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Tobhacca's Other Secret

" Convicled Exec Says R.J. Reynolds Made §100 Millian By Smiuggling Cigaretles From
t1.S. Into Canada

Les Thompson will begin his prison sentence in February.

Tuesday, January 18, 2000 - 10:02 PM EY
Brondrast story produced by David Schireider; Copyaght 2000, C8S Wordwide Ine., &t Rights Reserved

(CBS) Once Les Thompson was a record~breaki'n§ sales executive for R.J. Reynoids Tobacco
Co. He had & miilion-dollar expense aceount.

Now, however, Thompson is fating a six-year prison term. He says he is the fall guy in a
smuggiing scheme that netted R.J. Reynolds more than $100 million. 60 Minutes I¥
Correspondent Scott Palley investigates,

“In- 1993;""T‘-f10fﬁpSﬁﬁ 'ﬁ!ﬁ'\u‘*@d"tﬂ 'R‘;3."Reyﬁ(}fdsf"hﬂﬁi“fﬁiﬁ'&f’terﬁ,‘"tﬂ"di"f'e(:t"a"ﬁeww C’eatgd e
subsidiary called Northern Brands Interngtional, Thompson says Reynolds set up Northern
Brands Internationsl for only ohe reason: to smuggle agaretles.

"RIR makes a conscious decision to enter the illegal cross border business,”
Thompson says. There is “no guastion,” Thompson says, thal this was a corporate
gdecisien,

The Narthern Brands subsidiary was the answer to a crisis R.3, Reynolds was facing in :
wratadar 10199, the Canadian government increased (axes ancigareties; nearly douabling

the price of a pack. The government's idea was to cut smoking, especially among teen-

agers, The plan worked: Sales plummetea.

So what did the company do” "Really the aptions were limited," Thompson says, "The
no-brainer In the equation becomes: We have to enter the black market. We have
to enter the black market. We've got to pursue this tax-free environment through
the fllegal smuggpling efforts back into Canada.”

I the cigarertes wirs §milingled, Canadd couldn't tax Thoii The cost of & patk wiilld Ty
haif, and sales would soar,

Thotpson, who worked for R ). Reynolds for 20 years, says the smugagling was set up like
this; Canagian clgarettes were shipped to the United States and then onto an Indian
reservation in upstate New York. The reservation straddies the border.

R.3. Reynolds' cigarettes, called "Export-A's," were loaded onto boats and carried to the

__Canadian side of the reservation. The smugglers claimed that because they never teft the :
resarvation, the cigarettes were legal. But Thempson says that It impariant to understand ™~
that the reservation was receiving 5 billion cigaveties & year,

The pretense was the cigarettes were iegal because the smugglers claimad they never ieft
the reservation,

SISt 621€ES
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Bul Thompson says you have 1o understand the resenation was receiving 5 hillion
cigareties a year. "It's a little difficult to digest,” Thompson says. “The numbers state

. Ihat there are approximately 2,800 Native Americans that live on the reservation.”

That means each man, woman and child an the reservation woukt have {o smoke nearly
5,000 cigarettes a day. In fact, Thompsen says, the cigarettes were distributed throughout
Canada. He claims that, at one point, 60 pereent of R.J. Reynolds’ Canadian business was
from smuggled cigarettes,

According to Thompson, in 1983, Narthern Brands averaged $1.3 million a weelk in profits,

"We were consitdered the most » single-mast - profitable business unitintheRIR =~~~

Nabisco family of companies,”" Thompson says.

Did anyone at the company ever ask questions about how he had done so well? "They
didn't want to know; they didn't want to talk about it," Thompsaon says, "They knew
exactly where the money was coming from. They knew the answers, why ask
tham? They knew the answers.”

Thompson says his worries about the business were eased by R.J. Reynoids executives in

--Canada. "A Jawyer.on the company's board tells me in a meeting In my vice .

president's office that ‘This is a legal business. It's a loophole, Nobody Hkes it but

we've got to be there.

Asked if he knew that the eaterprise was not fegal, Thompsan says, "{It was) certainly
sensitive, {T'm) obviously going to be (abeled lass than astute in this area.”

He says that when he was reassignead to North Caroling, the logal issues came up again,

w»th iawye:s at headquarters

Says Thom;:mon “On an average nf approximately every other Mnnday, an muhouse

lawyer from upstairs would come down and tatk to us about our operation or how
cur 2arnings were doing. But {that) left you with some ferling that, 'Yeah, it's
sensitive, but we're here, We're all in this together. And it's - it's a loophole, It's
gray. It's legal, OK?'"

Thempson says the schamea began at R.). Reynolds' Canadian subsidiary calied RIR-

Machonald, He ren'tembers executwes mere were t'}kmg mms to ir_aw. no trace of the,
pgmipany's involvenient. e

"We were told to keep no paperwork in this business,™ Thompson says.

According to Thompson, the man who told him not keep any paperwork was his vice
president of saies at RIR-MacDonald. "He insisted...'You're not kKeeping any documents
are you?'" Thompson says. "He reminded me on many occasions not 10 keep any
hard copy on any correspondence with their offices.”

going on," Thompson says,

*1f the tobaccn ladustry wants smuggling vo happen, it happens,” says Grag
Connolly, director of the Massachusetis Tobacco Control Program,
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Connolly testified to Congress that several tobacco companies have been investigated in
foreign countries for helping smugglers.

"This is not an exception to the rule,” he says. "If you look at different companies
from different parts of the world, you see the same thing happening. This is the
first time when someone's come forth and spilled the beans and pointed the finger
where the finger should be polnted.”

Where should it be pointed? "Directly at management,” he says.

Thompson says RIR's Canadian management followed his business closely. He says a senior
executive called him the Indian trader. He also remembers a financial officer once joked
that Thompson must not be doing his job because RIR cigarettes weren't turning up in
custom’'s seizures,

But if they were laughing in the hallways at RIR-MacDonald, Thompson says, they were also
watching their backs.

“I had a call from my executive, my vice president - who went on to become the
CEO of the company - called me in one day and he said, ‘We're going to have some
people come In and we want them to monitor your office communications, your
telephone and your computers,'™ Thompson remembers.

“They checked our phones and computers for listening devices that may have bean
installed by the government. Within a few days they scheduled a visit to our
homes to do the same sort of surveillance over our home phones as well as
computers,” he adds.

Thompson claims that other phones were also checked. He says that in RIR's Canadian
offices, phones of the chief financiat officer, the chief operating officer and the controller
were also checked for bugs.

"To say you work for the industry and you were not aware of what was golng on is
just ciearly, clearly wiliful blindnass," Thompson says. "You couldn't possibly de
that under oath. It wouldn't be possible. Myself included.”

By 1994 federal investigators were aware of the smugaling operation. They zeroed in on
distributors who were moving RJR's cigarettes over the border. Two brothers, Bob and Lewis
Tavano, and another man, Larry Miller, were all convicted of money laundering in
connection with the smuggling scheme.

The Tavanos and Miller got RIR's cigarcttes onto the reservation. Miller was a Las Vegas
slot-machine salesman who owned a piece of a casino. Lewis Tavano was a bookie who,
police say, had links to organized crime. Bob Tavano had been convicted of bribery.

Thompson says that people at RJR introduced him to the three men. "Larry Miller, Bob
Tavano and Lewis Tavano - those are the people that I was introduced to on behalf
of the company by our executive," he says.

"If you take the company's position on Les Thompson," he says. "Les Thompson
invanted the business. It started with Les Thompson, and it ended with Les
Thompson."
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"Nothing could be further from the truth," he continues. "The company knows
where they made the $100 million. They know the customers that produced the
%100 million during this time frame. That money Is in RIR Nabisco's coffers, not in
my bank account.”

In 1998 R.). Reynolds' subsidiary, Northern Brands, paid $15 million in fines and penalties
and admitted that it lied to U.S. Customs about why it was shipping Canadian cigarettes into
the United States. But it never acknowledged smuggling the cigarettes back into Canada.

Thompsen says that RIR made $100 million from the business. "It's a very profitable
operation,” he says. "But, you know, the downside is I'm going to prison for
sponsoring the company's efforts in that market.”

When the FBI began clesing in, Thompson says RIR put him under wraps, They assigned
him a do-nothing job and moved him to Florida.

"During the next 20 some odd months, roughly 21 months, company lawyers
indicated to me that 'Stand tall, we're all on the ship together. We'll get though
this, the government is saber rattling.'" he says.

"Hat I known how serious the consequences of my performance were going to be
in regards to where I'm at today, I would have been at the prosecutor's door
Monday morning June 1997, he says.

Last year, Thompson was arrested in connection with the smuggling scheme. He pleaded
guilty to money laundering charges.

*I've been charged with money laundering $72 million," he says. "I don't have $72
million. I'm going to be paying a $100,000 fine very shortly at my sentencing. I
am cashing in my pension in the United States to pay that fine, R.J, Reynolds has
that money, I do not have that money.”

R.J. Reynolds Tobacce declined to talk on camera to CBS News. In a statement, a
spokesman says that neither R.). Reynolds Tobacco nor the parent company have been
implicated in any criminal investigation. Last year RIR soid its Canadian operations to a
Japanese tobacco company,

Thompson claims thal RIR says that he is to blame. "I'm a rogue player,” Thompson
says, characterizing its portrayal, "Started and stopped with Les. He's a bad guy. He
was out af control. Nothing could be further from the truth."

Connolly says tobacco's big secret is that companies profit from smuggling even when not
directly engaged in the smuggling itself.

"One third of U.S. cigarettes are never accounted for,” he says. "If they were
accounted for, and they had to pay taxes, a lot of those cigarettes wouldn't be
sold. The tobacco industry would lose revenue and lose money. If one-third of U.S.
computers were never accounted for, it would be a scandal, IBM would be
outraged. When it comes to the tobacco industry, it's business as usual.”
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Thompson will begin his prison term in February. *I was convinced by the lawyers
inside the company and outside the company, it's gray, it's a loophole, it’s been
here for years and it's going to be here iong after,” he says. "It hasn't stopped
because Las Thompson Is going to the gallows."

He is now cooperating with criminal investigations that are ongoing in the United States and
Canada. Thompson is also the key witness in a civil suit that Canada has just filed against
RIR. demanding %1 billion In damages.

Money is not the only thing that Canada lost in the smuggling scheme. Ultimately the
smuggling became so rampant that it broke the back of Canada's anti-smaking strategy.
&nd the government cut the cigarette tax just to stop the smugglers. Smoking among teen-
agers is once again rising.
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Ex-executive: RJR aware of scheme
JOURNAL STAFF AND WIRE REPORT

A former Winston-Salem lobatco executive on the
£BS television show 60 Min utes Il last night said
that R.J. Reynolds tabacco officiais knew about a plan
to smuggle cigarettes into Canada to avold paying stift
Canadian taxes.

Les Thompson was senlenced in December to six
years in federal prison for defrauding the Canadian
government out of $72 million in taxes. Thompson
worked for Northern Brands Internalional, a now-
defunct company that Canadian officials say was set
up in Winston-Salem to distance RJIR's Canadian
subsidiary from the smuggling operation.

The Canadian government also alleges that R.J.
Reynolds officials knew about the scheme and ran the
operation out of Winglon-Salem. The Canadian
government is suing R.J. Reynolds Tobacco Holding,
formerly known as RJR Nabisco; R.J. Reynolds
Tabacco Co,, the LS. gigarette-making unit, R.J.
Reynolds Tobacco International Inc., a subsidiary sold
in 1999 1o Japan Tobacco Inc.; RJR-Macdonald Inc.,
a subsidlary in Canada also sold to Japan Tobacco;
and other affiliates.

A spokesman for R.J. Reynolds Tobacco Co. and its
heolding company, R.J. Reynolds Tabacco Holdings
Inc., said in & statement that neither company has
been implicated in current investigations by Canadian
and U.S. ofificials. The spokesman said that the
criminal investigation cancerns only the former
subsidiaries.

* Have a slory idea? Send it lo
news @journalnow.com
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Compiled from reports by the Assnciated Press and Reuters
Wednesday. January 18, 2000; Page A0S

Tar, Nicotine Numbers On Packs Belie Reality

Smokers of cigarettes supposedly low in tar and nicotine may actually inhale
twice as much of those dangerous chemicals as numbers on lhe packs
indicate, says a rew study that renews concern about government cigareite
tasting.

The Federal Trade Commission already warns smokers to be skeptical of
the tar and nicotine measurements that tobacco companies derive using a
machine-testing method the FTC created 30 years ago.

Researchers in the mid-1990s reported that smokers were inhaling more tar
and nicotine than the FTC machine measures, becausse smokers take more
puffs, puft longer and deeper, and cover air vents that are supposed to filter
some chemicals from cigaretie smoke.

The FTC has been unable to come up with a new, better testing method.
The tobacco industry has long contended that every smoker smokes
ditferently anyway.

The latest sludy, reported in today's issue of the Journal of the National
Cancer Institule, analyzed (he volume of smoke inhaled by 133 smokers
puffing their usual brands of low-nicoline or medium-nico{ine cigarettes.
Researchers at the American Health Foundation in Valhalia, N.Y., concluded
that smokers of low-nicotine cigarettes inhaled 2.5 imes more nicotine and
2.6 times more tar than FTC lesting indicated they should have. For
medium-nicotine cigareties, smokers inhaled 2.2 times more nigoline and
1.9 times more tar.

A Mixed Report on Women and Smoking

The percentage of Amarican women who said they smoked declined from
1987 to 1996, with more pregnant women alsc abstaining from cigarsttes or
at least cutting down, a study relgased yeslerday said.

But in a sign that smoking may not be in full retreat as a public health
problem, the proportion of younger women wno said they had smoked at
least 100 cigarettes in their lives increased slightly during the study period.

The Centers for Disease Control and Prevention in Atianta reperted that 24
percent of women responding fo a telephone survey said fhey smoked in
1998, down from 27 percent in 1987,

Among pregnant women, 12 percent said they smoked in 1996, down from
16 percent in 1987. In addition, the number of cigareties smoked per day by
pregnanl women declined to an average of 15 in 1936 from 19 in 1987.

in each year of the study, pregnant women were about half as likely to report
being current smokers as non-pregnant women, sald the report published in
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taday's Journa! of the Americen Medical Association. ”

Among women aged 18 to 20, the study found that 27 percent said in 1985
they had smoked at least 100 cigarettes in their lives, up from 26 percent in
1887, Among all parhcipants, 38 percent said in 1886 il they had smoked
at least 100 cigarelles, down from 44 percent in 1887.

 Researchers anafyzed the responses of 187,302 women aged 1810 44,
Among those, B,B03 said they were pregnant.

& Cepyright 2000 The Associated Press
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Dr. Jeffrey Wigand and the American Cancer Fﬁ“"‘ Jat Guenes
Society Implore Calif. Voters To Keep 50-Cent -
Tobacco Tax

LOS ANGELES, Jan. 18 /PRNewswire/ - Jeffrey Wigand, a former research director for Brown & Williamson Tobaoco

~ L0 and the subject.of ie new. Touchstons Pictures film, T The Insider,” will endorse the Stop Big Tabasco ~Noon
Prop 28 campaign during a news conference with the American Cancer Society at Los Angeles Childron's Hospital,
Wednesday January 15th.

The former execubive and scientist for Armerica's third-largest tehaceo company accused his former bosses of a varisty
of abuses including srminal perjury and destruction of svidence, quashing research an safe cigareties, reckiess use of
harratul additives snd export control victations. The story of his whistie-blawing and subsequent chatactar
asgassination i3 the fapic of the crifically-aoclaimed movie, " The insider” released Novernber 5.

- The 8:45.2.m.press conforence, on- January 19th, will be in the hospital's-Santa Anita Lecture Hall, 4650 Bunsat - e
Bowlevard.

Wigand, who was a central withess in the U.8. government's lawsuit agains! the tobaceo indusiry winch evertuaily fed
to the $206 billion federal tebacco seltlement, will sharg his perspective on By Tobatco during bis endorsement of the
No on 28 campaign. The Stop Big Tobacco, o on 28 campsign is being organized hy 8 statewids grass-reots coalition
effert led by the Amearican Cancer Satisty, the American Lung Assosiation and the American Heard Association.

Proposition 28 is & March 7th baliot initiative that, if passed, would repesl the new voler-apgroved 50-cent iobaceo tax.

- The-proposftion; placed on-the ballot-by the owner-of the 500-chain Cigarettes Cheaper stores, is designed (o ncrease
tobacte sales and promote smoking in California, in addition, Proposilion 28 would strip California citizens of any fulure
Hight 16 raise tobacso taxes by valer nitiatve.

Tobacco sales i California deciined by 30 percant during the first six months after the tax’s enactment. Revenue
generated by the tax, some $670 million so far, is solely dadicated to children and family development social programs
around lhe siate.

Representatives of the California offices of the American Canser Society, American Lung Association and the

“American Heart-Association wil join Wigand in-urging voters o vote No on 28. The Los Angeies press conferenceis
part of @ stalewids kickolt of Stop Big Tobacto campaign events in more than 10 Calfomla regions. For more
inforration about the carnpaign or Wigsnd's appearance pisase contact Alonza Robertson at 510-803-7500 ext 223 or

£10-710-7489,

SOURCE: American Cancer Society g
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Gut in tobaceo quotes oiosing warehouses
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Cut in tobacco quotas
closing warehouses

* Smail towns where tobacco was king

" are losing heritage

THE ASSOCIATED PRESS
WENDELL

And then there was ong.

With the Banher Tobacco Warehouse Closing, there's .o

just one warehguse i this smal sastern: Wahke County
town wheve years ago there were more than 10, And
stockfioliers at that one, Liberly Warehouss, wil
ecide this week whether (o cigse.

A therd consecutive out in iohacco quotas, announced
by the federal government in December, sounded the
death knell for Banner, where tobacto has changed
hands for more :han 50 yoars, its owner Jarrv Pace

TEaE Iastwask

“| hated to close, but times. are like they are,” Pace
said. "We just couldn’t survive ™

If Liberty closes. the Wendedl tobacoo market will
disappear just like so many vthers before  Durham,
Dumnn and Sanford, to name a fow.

C Wetre losing ontl of the'iast plecés of owrfarming

hentage.” seid Ira Fuiler, 57, Wendell's lown manager.
“'vi bean here all ny e, and therg's always been 3

tobacco warahouse "

Once, lhe opening of the fobacco market in fate
surmmer was an evart that filled the streets with
peopie,

tebacco for cigarette companies to buy, hoping to
bring home the maney that would support they
families through the year. Oulside, vendors fined ihe
streets, stores stayed npen late and lamilies came out
b b pead of the festivities.

AFADII
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Cut in iobhacco quotas closing warehouses Page 2 of 2

Butin the past three years, the federal guota, which
dictates how much lobascn American farmers can
grow, has been cul neady in half, Amencan farmers.
~who sold more than 1 bithare pousds-of tbaeS in e
U897, will sell 543 milion pounds Whis year,

Warehouse owners, who receive a 2.5 peroent
COMMisSIon on gvery pound of fobacos sold from their
fioar, are suffering just e farmers.

Angd with this year's 18.5 peroent quota Cul just
announced, i 12 stilt unknown how marny will close
-pefore next year's harvest, swid-Malkcotm Dunkdey; the -
managing direclor of the Bright Belt Warahause
association, which represernls warehousgs in the
Carplinags, Virginia, Beorgia ant Flotida,
"The warehouse busingss is really geltng dangerous,”
said Bobby Thomas, ons of three remaining
warehouse owners in Fuguay Varing. "But fmin @
situaiion where thal's all I've ever gune. i 61 yeats
-.old, and Il ry to keep it going anolbe: coupie years.”

Thamas warehouse will sell ondy about 3.5 multion
pounds this vear. Once that nubbet goas helew 3
willion, he ssid, there wort'l be encugh money 10 open
the doors.

in Wendell, imes are even lougher. Both the Banner
and the Liberty soid onty about 1 million pounds last
Loyear. And it was befor this YEArS CUMS. ..

“Farmers bring less so we saill less,” Paco said. "It jusl
got down fo where if's not profitable.”

Published: January 19, 2000
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Mississippi Takes Anti-Tobacco Advocacyto |7 ger guorée |
the Pulpit; State Invests Anti-Tobacco Funding
in Faith Based Programs, According to the Partnership for a Heaithy
Mississippi

JACKSON, Miss., Jan. 18 /PRNewswire! -- In an effort to reach deeper into the state, the Partnership for a Healthy
Mississippi has granted more than $250,000 of its anti-tobacco funding to churches and other faith-based organizations
across lhe state. The recipients will work with the Partnership to reduce tobacco use in youth and families through the
faith-based system in Mississippi.

“The faith community provides an invaluable perspective in our fight against tobacco," says Mike Moore, Attorney
General and Chairman of the Partnership for a Healthy Mississippi. ~ Addiction is nol just a condition of the body, but of
the spirit. It destroys the family structure through premature iliness and death, and prevents us from living up to the
best that we can be. We are calling upon our spiritual leaders to help us fight our cultural reliance on tobacce - and we
know they will answer that call."

The current faith-based program is an expansicn of a program funded by the Partnership last summer for the SW.AT.
program [Students Working Against Tobacco}. The pilot program focused primarily on teaching junior high students life
resiliency skills through faith-based day camps, The new program has been expanded to include youth of all ages and
their families in a primarily faith-based setting led by religious leaders around the state.

*As the hame state of the original Marlboro Man, tobacco has long been a way of life for Mississippi,” said Cindy
Widdig, Targeted Projects Coordinator at the Partnership for a Healthy Mississippl. ~Changing the culture means
changing cur communities - from the youngest child te the most respected adult, from the stalewide legislature to the
local church. The joint effort between the Partnership and the faith community was ideal because, historically,
Mississippi churches have led the way loward social change."

According to research, nearly 50% of Mississippi leens that smoke started when they were between the ages of 11 and
13. Research has indicated that youth in grades 4-7 are making decisions that will affect the rest of their fives,

"It is vital to reach young people befare they start using tobacco and other drugs,” says Kelly Dumas, Communications
Director for the Partnership for a Healthy Mississippi. *After the success of the first program, we understood the value
of continuing to work with the faith community. The goal of this program is to arm faith-based organizations with the
resources they need to help our ybuth from ever picking up their first cigarette.”

“*I'm proud to join in the Partnarship's fight against tobacee,” notes Reverend Matthew Canada, who will be

participating in the Partnership's efforts through Pilgrim Rest M.B. Church in Madison. "1 have personally seen the
destruction that tobacco can cause in our community, and can think of no greater service than helping to ease that
suffering. Our faith in God can free us from all the chains that bind us -- inclugding the chains of nicotine eddiction.”

The non-profit organization awarded 100 mini-grants of up to $2,500 for faith-based organizations to conduct anti-
tobacco learming activities for youth in grades 4-7, and to offer cessation information to older teens and adults who

9cSy 621es
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The Partnership for a RHealihy Mississippi s a npn-profit orgenization made up of more than 60 slatewide governmental
and hob-governmentat agencies and more than 800 Incal organizations. The Pannarship is dedwated to offering
Mississippt youth healthy, tobacco-free alternatives. The Partnership is funded through a $62 million award from the

tabacco induslry separate from the state's $4 bitlion sattlement.

SOURCE: Partnership for a Healthy M:ssrsw;pp,
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WSIEAT): US Tobaceo Firms Lakely To Post Mioed Re...
DI 1600 9:04 PM
WSI(1/175 LS Tobacco Firms Likely To Post Mixed Results

By Cathlecn Egan

Bow Jones Newswires

NEW YORK -~ Cigarette consumption continued to decline in the fourth quarter, affecting
end-of-the-year profits at tobacco manufacturers,

Total ndustry volume dropped sboul 6% in the quarter, anglysts said. Beforg 1999, 1he industry had been
tricking shipment growth of about 2% v yeur. A pumber of cigaretio-price increases, however, diove up the
average cost of u pack and kept comsnroers at a distance throughout the year. Analysts estimate that tobscco

- vo‘lun-n) fCH 9(‘.;-,'}?0161}5‘ inlgl}g ......................................................................................... [

Though industry shiprments were down in the fourth guarter, the decline was an iroprovement over the
fiest nine months of the year, when volume levels ad deereased about 10%. Analysts expect quarnterly
sesalts 10 improve beginning in the firse quarter, as the performances will start to compare with weak 1909
results,

“Orverall, there is a beiter tone 1o the business,” said David Adchman, a tobacco industry analyst for
Morgan Stanley Dean Witter. “The fourth quarter should provide the evidenee (hat 2000 will be bever for
the industey than 1999.”

118, wbacco profits, the operatons’ only year-overvear qoartetly increase in 1999 Mr, Adelman estimates
the company's domesiic iobacco exrnings rose 2% 10 3% to $1.44 billion. But shipmeats felt 4% 10 3%.
Profits grew in pan because of the success of the flagship Marboro brand sod top-notch sules execution,
Mr. Adelman said.

On the international side, Mr. Adelman said Philip Merris's tobacco profits rose a slight 1% 12 690
million while volume decreased 4.5%. Anatysts said the business is showing improvement from guaners

results.

O the bright side, major markets such 25 Western Europe and Japan posied strong resulis, said Credit
Suisse Firet Boston analyst Bonnie Herzog. Also, Philip Morris excaped a negative currency hit in the
quarter-unlike other, recent quarters when negutive cunrency transtadions subtracted millions of dollars
from the company's profit line,

The food husiness was sturdy i the fourth guarter. Profits in Kraft Foods” domestic operations rose 6% (o
7% 1o abowt $686 million, and Keall logged close 1o a 2% gain in volume, Mr. Adeiman estimated. The

" Philip Morrds Cos., the Targest Cigarette company in the nalion, 18 expected to post higher fomth-quarter 7

__past, but in the fourth guarter continoed weakoess in markers sach as Russia and Eastern Borope tompeted

international food business continves to meke murginal improverments: Profitds expocted-to have risen 1% s

t0 $363 million.

Miller Brewing Co., which represents about 3% of Philip Morris's business, stined op a strong qoarter.
Profits rose abott 42% 1o 367 million, Mr. Adelman said. The vait continues to benefit from brewing
contracts signed with Pabse Brewing Co. last vear. Analysts expect quarterly volume to have increased 1%
10 3%.

Overall, Philip Morss is expeoted to post fourth-guarter cornings of 78 cents a share, represening in

B.3% increase from a year carher.

t a5 bright at RY Revaoldd Tobicco Holdings To, the nutions No. 2 whaeet company. At

RIR, which makes Camel and Winston brand cigarettes, operating income is estimated to have dropped
28% 10 $324 milion, or 78 cents a share, coropared with $1.56 a share a year carlier, Mr. Adelman said.
Volume is estimated to have fallen 11% to 12%, slmost double the industry's total decline.

The company, which operates strictly as a U.8, tobacco operation, is seetng mose brand erosion than it
competitors. Higher cigarette prices resulting from the costly national tobaccn settlement signed in 1998
have forced consumers to “trade down,” or switch to cheaper brands,

RJRO000001539067144
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But sialler 1obaceo companics are seizing an opportunity opened hy the national deal. The agreement
said the smaller players couldn't increase market share beyond a certain level without incurring a {inuncial
penalty. But the benchmark was sct high enough that these companies have been able to boost market
share, as well as prices, without risking profitability and volume.

RIR has been losing market share to these smaller brands, which despite higher prices are still cheaper
than RJR's brands. RIR's value-price Doral cigarctte alone saw an 11% to 12% drop in volume in the
quarter, Mr. Adelman said,

At the same time, RIR has maintained marketing spending levels in an effart to salvage brand cquity.
That, combined with the steep drop in volume, has affected RIR's profit line.

(END) DOW JONES NEWS 01-16-00

(19:63 PM

Copyright 2000 Dow Jones & Co., Inc. All rights reserved.
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Canada Issues Graphic Smoke Warning

By TOM COHEN
Assnciated oo Wriler

TORONTO (AP) — Photas of diseased ergans waould cover up to 50 percent of csgarette packaging under
a proposal expected to be announced on Canada’s national anti-smoking day,  * Weedless Wednesday.”

Health Minigter Alan Rock has been studying the matler for more than a year, and persistent news
reports said he would formally propose the new warning regulations on Wednesday. A ministry
“spokésmarn refused to comment on the proposal.

If approved by the government after public hearings and other sleps in the regulatory process, the
warnings would be the first anywhere to include graphic photos of diseased organs, according to Cynthia
Callard of Physiciang for a Smoke-Free Canada,

' *Showing a picture of a brain that's been destroyed is a much stronger way of getling the message
across,” she said.

Canada has stiffened anti-smoking regulations in recent years. Smoking is generally prohibited in publc
places such as governrment buildings and auditoriums, and some areas ban smoking in bars and
restaurants.

Health warnings on cigareties were required until the Supreme Court in 1995 struck down portions of
the Tobacco Products Control Act as uncanstitutional.

~ Cigarette makers continued including health warnings volunitarily, and a new Tobacco Act passedin
1997 left it to the government to impose any regulations on health warnings.

The tobacco industry has challenged other aspects of the 1997 Tobacco Act in court, contanding it
amounts to a ban on cigaretie advertising and therefore infringes on free expression guaranteed by the
Charter of Rights, The case is pending,

Robert Parker, president of the Canadian Tobacco Manufacturer's Council, was quoted by The G!obe and
Mail newspaper as saqu that the mdu:-.try has haen feft out of consultations on the govemmen
- health.warning plans... RO

He questioned whether the graphic images under consideration coutd be reproduced on packages, and
said the industry previously agreed with the goveroment that cigarette packages should have warnings
hut disagreed over what the warnings should say and how large they should be.

In the United States, cigarette makers are required to include warning labels on packages. Two 0.5,
senators, Demaocrat Frank Lautenberg of New Jersey and Republican Richard Lugar of Indiana, intend to
propose legislation this year that would require the warnings to be worded mare clearly and directly,
“ang to include & list of 8l ingradients and cancer-cansing agsits in cigarettés, Lalutenberg's officesdid
Wednesday.
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