consumer taste, nicotine
levels and yields have fallen correspondingly.”

* Does The Industry Target Children?

Confronted with scores of internal memos documenting his company’s efforts 1o market
cigarettes directly to children, the CEO of RJR Nabisco assumed a pose of contrition before the
Congress. “I have real problems with those documents,” he acknowledged. *1 don't like them as
chief executive of this company and I don’t like them as a father. I think they represent 2 way of
thinking about a business that I simply don’t agree with. They look to the habits of adolescents
in determining how to make marketing and manufacturing plans. That’s unacceptable today, and
there is no cne at RJR Nabisco, based on my knowledge of these people--Andy Schindler who
runs that company—today that would dare even think to do anything like that. It’s just
completely improper.”

Later in his testimony, he returmed to the subject, saying “the only thing I can tell you
about people’s intention to market to underage people is that I believe that it is immoral and
unethical, as well as illegal.”
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But outside the Beltway, the denial continues. The CEOs may be contrite about their
damning marketing documents when they come before Congress, asking Congress to grant them
legal immunity from American juries, but when their spokesman is compelled to testify before
one of those same American juries, and is confronted with the same damning documents, he
reverts to the industry’s age-old denials: “I've not seen docurnents which demonstrate to me that
the companies or any corpany has targeted kids as smokers--as customers.” Was there
marketing to youth? “I don't know that to be a fact, no, sir.”

¢ Do Cigarettes Cause Disease?

Testifving before Congress, the CEOs now give the impressicn they have at least begun
to face the facts about smoking and disease. Rather than hide behind untenable claims that it is
“unproved” that smoking causes lung cancer, they admitted in their most recent Congressional
appearance that “smoking plays a role in causing cancer, lung cancer, in some people”™
(R.J.Reynolds); “it plays a role” in lung cancer (Lorillard); and “smoking [has] a significant
impact as a risk factot in relation to lung cancer” (Brown & Williamson).

But outside the Beltway, the denial continues. In opening statements fo the Minnesota
jury, counsel for Philip Morris argued that the hazards of tobacco are known to all, even citing an
old schoolbook entitled “Tobacco is a Poison.” But the industry denies tobacco is a poison and
has assured smokers throughout the century that alleged health risks are nonexistent, exaggerated
and unproven. The opening statement of counsel for Brown & Williamson perpetuated the age-
old double-talk, saying the industry’s “position on causation was not that cigarettes don’t cause
disease, not that cigarettes aren’t risky, but that not--there are certain areas, I've shown them to
vou, where gaps remam in our knowledge that you can’t use that word ‘causation’ in absolute
technical and scientific sense.” The industry spokesman, Mr. Merryman, said it straight out:
“[Wle den’t believe it’s ever been established that smoking is a cause of disease.”

This is not a “new day.” Before a jury, the industry clings to its old line, even when
forced to admit that, without a single exception, the medical organization:s of the world say it is
proven that smoking causes disease. Mr. Merryman told the Minnesota jury that, in twenty-one
years at the industry’s public relations office, be has never asked a company CEQ whether
smoking causes disease, nor has he asked to see any industry documents on the subject. He says
he wouldn’t ask his member companies about the issue even if medical avthorities said smoking
killed 800,000 Americans each year.

So the industry’s top spokesperson--whose job it is to tell the public about smoking and
health--just doesn’t know. Atthe same ijme, the industry’s top scientist—who apparently does
know--just doesn’t tell! In testimony just last week, Dr. James Glenn, the head of the industry’s
purported research arm, the Council for Tobacco Research (CTR), was asked under oath:
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Q: “ Did you as the head of the CTR ever stand up and say, "Youth should not start
smoking because smoking causes disease and other problems?" Did vou ever do
that?”

A, “Yes.”

Q. “Where have you put that in writing?”
A “I haven't put it in writing. ['ve t1d it to my four children.”

Q. “Oh. You told your own children that; is that right? But had you ever told the
public's children that, as the head of the CTR, sir?”

A. “That's not my responsibility or my -- my assignment at The Council for Tobacco
Research. I've been busy dispensing 20 million dollars a year in good, solid
funding of basic biomedical research.”

*Just not your job; is that right?”
“It is not my job.”

“And if it wasn't The Tobacco Institute's job and it wasn't the manufacturers’ jobs,
whose job was it in the industry, if you know?”
“In the industry?”

“Yes.”
“I'm not sure it was anybody's job in the industry.”

“Nobody's job.”

“It was public information. The Surgeon General had made the general public
aware of the risk factors involved. I think it's been common knowledge for a long
time.”

PO PO P O PO

“So nobody's job in the industry. That's vour opinion; correct?”
“I don't know whether it was their job or not, but I don't think so0.”

> O

II. Forthcoming and Candid?

Before Congress, the CEOs suddenly project the appearance of being forthcoming and
candid. But the Minnesota trial testimony flatly contradicts this appearance. In fact, when
ignorance suits its purposes, this industry is still able to raise lack of knowledge to a fine art. In
his Minnesota testimony, the “Voice of Tobacco,” Mr. Merryman, swore that he:
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o is seldom asked about health issues:

o can’t recall what percentage of smokers start smoking as children;

o has read only ‘parts’ of the agreement his industry negotiated with some
attorneys general last June;

¢ isnot aware that his industry is asking Congress for immunity from Jawsuits;

o doesn’t know what position his industry is taking about releasing its internal
documents;

e doesn't know what his CEOs said about addiction in their receut congressional
testimony;

» can’t recall how many carcinogens are in cigarette smoke;

» doesn’t know why Liggett and Myers recently left his organization or whether it was
were ejected for admitting smoking causes diseases;
doesn’t know how tobacco companies conduct their scientific research; and

» doesn’t know whether his association, as the tobacco industry’s lobbying arm, helps
finance its legislative allies.

The head of the Council for Tobacco Research, the industry’s parported scientific
research arm, Dr. James Glenn, apparently suffers from a similar lack of curiosity. Asked
whether the Directors of his organization believe smoking causes lung cancer, Dr. Glenn testified
that, in his eleven years leading the industry’s research body, the topic of smoking and lung
cancer “‘simply ... hasn’t come up,” adding “We have been addressing much more basic
scientific problems.™

II1. Time for “The Whole Truth”?

The industry’s spokesman, Mr. Merryman, says “it's important that the public get the
~ whole truth.”

But last week, in sworn deposition testimony in Minnesota’s trial, the retired Vice
President of Philip Morris, Dr. Thomas Osdene, invoked his Fifth Amendment privilege against
self-incrimination, rather than answer questions on such subjects as: the alleged destruction of
documents, addiction, manipulation of nicotine, the safety of chemical additives in cigarettes,
secret European animal experiments, the hiding of research offshore and marketing to children.
In fact, Dr. Osdensz invoked the Fifth Amendment more than 100 times.

Philip Morris says it is disappointed in Dr. Osdene’s decision not to answer the questions.
Philip Morris says it wanis its people to tell the truth and to testify fully and candidly. The
other companies profess a similar desire and say they agree with Mr. Merryman that “it"s
important that the public get the whole truth.”

Here are ten tests to determine whether these claims are sincere:
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Test No. 1: Will Mr. Bible Answer the Questions Dr. Osdene Would Not?

Commenting on Dr, Osdene’s repeated invocation of the Fifth Amendment, Philip
Morris’ lead trial counsel was quoted as saying “It’s certainlv not what we
wanted. Philip Morris asked Dr. Osdene to testify full and truthfully.” Surely the
company’s Chief Executive Officer has access 10 the answers to any and all
questions about Philip Morris’ secret research, its handling of documents, its
knowledge of addiction and its control of nicotine, its chemical additives and its
marketing to children. Wili Mr. Bible provide Congress and the American people
full and truthful answers to each of the questions Dr. Osdene refused to answer?

Test No. 2: Will B & W Tell the Truth About Y-1?

In 1994, FDA investigators learned chat, at the same time tobacco executives were
assuring Congress that they do not manipulate nicotine and that “nicotine levels
follow tar levels,” Brown & Williamson had, in fact, developed a secret,
genetically-altered strain of high-nicotine tobacco known as “Y-1." When ths
information became public, B& W promptly assured Congress that it was
terminating its use of Y-1, which has twice the nicotine of regular tobacco.

Last month, however, in a deposition i a New York case, B & W’s executive in
charge of tobacco blending, Roger Black, revealed, according to press reports, that
contrary to its public assurance to Congress, B & W has continued and even
expanded its coramercial use of Y-1 in cigarettes in the U.S,, to this very day.

When asked how seeds of the Y-1 strain were transported to Brazil, Mr. Black is
reported to have invoked his Fifth Amendment privilege against self-
incrimination. Last month, B & W’s CEO gave Congress the impression that Y-1
was a failed experiment, testifying that “[u]nfortunately, in tests the consumer just
didn’t like it.” Now, press reports say Mr. Black's deposition flatly contradicts
this sworn claim, and that Mr. Black testified consumers actually prefer the taste
of cigarettes with the Y-1 twwbacco.

1f the tobacco industry believes the public should have the whole truth, will B &
W provide a full explanation of its development and use of Y-, including making
Mr. Black’s deposition available to the Committee and to the American people?

Test No. 3: Will They Open the London Depository?

Although the tobacco industry CEOs told the House Commerce Committee last
month that they would make public more than thirty million pages of internal
documents that Minnesota has forced them to produce i its lawsuit, they have
now reneged on that pledge with regard seven million of those pages.
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These seven miilion pages are the nternal documents of the world’s second-
largest cigarette company, BAT Industries, Ltd., the holding company that
controls Brown & Williamson and other tobacco companies worldwide. These
documents are stored in a locked depository outside of London, England, which
BAT was forced to set up as part of Minnesota’s lawswit. These files contain
information about secret research on addiction and nicotine dating back to the
1950’s, research which BAT described, even before the first Surgeon General’s
Report, as far more extensive than anything known to the public health
authorities. If America deserves the “whole truth,” then the industry should
unlock the London vault.

Test No. 4: Will They Release The “4A” Indices, The Map Through the Maze?
The industry has offered to unseal many of the 25 million pages of documents that
are being held in the other document depository created in Minnesota’s case, the
Minneapolis depository. But they still refuse to reveal to the Congress or the
public the detailed, computerized indices to these documents. These indices—the
so-called “4A™ indices (not to be confused with the cryptic and vague “4B”
indices prepared by the industry after the depository was opened)--are the
roadmap through the millions of pages in the maze. When will they be unsealed?
(The State of Minnesota did gain access to these indices, after defeating an
industry appeal to the United States Supreme Court, but a court order requesied
by the industry still prevents the State from making them public.)

Test No. 5: Will They Unseal the Huber Deposition?
Philip Morris has insisted on court orders (in Texas and Minnesota) sealing the
deposition testimony of one of its longtime scientific consultants, Dr. Gary Huber,
who is reported by the press to have testificd in his Texas deposition that industry
lawyers controlled and suppressed important medical research. 1f Philip Morris
wuly wants its people to speak freely, will it now agree to unseal the Huber
deposition?

Test No. 6: Wiil RIR Tell The Truth About Winston Cigarettes?
R.J. Reynolds is aggressively marketing Winston cigarettes to young smokers
with ¢laims that this brand has “no additives.” Reyriolds should provide clear and
unequivocal answers to the following questions:

1. Are Winstons safer than cigarettes with chemical additives?

2. Minnesota has adopted a law requiring manufacturers to disclose whether
their cigarettes contain detectable levels of (a) arsenic: (b) ammonia, (¢)
cadmium, (d) formaldehyde, or (¢) lead, whether in the unsmoked
cigarette or in the smoke. RIR tought this law. Will they disclose
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whether “no additive” Winstons contain detectable levels of these five

substances, either in the unburned cigarettes or in the smoke?

Doesn’t the smoke of Winstons contain carbon monoxide?

4, Ads for Winstons say no chemicals are added “to the tobacco.” What
chemicals are added to the filters or the paper?

e

Test No. 7: Will They Admit Parentage of the $50 Billion Tax Credit?

In their most recent testimony, the CEOs disclaimed any involverment in
enactment of the $30 billion tax credit which was mystericusly inserted in last
year’s tax bill and which, until it was exposed and repealed, created a $5C billion
windfall for the tobacco industry by crediting payments under the proposed
national “resolution” against future tax increases. One member of Congress has
described this amendment s an apparent case of “imraculate conception.” Not
only did the CEOs disclaim any role in this provision, but some of them claimed
not to be aware of it! Will they now reveal their companies’ roles in the creation
of this tax break?

Test No. 8: Will RJR Reveal Whether Joe Camel Is Dead or Alive?

Late last year, to great fanfare, R.J. Reynolds announced that it was ending the
notorious Joe Came! campaign, as indeed it was forced to do in California as the
result of litigation there, and was in danger of being crdered to do by the FTC.
Then, last month, it was revealed that the company is now distributing “Camel
Cash” catalogues featuring eight pages of Joe Camel merchandise “back by
popular demand.” In his testimony before the House Commerce Committee, the
CEO of RJR Nabisco, expressed shock at learning of this, disavowed the
campaign and indicated it would be pulled. Immedistely afier the hearing,
however, the company reversed itself, and said the campaign would continue at
lzast through the end of September, 1998, because Joe Camel fans had “certain
expectations.” Is Joe dead, alive or lying low?

Test No. 9: Will They Tell Congress Whether Advertising Bans Lower Cigarette

Consumption?

In its desperate quest 10 persuade Congress to grant it unprecedented immunity
from judgments by American juries, the industry is forced to identify some reason
why Congress must grant them this undeserved special treatment.

Their favored argument is that advertising restrictions in the June 20th Bailout
Deal are supposedly key to achieving the youth reduction goals desired by
Congress and the American people, and supposedly cannot be enacted without
their consent, because of First Amendinent constraints. Thus, they argue, their
cousent is necessary to enact an effective overall package.
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First Amendment debates aside, their argument that advertising restrictions are
central flies in the face of the position these companies have taken in the past, and
are taking today, whenever advertising restrictions are proposed. Their age-old
position is that, whatever the constitutionality of restrictions, they simply have no
impact on smoking in general or youth smoking in particular. Frequently, the
industry invokes experience in other countries that have adopted total advertising
bans, far beyond what is contemplated in the June 20th Deal, and the industry
argues that these total bans have no effect on smoking levels.

If the industry is now assuming a posture of candor, will they reveal wheiber
advertising bans do or do not reduce the consumption of cigarettes? Does RJR,
for example, agree with, or renounce, the statement on its own World Wide Web
Site (www.greensboro.com,/zjrt/adnuse.htin) that “{a]dvertising bans in other
countries have not lowered trends in cigaretie consumption” and that “a ban may
have the opposite of the desired effect — it may increase consumption?” If
advertising bans are ineffective, why should Congress grant this industry any
concessions in order to achieve one?

Test No. 10: Will They Get Serious About Preventing Youth Smoking?
In their recent Congressional appearance, the CEOs gave lengthy and glowing
descriptions of their companies’ programs to discourage youth smoking. They
failed to mention that, based on the figures introduced in evidence in the
Minnesota trial, their spending on these “prevention” programs is actually less
thap two-tenths of one percent of the amount they spend to advertise and promote
cigarettes. Nor did they mention that these “prevention” programs are silent about
the health effects of smoking, that they perpetuate the falsehcod that there is a
“controversy” about whether smoking kills, and that some critics say these
programs actually encourage youth smoking by portraying smoking as a
forbidden pleasure or “adult custom,” to be engaged in only by those who think of
themselves as grown up--that is, teens. at best, these programs are window
dressing.

If the CEOs truly believe that youth smoking is a serious problem, as they say
they do, will they now make a serious commitment to addressing it? Wiil they
fund youth smoking prevention programs at levels commensurate with the
problem?

Will they allow these funds to be managed by voluntary health organizations with
a proven record on youth smoking and no financial incentive to encourage vouth
smoking? Will they ensure that these programs educate children honestly about
the health effects of smoking?
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And what about children in the rest of the world? The CEOs testified that, if
Congress adopts their proposed legislation, a larger percentage of their business
will shift overseas.

Will they agree to honor the same voluntary restrictions in their marketing to
children in other countries as they say they do in the United States? Ifnot, why

not?

I congratulate vou, and all the members of the Commerce Committee, for your careful
approach to this complex subject. As you move forward with tomorrow’s hearing and with your
future consideration of this issue, I hope vou will listen with a critical ear to the tobacco
industry’s claim that it has “tumed over a new leaf.”

Until the so-called “new day” actually dawns in the rest of America, policymakers in
Washington should focus on developing a national tobacco control policy based on the needs of
our children and the public health, raiher than the dictates of the industry.

Thank you very much.

Best regards,

DX N A=

HUBERT H. HUMPHI {
Attorney General '

¢: Senate Commerce Committee Members
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Newiy-Disclosed Document Suggests RJR Concealed and
Altered Health Research

The State of Minnesota today placed into evidence in its historic tobacco
trial the first of 39,000 never-before-seen tobacco industry documents obtained
last week after an epic three-year legal battle. The first of these documents to be
made public offers dramatic evidence that at least one tobacco company, R. J.
Reynolds, systematically "removed" scientific reports from its files, and simply re-
wrote "objectionable" scientific infornmation when "necessary for the successful
defense of our present and future suits . .. ."

In the current debate over national tobacco policy, R.J. Reynolds and other
tobacco companies are promising to make public the results of their internal
research on smoking and health issues. But the document released today calls into
serious question whether those results, if actually released, can be believed.

The document introduced today, Trial Exhibit 26,216, is a one-page 1969
memorandum from Dr. Murray Senkus, RJR's Director of Scientific Research, to
Max Crohn, a lawyer in RIR's legal department. (A copy is attached.) The subject
of the memo is the "Invalidation of Some Reports in the Research Department”.
In the memo, Research Director Senkus reports to RJR attorney Crohn that "[w]e
do not foresee any difficulty in the event a decision is reached to remove certain
reports from Research files. Once it becomes clear that such action is necessary
for the successful defense of our present and future suits, we will promptly remove
all such reports from our files".

Senkus explains that "[a]s a rule, we invalidate about 15 reports each year
for various reasons"”, adding that reports are "invalidated" or re-written for various
“reasons”, including "needless repetition of previously reported data”,
"purposeless speculation", "confidentiality of contents", "erroneous interpretation
of data", or "miscellaneous reasons.” It appears from the memo that RJR's
attorney had recommended the "invalidation" of certain troublesome files. In
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response, Senkus obligingly suggests that "we can cite misinterpretation of data as
a reason for invalidation". Alternatively, RJR could say the reports were

"needless repetitions” and were removed to "alleviate overcrowding" in the file
cabinets. A third option, Senkus says, is simply to "have the authors rewrite those
sections of the reports which appear objectionable”.

Arguably, this document places in doubt everything R. J. Reynolds has
claimed for decades about its knowledge of issues related to smoking and health.
If the company has destroyed fifteen troublesome research reports each year, or
four hundred and fifty over the last thirty years, how is the public to know what
damning information was “invalidated”? How might that information have
changed the course of tobacco litigation and American tobacco policy? If reports
are made public now, how is America to know they are anything more than self-
serving “re-writes” altered to protect the company in litigation?

In open court yesterday, the State's counsel, Roberta Walburn of the
Minneapolis firm of Robins, Kaplan, Miller & Ciresi, reported to the District
Court that an initial review of the 39,000 new documents is already revealing
evidence that tobacco companies systematically withheld documents in litigation,
suppressed research, moved research to lawyers’ files and to foreign countries, and
abused the legal discovery process. Among the documents sheltered in tobacco
attorneys' files for the last forty years, and still not available to the public,
Walburn stated, are RJR scientific reports from the 1950s on lung cancer, lip
cancer, arsenic in cigarettes, coronary disease, and other critical research topics.
As we review these documents, "our eyes grow wider', Walbum said, and "we
wonder how the course of history would have been altered if this information had
been made public.”
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Minnesota Office of the Attorney General

Hubert H. Humphrey III
WWW.AG.STATE.MN.US
FROM: Luanne Nyberg, Senior Public Health Advisor PHONE (612) 215-1533
Scott Strand, Deputy Counsel
FAX RECIPIENTS:
Bill Comr

Toby Donenfelt
Elizabeth Drye
Fred Duvall
Chris Jennings
Elena Kagin
Jerry Mande
Harriet Rabb
Bruce Reed
Donna Shalala

Mitch Zeller

The information contained in this Fax is intended only for the use of the individual or entity named above. If the reader of this
Fax is not the intended recipient, or the employee or agent responsible to deliver it to the intended recipient, you are requested to
(2) refrain from examining the materials, (b) immediately notify the sending person of the mistake, and (¢) abide by any
instructions of the sending person regarding the retumn of the document(s).
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Minnesota Office of the Attorney General

Hubert H. Humphrey 111
o Officials Concerned About Federal Tobacco Policy  PATE:  April 16, 1998
FROM: Luanne Nyberg, Senior Public Health Advisor PHONE:  215-1533 (Voice)
Minnesota Attorney General’s Office 297-4036 (Fax)

297-7206 (TTY)

Yesterday, one of the most compelling documents on the tobacco industry’s attempt to
cover up nicotine research was entered into evidence. It states, “Our attormeys, however, will
likely continue to insist upon a clandestine effort in order to keep nicotine the drug 1n low
profile.” This document is one more of the 39,000 recently released documents thart the tobacco
industry fought all the way to the United States Supreme Court to conceal. Attached, vou will
find a Washington Post article framing that document and the trial exhibit itself.

We are also pleased to inform you that this aftemoon the Honorable Lawrence D. Cohen,
Chaef Judge of Ramsey County District Court, ruled against the tobacco industry’s motion to
remove the presiding judge. In his order he wrote, “[TThis Court concludes that Judge
Fitzpatrick has conducted this case in a fair and even-handed manner.”
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1980 Philip Morris Memo Spoke Of Need
to Hide Nicotine Studies

8y Saundra Torry
Washington Pos: Staff Writer
Thursday, April 16, 1998; Page A04

Fifteen years before the Food and Drug Administration made its
controversiai move to regulate cigarettes, industry giant Philip Morns
already was strategizing 1o hide studies that might encourage what it
feared was the government's intention, according to a 1980 document
introduced vesterday in Minnesota's lawsuit against the industry.

The document -- one of a cache of hotly disputed papers unsealed by
the Supreme Court last week -- discusses a company legal strategy to
conceal research that might aid efforts to transfer tobacco regulation
to the FDA, which "was known to have interests and powers
antithetical" to the industry's interests.

Although the document, written by a leading Philip Mormis scientist to
a top company executive, indicates that some of the studies would go
forward, it adds, "Our attorneys, however, will likely continue to
insist upon a clandestine effort in order to keep nicotine the drug in
low profile."

“The psychopharmacology of nicotine . . . is where the action is for
those doing fundamental research on smoking, and from where most
hkely will come significant scientific developments profoundly
influencing the industry. Yet it is where our attomeys least want us to
be," he wrote.

Since the FDA moved in 1995 to regulate cigarettes as a combination
drug and drug-delivery "device," the industry has argued that the
agency does not have jurisdiction, in part because cigarettes do not fit
the statutory definition of drugs or drug-delivery devices as defined
by the Food, Drug and Cosmetic Act. The industry's challenge to the
FDA's proposed cet of regulations is pending before a federal appeals
court.

Former FDA commissioner David A. Kessler, who initiated the
agency's move to regulate tobacco, said the memo was "stronger than
anything else I have seen," apparently indicating the industry "knew
and acknowledged that nicotine was a drug . . . long before we did."

"Here you have a memo that lays out them saying it [nicotine] is a
drug" and that "they have to cover it up,” Kessier said. "The hard
thing to understand, in light of this memo, is how the lawyers for the
industry have denied the fact that nicotine is a drug." For years, the
industry has argued that nicotine as it naturally occurs in tobacco

should not be regulated as a drug. -

The 1980 memo to Robert B. Seligman, a former company vice
president, also states that industry attomeys have advised against
research into the health risks of smoking because it likely would be
used against cigarette makers in lawsuits by the heirs of deceased
smoxkers.
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Philip Morris scientist William L. Dunn, the memo's author and a
leading expert on the effects of nmicotine, describes the industry's
general legal defense strategy this way: "We within the mdustry are
ignorant of any relationship between smoking and disease."

Minnesota Assistant Attorney General Doug Blanke said in an
interview that the memo "goes right to the heart of two of the most
cntical issues in the smoking-and-health debate " First, it underscores
the companies' strategy "to plead ignorance about the death and
disease they are causing," he said.

Second, as for the comments on the FDA, 1t demonstrates that
industry officials understood "that nicotine is acting on the brain as a
drug and decided to conceal that knowledge in order to try to fend off
or delay FDA jurisdiction,” Blanke said.

Gregory Little, Philip Morris's associate general counsel, declined to
comment on the document, saying that would be "inappropriate”
because "we believe the document is privileged."

The memo is one of 39,000 documents from various tobacco
companies that were unsealed last week after the industry exhausted
its appeals at the Supreme Court. A Minnesota judge earlier had
rejected the industry’s argument that the documents were protected as
confidential communications between lawyers and clients. Minnesota
moved to break that protection, arguing that the documents were part
of a crime or fraud.

Minnesota Attormey General Hubert H. Humphrey III and insurer
Blue Cross and Blue Shield of Minnesota contend the indusiry lied to
consumers about the health nsks and addictiveness of smoking. They
are seeking $1.77 billion for tobacco-related health care costs.

The case, one of 41 filed by state attomeys general around the nation,
is being closely watched during the unfolding tobacco dsbate. Cases
filed by Mississippi, Florida and Texas have been settled for $30
billion in industry payments, and Minnesota's casc is the first to go to
trial.

Litile said yesterday that none of the documents helps Minnesote.
"prove in any way whatsoever that the state was misled." That, Little
added, "is a fundamental flaw" in the state's case.

But an FDA official, who said he had not reviewed the document, saw
it in a different light.

"It's very significant that 18 years ago, Philip Morris anticipated that

its studies of the pharmacological effects of nicotine could be used as
the basis for FDA jurisdiction,” he said. "The document appears to

contradict the companies’ current argument that nicotine in tobacco
products is not a drug.” :

Staff writer John Schwartz contributed to this report.

© Copyright 1998 The Washington Post Company
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Jhe Nlcotine Receptor Program J . e .

In responding to your query I'm golng to first address the more inclusive =
topic of the psychopharmscolegy of nicotine. Aboad®s nicotine receptor
program is included, as .is the Internal nicotine analogue program end the
Internal antmal behavier, program. All three of these efforts are aimed

3t vnderstanding that speclfic action of nicotine which ecauses the smoker

ta repeatedly introduce nicotine into his bedy.

The psychopharmacology of nlcotine Is a highly vexatious topic. It is
where the action is for thase doing fundamental rasearch on smoking, and
- from where most 1ikely will come significant scientific developments
profoundly Influencing the fndustry. Yet it is where our sttorneys least
wWant us to be, for two reasons. It is important to have These two reasons
expressed and distinguished from one another. The first resson is the
oldest and is implicit in the legal strategy employed over the years in
defending corporations within the industry from the claims of helrs and
estates of deceased smokers: 'We within the industry are ignorant of any
relationship tetween sooking and disease. Within our laboratories no work
is being conducted on biolegical systems.” That posture has moderated
considerably as our attorneys have come to acknowledge thar the original
carte blanche avoidance of all biologica) research ls not required in order
-to plead Tgnorance about any pathological relationship between smoke and
- smoker, There is an impertant distinction that has been made here which
It is wel) co articulate: The acute, transient, short-lived effects of
picotine upon a physiological system (among. which sre those effects or
that effect sought by the smoker) are wholly independent of those alleged,
_eumuylative, long~term coatributions of smoke compounds to disease processes,

Ve are now being allowed to conduct research on the iwmediate effects of
nicotine because of thls distinction. Ve can work with biological systenms;
we can inject nicotine in rats and we can perfarm the surgery required for
. Implanting canpulse. But in doing so we are engaging In research on the
pharmacological action of nicotine, which brings us to the second cancern
of our attornays. This is 3 more recent concern arising from fncreasingly
favorable prospects for the success of a Yeglslative effort to transfer
authority for the regulation of robacco manufacture to a Federal agency
(F.D.A.} known to have interests and powers antlithetical to the interests
of the industry. Any sction on our part, such as research on the psycho-
pharmacology of nicotine, which implicitly or explicitly treats nicotine
as 2 drug could well be viewed as a tacit acknowledgegent that nicotine is
a drug. Such acknowledgement, contend our attorncys, would be untimely.
Therefore, atthough permitted 1o continue the development of a three-pronged
program to study the drug nicotine, we must not be visible about it.

68422710000
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! have made these observations not to ridicule but rather to emphasizs
the vexatlousness of the topic, Everybody Is vexed. The Don Hacly and
the Ed Jacobs and our carporate attorneys see their mission to be to
gave the’ Industry rot only from litigative demise but 2150 now from
regularory harassment. The Leo Aboads, the Sary Berntsons and the
corporate research scientists see their mission:to be ta hald Phillp
Yorrls polsed to respond to fast breaking vpportunities or dangars on
this wery yeasty front. . .

Although aur counselors kave perhaps mot been fully apprisad of the
relevance to the industry of the new developments in the neuroseiences,!
{ am confldant that were they so they would concur with us on the need
to stay abreast of developments. And staying abreast requires a hedvy
sommitment, @ commitment best maintained by an active research program.

]

Our attorneys, however, wil) likely contlnue to Insfst upon & clandestine

. effort in ordar to keep nicotine the drug in low profile.?

How (' in a position to respend directly to your guery about the Abgod
program. So long 25 wo must be officially heedless of the drug propertles
of nicotlne, and cannot openly cammunicate with our counterparts in other
laborataries, and cannot aggressively [nstitute a large-scale neurosclences
pragram an glte, then we must have 2 window to the cutside world. Abood's
labaratory 1s that window, Being himself on the forefront and knowledgeable
of developments as they are occurring In other laboratories, he is our
Informant. Ve need him for that. And it Is as simple as that. Whatever
clse falls out of the arrangement (3 discovery in his labl) will ke 3 fringe

benafit., '

-
Jb IHr-4v
Attachaent

cc: T. S, Osdene
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lperhaps they should be apprised (see attached box)
20ould the rationale for such a positlon be reviewsd with them?
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STATE OF MINNESOTA

LA g OFFICE OF THE ATTORNEY GENERAL
i 102 STATE CAPITOL
ST. PAUL. MN S§155-1002
HUBERT H. HUMPHREY 111 TELEPHONE: (612) 296-6196

ATTORNEY GENERAL

Enclosed are three tobacco documents you might be interested in:

1. A letter to three House members detailing the positions taken by the tobacco industry before
the Minnesota court in a hearing discussing the court order they proposed to the Judge to
allegedly fulfill their promise to Congress to make public the information you and the American
people need to craft a just and effective tobacco policy. The proposed court order is also
attached.

2. A Summary of the testimony and expert report from the Minnesota trial regarding the
financial condition of the tobacco industry. Please note:

A. In 1996, the total global profits of the parent companies of the five tobacco
companies that dominate the US market was $26 billion - great deal more than any of
the annual tobacco revenue increases being talked about in Congress - and that $26
billion profit was made without raising tobacco prices to their profit maximizing points.

B Tobacco profitability skyrocketed in the 1980s, and continues to increase rapidly in
the 1990s.

3. A copy of thefinancial analysis report entered into evidence. Note that in a few places, the
summary document differs from the expert report. Mr. Much updated the figures since the report
was completed last year, and gave the most recent figures in court, which we used for the
summary.
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STATE OF MINNESOTA

OFFICE OF THE ATTORNEY GENERAL

102 STATE CAPITOL
ST. PAUL, MN 55155-1002

HUBERT H. HUMPHREY 111 TELEPHONE: (612) 296-6196

ATTORNEY GCENEXAS.

March 26, 1998

VIA FACSIMILE AND U.,S. MAIL

The Honorable John C. Dingell
Ranking Minority Member
Committee on Commerce

The Honorable Henry A. Waxman

Ranking Minority Member

Committee on Government Reform and Oversight,
Member, Committce on Commerce

The Honorable Sherrod Brown

Ranking Minority Member

Subcommittee on Health and the Environment,
Committec on Commerce

Dear Representatives:

On Friday, March 13, the Minnesota District Court heard arguments on the issues
addressed in your letter to the court of February 12th, in which you urged the court to make
public the documents produced by the tobacco industry in the Minnesota litigation. 1 want to let
you know about the positions taken by the industry in that proceeding.

At the outset, it is important to remember that the tobacco industry has never needed the
permission of the Minnesota court to make public any or all of its documents. The protective
order in our case in no way limits their ability to fling open their document vaults at any time, if
they were genuinely overcome by a desire for openness. Instead, however, they have asked the
Minnesota District Court to continue its protective order to keep information from Congress and
the public. At the hearing, industry counsel urged the District Court to enter a proposed order
(attached) imposing four critical restrictions to portions of the Minnesota document depository
and to public access. These would effectively prevent Congress from making meaningful use of
important industry information to develop national tobacco policy. Sadly, the industry’s promise
to “tell all”, it seems, is really a promise to “tell some”. Specifically:

Faucsimile: (612) 297-4193 « TTY: (612) 297-7206 » Toll Free Lines: (800) 657-3787 (Voice), (800) 366-4812 (TTY)
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thm_pnxﬂ;gc. As suggested by the mdustry s pnvnlegc logs many of the
documents on the subject of marketing to children and chemical additives also

contain information on the relationship between smoking and numerous diseases,
the role of addiction, health issues related to “low tar” ciga:ettes', and the secret
research on nicotine manipulation. For example, a document quoted in the court’s
ruling indicated that the industry monitored smoking attitudes and behavior of
children as young as five years old. The District Court has already ruled that
39,000 of these documents must be released to the state, and thousands more must
be reviewed for possible release. The Minnesota Court of Appeals has upheld this
ruling, and the matter is under review by the Minnesota Supreme Court.
Regardless of the decision of our Supreme Court, however, the industry asked the
court to keep these documents from Congress and the public. While it comes as
no surprise that the industry would prefer to keep such documents from Congress
and the public, this is hardly the “open” approach the tobacco companies
promised when they appeared before you.

naggs_nf_dm;_um:nm, After threc-and a-half years workmg through this mountam
of paper, Minnesota can vouch for the value of a map. Fortunately, a map exists.
It consists of a set of indices known, in the jargon of our litigation, as the “4A
Indices™. Simply put, these are the computerized document indices created by the
companies for their internal use. They contain the type of accurate, specific
information necessary to do a meaningful search or review. Predictably, the
industry continues to fight hard to keep them secret. For the state to use the 4A

‘indices in our case, we had to fight all the way to the United States Supreme

Court. Now the industry wants to keep them from you. Instead, they offer you
the so-called “4B Indices”. These are the cryptic, vague indices the companies
created to share with us in our case. Because we had access to the “4B Indices”
from their creation, the industry saw to it that they are of little value. Now they
tell the court that, because your letter of February 12 made no specific reference to
the 4A Indices, you don’t need them. For Congress to find its way through the
paper maze, sometime during this Session, you need the real map - - the 4A
indices.

e Theind hhold_ the Guildford depository d

Millions of pages of documents produced under court order in our case are
maintained at a document depository in Guildford, England. These come from
the files of BAT Industries and its affiliates, which make up the world’s second-
largest tobacco manufacturing business. When the CEOs appeared before
Congress, the President of BAT’s American subsidiary, Brown & Williamson,
appeared to be joining in the proposal to “tell all”. But his lawyers told the judge
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in Minnesota that he wasn’t speaking for his parent companies, and that whatever
the CEOs may have told Congress, they weren’t talking about the Guildford
documents. The lawyers then argued that BAT should be allowed to withhold
from public scrutiny millions and millions of pages in the Guildford depository.
In our court hearing, BAT offered only to open Brown & Williamson documents
in the Minnesota depository and the relatively few Guildford documents
photocopied by Minnesota’s trial team and indexed in what is known as the
“Minnesota Select Set”. We believe it is important to point out that Guildford
documents not chosen for the Minnesota Select Set be included in any document
disclosure. These Guildford documents may contain information on many issues
of vital concern to the Congress which were not directly at issue in our case, such
as marketing to children-overseas; the health effects of secondhand smoke; and
international smuggling.

documents the industry alleges to contain trade secrets. Suffice it to say, we

believe the industry has been liberal in its use of this designation. We have urged
the District Court, for example, to make public all documents created before 1994,
as they may not have any significant value as trade secrets. Not only does the
industry propose to keep these self-selected documents sealed, but it even
proposes to continue confidentiality for every legal brief, pleading or other court
paper that makes reference to these “Category 1” documents.

Industry attorneys told the Minnesota court these sweeping restrictions satisfy whatever
commitment the CEOs had made to Congress. At one point, for example, industry counsel cited
the industry’s proposed order and said:

We think it’s appropriate. We think it meets the commitment that was made to the
United States Congress, and we just ask that it be entered. . .

We do not agree. The state of Minnesota and Blue Cross and Blue Shield of Minnesota
opposed the proposed restrictions as contrary to the industry’s promises to Congress and contrary
to the public interest. We support the broadest possible disclosure, arguing (1) Congress should
have access to the so-called “privileged” documents the court has ordered disclosed to us; (2) the
4A indices must become public; (3) all documents in the Guildford depository should be treated
no differently than other documents; and (4) “trade secret” protection should be limited to
genuine trade secrets created after 1994.
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The industry’s actions in the recent Minnesota hearing are one more example of its
capacity to say onc thing and do another. In Washington, the industry tells Congress its lawyers
are busy carrying out the CEOs’ commitment to Congress. But, when their lawyers actually
appear in our Minncsota court, they distance themselves quickly from any Congressional
commitments. At one point, when asked by the court about the agreement the executives made
with Congress, industry counsel replied:

First of all, your Honor, my contact with that is limited, but second, I understand that to
the extent the Congress and the companies need to work out something further or want to
work out something further, that should be between Congress and the companies. But
third, with respect to the particular matters that were raised by the letter

{of February 12], ...

The Court then asked:

Well the letter was addressed to the Court, and I guess what I’m asking is what should I
tell them? To go jump, or --7”

Counsel for the industry answered that by accepting the industry’s proposal and blocking access
to all alleged “trade secrets”, blocking access to all briefs referring to “trade secrets” documents
and blocking access to the 4A indices, the court would not be “telling them [the members of
Congress] to go jump” but would instead “be telling them that most of the provisions they sought
have been met”.

At another point, counsel for Brown & Williamson argued that opening the millions of
pages in the Guildford depository “has nothing to do with the matters that are the subject of
discussion that’s taken place as a result of the testimony on the Hill”. This prompted the
following exchange between Judge Fitzpatrick and the defense counsel:

So as I understand your position, you would like to tell Congress to go jump as to the
Guildford depository. Would that be a fair summary?

I might like to do that, your Honor, but I really don’t have to do that at the end because I
don’t think that this dialogue has really involved the Guildford depository . . .

At another point, counsel again separated the industry’s courtroom actions from its
Congressional activities, stating:

Now what happens in our relationship with Congress, your Honor, I frankly have to tell
you I can’t address either. I’'m here to deal with this litigation and to follow the rules of
this court.
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These examples illustrate once more the tobacco industry’s willingness to say one thing
to Congress and another thing in the courtroom. If the industry has indeed begun a “new day”, it
has yet to dawn outside of Washington D.C. [ look forward to continuing to work with you to
get the full truth out, so Congress can develop national tobacco control policy based on what is
best for America’s health, rather than on what the tobacco industry wants.

Best regards,

A2

HUBERT H. HUMPHREYUI
Attorney General

cc: Representative Thomas Bliley
Chairman, Commerce Committee

Attachment



STATE OF MINNESOTA DISTRICT COURT
COUNTY OF RAMSEY SECOND JUDICIAL DISTRICT

Case Type: Other Civil
THE STATE OF MINNESOTA,

COURT FILE NO. C1-94-8565
BY HUBERT H. HUMPHREY, Ill,
ITS ATTORNEY GENERAL,

and

BLUE CROSS AND BLUE SHIELD-
OF MINNESOTA,

Plaintiffs,
V8.

PHILIP MORRIS INCORPORATED;

R.J. REYNOLDS TOBACCO COMPANY;
BROWN AND WILLIAMSON

TOBACCO CORPORATION; BAT.
INDUSTRIES P.LC.; BRITISH-AMERICAN
TOBACCO COMPANY LIMITED; BAT
(U.K. & EXPORT) LIMITED, LORILLARD
TOBACCO COMPANY; THE AMERICAN
TOBACCO COMPANY; LIGGETT GROUP,
INC.; THE COUNCIL FOR TOBACCO
RESEARCH - U.S.A., INC.; and THE
TOBACCO INSTITUTE, INC.,

Defendants.

REVISED PROPOSED ORDER PROVIDING PUBLIC ACCESS TO
THE MINNESOTA DOCUMENT DEPOSITORY

(new language is underiined)
WHEREAS, this Court's June 16, 1995 Order established a depository in
Minnesota for the recelpt of documents produced by the parties (the “Minnesota

Depository™);



WHEREAS, the Court's June 16, 1985 Order generally restricted access to the
Minnesota Depository to counsel for the parties to this action and persons assigned to
maintain it; and

WHEREAS, the defendants who produced their documents into the Minnesota
Depository now wish to give the public access to all non-privileged documents that they
have produced into the Minnesota document depository other than those documents
which contain highly sensitive trade secret information;

NOW, THEREFORE, good cause appearing therefor,

IT IS HEREBY ORDERED:

1. The public shall be given access to all non-privileged documents
produced by defendants Philip Morris Incorporated, R.J. Reynolds Tobacco Company,
Brown and Williamson Tobacco Corporation, The American Tobacco Company,
Lorillard Tobacco Company, The Council for Tobacco Research - U.S.A, Inc., and The
Tobacco Institute, Inc. and stored in the Minnesota Depository, except for highly
sensitive trade secret documents designated as Category | and certain documents

descﬂbed in paragraph 2 of this Order, at the earliest possible opportunity. 4B indices

. Counsel for
these defendants and for plaintiffs shall inmediately meet with representatives of Smart
Legal Assistance and Merrill Corporation to discuss staffing issues and the procedures

that should be implemented to ensure broad and orderly access to these documents.



2. Notwithstanding the foregoing, documents such as personnel files and
similar documents deserving protection from public disclosure, because of privacy
interests or contractual rights of third parties that may not be abrogated by one party,
may be protected from public disclosure by the parties.

3. Nothing in this Order shall be construed to allow the public access to
those documents with respect to which defendants have raised privilege or work
product claims, including inadvertently produced privileged documents.

4, Plaintiffs are hereby authorized to remove from the Minnesota Depository
all documents they have placed therein, provided that the documents be retained until
the conclusion of this litigation. Any further documents produced by plaintiffs in this
litigation shall be produced directly to defendants’ liaison counsel.

5. From the date of this Order, no costs incurred in relation to the Minnesota
Depository shall be bome by plaintifts in this action.

6. The moving defendants shall be authorized to require those who copy
documents from the Minnesota Depository to pay the costs billed by Merrill Corporation
for any sudh copying.

7. It is expressly recognized that access to the Minnesota Depository by the
public shall not impede the access or use of the Minnesota Depository by the parties in
this action. Among other things, the parties in this action shall retain the right of first
review for all newly-produced documents and the Minnesota Depository staff shall have

as its first priortty the processing of documents for the parties in this action. Any future



been given access to the Minnesota Depository pursuant to addenda to this Court's

protective order shall continue to be govemed by those addenda and the other
procedures mandated by this Court and shall be given second priority with respect to
the processing of their copying requests. Notwithstanding the foregoing, it is expressly
recognized that the Minnesota Depository shall be adequately staffed to ensure that
the public shall have their requests met in an expeditious fashion.

8. For all documents in the depository made available to the public, the restrictions

imposed by the Court's Protective Order and Addendum to the Protective Order are no

longer binding upon plaintiffs in the Minnesota litigation nor upon plaintiffs in other

actions who have been given access to the Minnesota depository. Among other things,

all such documents and pleadings or briefs which reference such documents (and not

Category | documents, Category Il documents, privileged doucments or other non-

publicly available documents) which were previously filed under seal in this Court shall

naterials shall not affect the

ategory |l documents, if
s in the depository.




9. Except as modified herein or by further Order of this Court, this Court's
prior Orders regarding maintenance and continued operation of the Minnesota

Depository, including its Order of June 16, 1895, shall remain in effect.

Dated: 1898

Judge Kenneth J. Fitzpatrick
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Tobacco Industry Profits “Hot Quotes “ from Minnesota Trial

Quote Sheet # 5
Testimony And Exhibits Of Paul Much, Expert Financial Analyst, March 23rd, 1998

In the United States, the tobacco market has historically been dominated by six manufacturers - Philip
Morris, RJ Reynolds, Lorillard, Brown and Williamson, American Tobacco, and Liggett. This number
fell to five when British American Tobacco bought American Tobacco in 1994. The State of Minnesota
and Blue Cross, Blue Shield allege that since at least 1954, these companies and their trade associations
have: conspired to unreasonably restrain trade and commerce; monopolized the cigarette market,
engaged in unlawfid and deceptive trade practices; engaged in false advertising,; and engaged in
consumer fraud. The testimony of the State’s financial expert and his analysis of the tobacco industry
introduced at trial lays out the incredible profits made by these companies.

US TOBACCO OLIGOPOLY AS A WHOLE

At the heart of financial condition is profitability, and what you have here is consistent, stable,
growing profitability, and that will lead to a strong financial condition.” Paul Much testimony from
Minnesota trial, March 23, 1998.

1996 Global Profits for US Tobacco Companies Parent Companies: $21,160,000,000
(in lay terms, just over $21 billion)

Global Consolidated Operations, Tobacco and Non-Tobacco 1954 - 1996*
-Operating profit: $242,022,000,000 (in lay terms, just over $242 billion)
-Revenues: $1,928,768,000,000 (in lay terms, more than $1.9 trillion)

Global Tobacco Operations 1954 - 1996*
-Operating profit: $167,038,000,000 (in lay terms, more than $167 billion)
-Revenues: $995,166,000,000

Domestic Tobacco Operations 1954 - 1996*
-Operating profit: $114,904,000,000 (in lay terms, almost $115 billion)
-Revenues: $463,238,000,000

Domestic Tobacco Operating Profits Rate of Increase between 1970s and 1980s: 229%
- Domestic Tobacco Operating Profits 1970 - 1979: $13.4 billion
- Domestic Tobacco Operating Profits 1980 - 1989: $44.1 billion

¢ “[T)here were gaps in B.A.T where the company did not report its revenues for more than a decade. With respect to Lorillard,
there was missing information on the tobacco segment for several years. And with respect to Brown & Williamson, there was
also some missing information for several years... If there was information missing for a particular year, we would basically
assume that there were no revenues for that year and there were no profits for that year. If it was missing, it was treated as if it
was zero, ...[s0] it would understate the total revenues and profits.” Paul Much testimony in Minnesota trial, March 23, 1998.
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Tobacco Profits Exceed Pharmaceuticals, Consumer Products between 1980 - 1989
In the period 1980 - 1989, domestic tobacco’s operating profits averaged 29%, compared to:

Pharmaceuticals 26%
Non-Alcoholic Beverages 16%
Alcoholic Beverages 11%
Branded Foods 10%
Consumer Products 9%

Tobacco Profits Rise Again in 1990s, Continue to Exceed Profits from Other Products
From 1990 through 1996, domestic tobacco’s operating profits averaged 32%, compared to:

Pharmaceuticals 29%
Non-Alcoholic Beverages 20%
Alcoholic Beverages 15%
Branded Foods 12%
Consumer Products 11%

“{O]perating profits have increased as a percentage of sales, they'rre taking up a growing slice of
the growing pie. They've increased from the '50s at 12 percent to the '90s at just under 30 percent”
Paul Much testimony in Minnesota trial, March 23, 1998.

PHILIP MORRIS

o In 1994, Philip Morris (major brands include Marlboro, Merit, and Virginia Slims) held 45 percent
of the US cigarette market.

e Tobacco accounts for $3% of Philip Morris revenues and 65% of operating profits; food products
(e.g., Kraft, Velveeta, Maxwell House, Oscar Mayer) account for 40% of revenue and 31% of
operating profit; beer (e.g., Miller, Molson, Fosters, Leinenkugels) generates 6% of revenues and 3%
of operating profit.

¢ Global Philip Morris operating profits 1954 -1996, $103.1 billion on revenues of $681.4 billion.

o Global Philip Morris tobacco profits 1954 -1996, $76.3 billion on revenues of $342.6 billion.

e Domestic Philip Morris tobacco profits 1954 -1996, $52.2 billion on revenues of $165.4 billion.

¢ Philip Morris’ global tobacco profits have been substantially higher than other branded consumer
products during all time periods between 1970 and 1996.

o Philip Morris domestic tobacco operating profit for US operations: $4,206,000,000.

R.J. REYNOLDS

e In 1994, R.J. Reynolds (major brands include Winston, Salem, Camel, and Doral) held 27% of the
US cigarette market.



Tobacco accounts for only 48% of R.J. Reynolds revenues but for 79% of operating profit; food
products (¢.g., Nabisco, Planters, Life Savers) account for 52% of revenue, and 21% of profit.

Global R.J. Reynolds operating profits between 1954 - 1996: $46.9 billion on revenues of $301.9
billion.

Global R.J. Reynolds total tobacco profit, 1954 - 1996: $36.4 billion; on revenues of $169.2 billion.

R.J. Reynolds domestic tobacco profits, 1954 - 1996, were $30.4 billion on revenues of $127.7
billion.

1996 R.J. Reynolds domestic tobacco operating profit for US operations: $1,084.000,000.

BROWN and WILLIAMSON

In 1994, Brown and Williamson (major brands include Kool, Viceroy, Barclay, and Raleigh) held 19
percent of the US cigarette market.

Brown & Williamson has been a subsidiary of British American Tobacco Industries, PLC since the
1920s.

Currently ‘commercial’ (predominantly tobacco) accounts for 72% of revenues and 61% of profits,
while financial services (e.g., Farmers Insurance Group, Canada Trust & Eagle Star) make up 28% of
revenue and 39% of operating profit.

1996 Brown and Williamson domestic tobacco operating profit for US operations: $772,000,000.

Brown and Williamson’s Global Tobacco historical profitability has proven to be greater than most
other branded consumer products.

LORILLARD

In 1994, Lorillard (major brands include Newport, Kent and True) held 7 percent of the US cigarette
market.

Currently part of Loews Corporation, a diversified tobacco, consumer products and entertainment
company.

Tobacco represents 11% of revenues and 26% of profits, while insurance (e.g., CNA Financial
Corporation) represents 84% of revenue and 65% of profits. Offshore drilling makes up 3% of
revenue and 8% of profits, and consumer products represent 2% of revenue and 1% of profits.

Lorillard’s historical tobacco profits have been substantially greater than comparable branded
consumer products during most years between 1970 and 1996, the time period analyzed.



LIGGETT

In 1994, Liggett (major cigarette brands include L & M, Chesterfield and Lark) held 2 percent of the
US cigarette market.

Currently part of Brooke Group, Ltd., which also operates a tobacco firm and a real estate firm in
Russia.

1996 tobacco operating profits: $5 million.

AMERICAN TOBACCO

In 1994, American Tobacco (major brands include Lucky Strike, Pall Mall, Carlton and Tareyton)
held less than 1 percent of the US cigarette market.

Once the largest tobacco company in the US, American was bought by British American Tobacco
(BAT Industries, PLACE) in 1994.

Pre-BAT 1994, tobacco accounted for 65% of revenues and 58% of profits; alcoholic beverages
(e.g., Jim Beam, Whyte & Mackay) accounted for 11% of revenues and 17% of profits; home
improvement (¢.g., Moen, Master Lock, Aristocraft) accounted for 11% of revenues and 14% of
profits, golf and leisure/office products accounted for 13% of revenue, and 11% of profits.

BAT 1996 operating profits from US tobacco operations: $6,739,000,000.
“[T] he cigarette industry has enjoyed a very long history of stable and growing profits, and as a

result the cigarette companies have a very strong financial position.” Paul Much, testifying in
Minnesota trial, March 23, 1998,



