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Tobacco Company

KEY OBJECTIVES:

¢ ARREST MARKET SHARE DECLINE

¢ GENERATE MEANINGFUL EARNINGS

1. Build Brand Equity

¢ Market CAMEL more aggressively to accelerate share growth

¢ Test market WINSTON and SALEM repositioning concepts

¢ Strengthen the “DORAL Difference” campaign to maintain growth
¢ Evaluate new Full-Price and Savings brand positionings

2.  Maintain Competitive Position ﬁ)\"’ /ua;r[(/
¢ Achieve effective retail pricing through disciplined discounting Mnmn - ﬂm “"f
¢ Continue Relationship Marketing programs to retain franchise loyalty /i) /q6

4 Protect trade presence through stronger Merchandising, Private Label pr

3. Control Costs to Provide Funds For Market Investment and Earnings
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1996 Operating Plan Highlights

Fmancials: :

N occ ($1 400mm) cm ($488mm) and Cash EPS ®1 48) alt rough]y flat versus 1995

e Fi‘ee Cash Flow (+$54mm) is $106mm lower than 1995 X R
(TI leaf a]locatlon cha.nges & RN a]locahon outﬂow changes account for the negatwe nnpact)

Y

: _ 0 Invested capxtal is $400 rmlllon Iower in 1996 versus 1995

T

-fm-ket Performmme Pkms

| 4- RJR Fu]l—Pnce SOM i is down 55 pomts (16 38%] T
7. .. Versus-:8to-.9 historically - R s T
“WINSTON Select support falls” to Base WINSTON levels & enhre famzly reposrtlonmg occurs BRI
‘CAMEL growth accelerates (2 X'historical levels) | : .
" SALEM share almost flat due to hexghtened brand defense a ' - : |

7.'q Q't

. RJR Samg SOM (+.24 pts ) and SOSv. (+1.23 pts. ] reverse a two year shde .
'« DORAL and Forsyth gains more than offset losses across balance of the portfoho
‘e MONARCH and BES_T VALUE protected in pockets of strength .

- 4 Total RJR share decline 31 pts. (26.47%), excluding any GTC impact

Costs: .

+ $152mm in annualized savings from restructuring efforts {(includes an 8% home office headcount
reduction) '
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RJR 1996 Summary

. FulkPiee . T35 @5 1638 (59) 23.16 (91)  Bxcluding recall benefit, share down only 2
WINSTON 23 @n s (59 7.51 (86)  Positioning gains offset by lower Select promotion
CAMEL " o .20 SRR N 4.69 28 6.63 36 Excluding recall, growth rate about double
SALEM 1T NG ~ 393 W . 555 (:14) * ‘Better defense to hold position

W o S 437 20 § t0-09,_; - 24 © 3447 _ 123 DO?{ALon-;ﬁack&:lowerZOSv.declﬁe ,
. DORAL . .o 304
o Forsyth . ) k4

..,;. S Total e ‘122_27 ) 5 2647 . :(31)‘, NA ' : Hatshareafoerremoving‘.recallitnpact

v 260 0 388 T 237 Crmealcomp&nentmtmdeefforls ;

W}

ek

‘occ - $1,400 . NC o . Utilize several upside sensitivities to establish this objective

CNI ‘ 488 (3) s RN expense allocations about flat, as is RIR OCC
Free Cash Flow 54 (106) e Leafallocation to TI reduced $62mm and RN allocation outflow up $51mm

Cash EPS $1.48 on

£6£9 ¥691S ‘

° ° ¢




ot R L TR e . R - ML c. e wowe TEL - - D t3 o I -
' L * b e - . ENR g - o e v r e Y ER—- Cw

1996 Operating Plan: Summary

' RJR’s 1996 Pldn Is About Arresting Share 'Decline, While Generating Meaningful Earnings
;"ldea Generat:on And Investment

Gr’I'C 1Q96 launch hm'dles are extemal and m—market c0nsumer acceptance e -
WINSTON: 2Q96 reposmonmg launch planned, “Natural posmomng uncertain, ‘Natural development
contmumgj other posmomng work-in process as well ‘
.- CAMEL: -Offensively more aggresswe and mnovatrve . '
SALEM: Positioning development in process, reserve for 3Q96 test reposmomng launch estabhshed
DORAL Conitinue- equy enhancement efforts to lessen néed for dlscountmg, while maintaining growth
‘Niche exploratmn / Other eﬁ‘orts Moonhght, Carohna Gold Hogshead BrmnReserve s?mOother c1garette
t.echnolognes Smoker’s Opt:on s : . : _

04

o"o' 4' *

.
b
oy

M‘anrtam Co__petxtwe Posﬂ:ion

“ep

e Dlscount Defeﬂse OontInUe DORAL “Cemng” and fu.ll—prxee “Gap cfforts (SALEM expanded]

X F‘ranchme Relatzonshlp Programs Contmue employmg these program to effectwely and effic;ently deliver
. Protect Trade Presence Strengthen merchanmsmg, whlle contmumg momentum of Wholesale Partners
* anate Label: Contmue to tie Forsyth to 'I‘rade programs and category profitability p1tches

. Objeetnres & Issues Issues
¢ The 1996 Plan secks to improve market trends and outlook while dehverl.ng $1, 400mm OCC (See facer)
¢ Associated market and financial risks run the gamut from lower than expected industry volume to less
improvement in trends than planned to heightened competitive activity
¢ External concerns cut across several RUR development initiatives -
¢ Costs will be continually controlled to ensure maximum dollars for market investinent & RJR earmngs
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1996 Operating Plan: Investinent Opportunity - WINSTON

WINSTON’S Immediate Term Objectives Are To Develop A Viable Repos:tmnmg Idea And Effectwely

-.Implem.entmisldeuInTheM'arket

Positiogg Develogment

. Reposmonmg dev'ebpment eﬁ'orts continue

around the WINSTON “Natural” proposmon with

' several issues to be resolved: . B

w5 Power of the proposmons with consumiers

L FT (ARA tesults availablein December) = -
YL Competitive and franchisé stiokers product

acceptability (Second eonﬁguraton test results o

in December)
o External factors

December will be the next time penod for dec131ons

r_elaﬁed to the “Natural” positioning
- Abandon the effort '
. Continue evaluation
- Set alaunch date
. - Combine elements w1th another posmomng
' effort

e Alternative posiﬁoﬁirig efforts are underway

96€9 P691S

Positiening Strategies

" Strategies for deployment and establishment of a
~_tiew WINSTON positioning will llkely be very

| -similar, regardless of the positioning chon:e :
L - Establish the posmonmg via consumer

“-communicationy T o
. Mass medJa: used for Brand presence &; message :

i Mamta:n prominent retail presence ' s

Employ nOn-tradn‘mm.l” éomnmmcatmn tacucs

g Re-engage compet:’uve smokers T

. Interject 'WINSTON into competitive smokers :

' purchase patterns with retail promotion

. - Engage OU’s and establish UB s with direct
marketing :
Exploit WINSTON Cup to accelerate new posmonmg

- Mmumze losses in dlscou:nhng battles
. Maintain 35¢ price gap versus Branded Sawngs
Match Marlboro’s offensive discounting efforts

Securing reta1l presence and price gap. execution
are also important for holding WINSTON’s business

‘base, while positioning development proceeds




1994 Shipments -

Adjusted thpments

_%APP

:';_Growﬂihmdemn o

%AAd;nsnedPP

wot L .
. 'Sha“m‘hm‘m' . v

1994

1995 (with Recall)
1995 (x-Recall)

1996 Plan

o1

193 -

. 209

. 202

5%

8%

15.7

175

16.8
6%

178

CAMEL Performance Overview

L 1&7 o

11% ..

SOFP

4.13

4.41
424

4.69

342

372
3.55

4.03

7';;;1 Total X Egg. Total

591

6.27
6.06

6.63

L6T9 Peo9Ts

LI

529 -

5.08

5.70

- 490

T : Rétail

99 -

10.4

11.4

- jVolume (B’s) -

Net Sales (mm’s) -

| Product Cost

‘Marketing Expense:

Conv&smn - :
"SME 5

Retaentlon

New Initiatives
Other

Total Marketing

- MAM ‘
%A Versus 1995

1996 Financial Summary
.. 22,0

137

48
25

[FS 2

om0

$496
9%

11

62 .

859 '
4116

32)*

$41

* P&L basis, Market spending difference = $(6)mm

é
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1996 Operating Plan: Investment Continuation - GAMF_L

” CA.MEL’S Plan For 1996 Is To Move “More To Its Toes,” Becoming Qﬂ’enszwly Aggressive With Efforts
To Accelerate The Brand’s Growth (Total Market and 21-24 Year Old Smokers}

' CAMEL_ s 1996 strategles remam essentlally the same . .

Create marketplaoe news [excztement that
__remforces the hip, cool CAMEL image |

"« Establish hlgh growth regions that provide long-
* - term momentum {goal to work toward 20% 21-24
' year old smoker share m 9 pnonty Reg:ons}

o antam eompenﬁve pncmg_ versus Branded

L *E.-"_;Savmgs and Marlboro oﬁ'enswe d:lscountmg eﬂ‘orts :

g6F9 %6915

It the' aggressweness of executlon and |
_integration of fresh ¢lements that’s changed

! 3 marketing “events” will mtegrate marketing

elements throughout the year

Enhanced advertising reaeh ob_}echves have been
estabhshed L

. Bolder, more frequent use of =Joe” in
R commumcatlons ' : o

. 'Estabhsh C.AMEL Cash” proof values oomparable .

“Marlbom Mﬂes

"'"’.-Enhanced support for bllhard and Club programs o

: F‘l‘ont and center retaﬂ presence a,nd promonons

New brand styles with unique commumeatlons
aimed at YAS and trend setters (Red Kamel,
Kamel Menthe) _ _

Utilize research to pmpomt geographtes w1th the
most growth potential among YAS and concentrate
growth expansion efforts in these geographies

Expand efforts of the “CAMEL Store” catalog

Continue price gap strategy execution




SALEM Performance Overview

Shipments S . | 1996 Financial Summary
. 1994 Shipments . _ 185 - . Plan -  AVs: ‘95

' 1995 Shipments | 17.7 - Volume | =~ - . 177 .- . NC
_,%APP; T 4% 1 IR S

, o - Net Sales - $750 | 7

1996Base1me | L 169 g T

s EnhancedDefense R - Pr-:xh.lci:(kmt= SRREPSIRER & L= RPN

1996P1an - ;--17.7 L e T e L

|

|

\

\

e

Share . - T S0 1% A Vs, 1995 3.5% - S
1904+ 415 5.95
1995 - 4.00 5.69
APP -.15 | =26

‘1996 393 - 555
A PP .07 -.14

66E9 P691S
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1996 Operating Plan: Investiment Opportunity - SALEM

SALEM Will Enter 1996 With Improved Defense Of Its Current Volume Base And An Assumption That

. Positioning Development Work-In-Process Will Payoff With A Small Geography Launch

| Defemse 8 l' f s .. Repositioni Eﬂ'orts

- - Match Kool and Newport dlscountmg in e 'Internal and agency (mcludmg BramReserve)
""geographles IepreSEnhng 7 0% of SALEM’ o kposxtlomng development m—process
volume base {Versus 30% in 1H95) S : =

. “Female Thmk” posmonmg explorahm with

. Pammpate in mega—volume outlet and other t""'“__‘;«'.am'.lsumers is m—process
| trade, programs in strong SALEM geograph;es-: o ‘ REETENE S , -
LT N B i -_‘-_=0b_1ect1ve is. a de-year test geography ;J'“":'
e Contmuedjrect market:ng relélﬁonship eﬁ'orts ) B »posxtlomng launch :
: o Contmue MAM pos:tlve checkout coupon . . A $h.1'4r'nm reserve has been establiéhed for
| "programs - : ' ' \acéompiishing a test geégraphy' launch

00%9 peorg




VANTAGE, MORE, NOW Performance Qverview

VANTAGE MORE . NOW Combined

| 1994 Shipments . -’58 29 2.5 11.3
1905 Shlpments | 54 . 27 23 . 104
'_'%APP A | -8% | -10% -10% - 8%

1996Plan . a9 25 20 = 94
;%APP 8% 7% . -11% - -10%

- Share Prgiecﬁonsj:. oL s

L1995SOFP. . ‘.11 81 . ez 374
loo6soFP 177 8 .8 3.47

Finances mﬁ’s‘ N e S |
-Netsa1es - $207 - $102 - - - $85 - 3394

ProductCost _ - A 18 13 68
 Marketing 11 2 4 17
MAM $159 $82 $68 $309

A versus 1995 _ (10) (3) (7) (20)
%A versus 1995 -6% -4% ' -9% -6.1%

Tob9 #6916
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- 1996 Operating Plan: VANTAGE, MORE, NOW

The 1996 Plan For VANTAGE, MORE And NOW Will Be The Continuation Of A Purely Defensive

 VANTAGE MORE and NOW
g . Expand retaﬂ pnoe *gap” efforts versus =~ . Contlnue to utﬂxze direct marketing relatlonsmp
'~ Branded Sa.vmgs in geograph_les representmg . -eﬁ'orts to support franchise protect:on e s
51% of VANTAGE volume =~~~ L | - | o
‘ -(Versus 38%m '1995) L Tl e e Target dlrect marketmg efforts aga1nst best
- Lt R prospectsmokers : | oo

. Contmue to. utthze direct markenng relatlonshlp '~ {MORE = Western Sales Area franchise smokers
efforts to support &ancmse protectmn R NOW ﬁ'anchlse & selected competmve low tar :
. Target direct markem1g eﬂ‘orts agamst best ” - _
prospect smokers . - - : . Ensure adequate dlstmbutlon in prime prospect
- - Increase “Share of Reqmrements among core ' geographles Joutlets
franchise & occasmnal use base

Z0%9 ¥6918




DORAL Performance Overview

Shinments _ 1996 Financial Summary
SR o Plan AVs. 1995
"-"":1'994'Shipmen"' ts 251 ~ - [Volume = 30.1 7 26

1995 smpmcnts o 27.5 | Netsales mm’s) ‘ $867 $o1
%APP : 9% . S
o0 " T | Product Cost - | 150 (12)
. 1996 Baseline < . 28.8 o T
o : GmwthAcceleranon_' R ;__3_ . | Marketing Expense:
| %APP TR s10% | Retail Discotnting CTo182r 16
SRR ' | MediaPromo. 8 " (6)
pooee T © o SOM SOSv. 1 Relationship Mkt’ing 41 (7)
‘1904 - - 457 1512 | Other | 8 @
| o | 2 o Total | " 326 (19}

19905 Projected ~ 5.23 17.64 | | . |
| e - | MAM Before Reserve 391 60
1996 Plan 5.65 19.29 Consumer Pricing Reserve 22 - (22)

'| Plan MAM $369 $38
%A PP 11%

* “Ceiling” strategy execution, as well as other discount programs
**  Includes $18mm for BsGsF & premium promotions

£EQv9 ¥691S
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1996 Operating Plan: Value Enhancement - DORAL

DORAL’s Plan Is To Cantinue Positioning/Equity Developmnt In Order To Alleviate Some Of The
Pressure To .Discount The Brand, While Maintaining And Even Accelemting Its G-mwth Trend
DORAL wﬂl contmue 1ts eﬁ'orts behind its ‘Champmn / True Friend Of Value-Oriented Smokers posmomng
| Product Premmm taste at an honest pnce (overall best in Savmgs)
Attltllde Honest and frlendly ("mlddle Amen ) o ‘

Key strateg1es for DORAL in 1996 mclude

- - Reduce consumer pnce dlscountmg versus

current rates S

I

'ﬁf# Tk

- Better balance retall dxscounung anci rlon- o

disoountmg promonon while mamta.mmg
quah’ty d.lsplay / presence :

-

_ Buld inage with 12 month adverl:lsing“'plén

- Enhance smoker relationships to defend/
generate volume (DORAL & Co.)

- Use product to competitive advantage

POV P691S

e Emmoy celhng” philosophy WIthm markets

S Provide executional guidelines to manage $ deployment

: -'_;",I-I‘old resérve to combat increased competitive ‘ |
N acttvxty/ slower than antlmpated brand value development :

; thlonal tact&cs targeted to outlet type .
o Natlonal brand focus for leadershlp presenee '

: 2H95 med;la rate throughout 1996

“DORAL Across Amenca QQ impact promotlon

Penetrate 40% of buyer base & convert 180m smokers |

‘Better database targeting to maximize resource

Ensure parity or better performance
Leverage prqduct benefits as appropriate
(e.g. new packaging & product guarantee)
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GTC Introduction Roll-Out Plan Assumptions

% U. S. Coverage . .

' Intro.Lead Markets '~ 1t02%

. PhaseIRoll-out . . 22%

" PhaseMRollOut = - - 42%

i

L

o Pl’_la- seV o . o ! 82%

Phase VI 100% -

1996 Marketing Expense $64mm

1996 OCC Impact $(78)mm

Sevro %6915

Date

. 2/26/96
10/96

, o 19T
497

o 7i97

- 10/97
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1996 Operating Plan: GTC

Contprehensive Mn‘keting Ar_ld External Plans Will Be In Place To Support A 1996 Launch Of GTC

. Very umque relattonshlp marketmg eﬁ'orts will be utilized to inform, educate and gam quahty tnal among
. pnmeprospectsmokers | : , L ‘ - - |
'—  A concept called ‘Dlscovery Groups wﬂl engage smokers w1th person-*to-person mstructlon and
- educatmn {extremt-ly high usage n ea:ly test markets) .
An ‘Infomermal type video tape w111 be used to atu-act smokers to “D1scovery Groups and to pcrform
the educatlon functzon solo (Dehvered wa Dlrect ‘Mail and Retaﬂ Intercept/ Dlsplay} L

T - "Post mtroductory programs have been de31gned to sohdlfy GTC’s posmonm;g platform and extcnd B
- Rcta.ﬂ support mcludes a full array of dxsplay, merchandlsmg, POS

- Advert:smg/ relatlonshlp programs have been de31g11ed to reinforce and maititain smoker conversion

e Extemal programs have been developed to ensure quality communications to the target audiences
- Get RJR’s message on this product out (value to smokers, environmental smoke issues addressed)

- — Gain clearance for the product’s introduction into the market

| 90¥9 691§
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. 1996 Operaling Plan: Expanded idea Development

“RJR Will Continue To Genembe EIarket Development Ideas Beyond Those Impactmg .ExistmgNatwml B
"'._BrandsAndGTC |

R

- Market tests will be fully explored and reﬁned in search of new opportumues* expansmn wﬂl follow
suocessfulmarketdevelopment o T A o "
- Moonhght. Seven brands in vanous combmatmns acmss three markets gomg into 1996 _

L - CAROLINA GOLD 85 HOG-SHEAD Branded Sawngs proposmons in test in Plttsburgh and Austm
o ""}.respecﬁvely S . ﬁ - . : o e '. | S =
= SMOKERS OPTION. - Nofi“cigeir ette smokeless altemahve mzrrently bemg marketed via Dlrect Se]]mg
{St. Louts, Phﬂadelpma cmcago) | | o -'

- Red Kamel Kamel Menthe o

. _BramReserve and R.JR conhnue to work on. strategles for not onIy posmonmg RJR brands in the - B
| .jmarketp]aoe,butalsoRJRasaco pan 3: | |

. R&D is actively pursuing creation of a smoother cigarette

» Additionally, R&D is continuing development of cigarette products that address the various iesues '
regarding smoking and society (stale smell, side-stream smoke, etc.)

Lovo $6918




Competitive “Lowest” Prices Limit Price Movement

List . Standard Net***

RIRPL(Forsyth) . $879/carton  $5.45/carton
B&W PL (AVA) - -  saa - 563
PMPL* - 87 550
) --:_LxggettP an P | - 849 470
| . Star TObacco g ‘- . B 1149 | .; 476
o | B Commm:rvvealth (USAGoId) o 3.49"";'" " s3e.
" - USATobacco (USA) . s20- - 501
'Du'ect Ma:rkeung Service (USI) o 486 - as6
ugnum-z {Rave) T 485 4.85
 Fortune Tobacco (Checkers) 649 T 485
Branded Savings | 879 | | 8.33

Pull-Price " | 11.49 | 10.92

“* Bronson sold to Quik Trip for $4.44
** Confirmed deals as low as $4.40
*** Does not include retail couponing/buydowns

. gepe ¥691& . " ef




1996 Operating Plan: Market Defense - Private Label Contracts

Forsyth Products Will Continue Their Dual Role Of Volume S-upport For Achievement Of SOSv.
Objecﬁves And Provtding Trade Leverage In Sellm.g A Toml RJR Porg"olio Approach |

“'_,To the retaﬂ t'ade Forsy'r_h partlmpatlon oﬁ'ers the followmg advantages

'''''

Eal e _'Voh:u:ne counts toward establishment of RDA and promotxon accrual gnd leVel BT
T The promot:on accnxal value is set at 100 to 150% above the Base level 1f RJR has EDLP '
.repre.‘sentahon o o IR - S o
.'_-.__While Forsy'th dead—nets are not the lowest ava.llable RJR s allowance structure on Forsyth pelmlts ' o
_ .. mamum ﬂex:ibxhty to match wzth retailer needs and worIcs in c0ncert mth other retaﬂer pmgrams to o
: pfovlde stronger portfoho proﬁtabmty for the retaaler - : S I
o . To the wholesalc tra.de Forsyth parﬁclpatmn oﬂ'ers the follow:ng advanmges_é e S,

""Volume is mcluded in Wholesale Partners program payout

. Volume is counted toward calculat:lon of SOSV goal and therefore quahﬁcatton for Base Plan payments |
_Works in concert Wlth Partners as well as other programs, to sell a total proﬁtabﬂ;mty picture that hm.tts

wholesale need to push lower pnoe/ potentlally h.tgher margln agarettes

e As a result of RJR PL strategy implementation RJR has gained not only a 45% share of industry PL/B&W
business, but RJR’s performance aerose_all price tiers is better in accounts where we have PL

representation than in other accounts

o Low-ball competitive price offers persist in the market, making continuation of RJR Forsyth/Portfolio

strategy xmperauve (See facer)

609 ¥691S




2H95: Philip Morris (Mariboro & Basic) Drives Promotion Deeper

o In addition to “Gap” and “Ceiling” strategy guidelines versus competitive branded savings, the second half
of 1995 .ﬁnds WINSTON, CAMEL and DORAL responding to expanded Marlboro & Basic retail promotion

L= Marlbom s promotxon mcrease 1s not bemg driven by large smngs in competmve pI‘OmOtIOIl and/or |
 price gap (See backup page 1) | ‘ ‘ .
- 'kThe recall has been partially established as a reason “
_ ~ From a compehtors perspectlve it feels _o_i_i'e_nil_v_e_ in nature (m some cases Marlboro S promotmn has ‘
= o been tled to Exchzsrve merchand;smg agreements) B L

Compeunvely, a]l other mdustry players will have to respond resultmg in the followmg
Promoted volume*’levels will i mcrease - ‘
— The per pack value of discounting offers may goup ¢ . SRR -

- A begmmng 1996 promotion level that may be above Plan levels (Strategy execunon w111 oontmue by _
RJR and spendmg u-ade-oﬂ's ‘will be explored in the event this occurs) ' |

2T¥9 P691sS
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1996 Operating Plan: Market Defense - Discounting And Promotion

M’s'm Line Of Defense Will Continue To Be Execution Of DORAL’s “Ceiling” And Full-Price’s
' “Gap” Strategy. The Issue Is “What Level Of Competitive Activity Will RJR Encounter In 19967~

Marlboro Koollﬂem__ _ GPC  Basic WINSTON CAMEL  DORAL

Index of h13tonoa1 dlscoum:mg
_ versus 1996 Plan levels

294 3% 60 8 47 6 74 55
3008 62 . 79. . .93 6 . 139 ' 138 - 9%
o aQes 16 81 85 oA |
AquQS oo . 128

122 125 .88
107 107 104

. Index of total promoted volume -

- versus 1996 Plan levels

1094 ’"_44 53 - 66 . 62 36 57 56
2Q94 61 62 83 50 57 80 50
- 3Q9a 75 81 92 62 114 113 93
4Q94 119 93 84 79 108 108 95
1Q95 00 90 80 04 100 103 . 90
2Q95 101 94 118 119 83 95 103
Aug Q95 99 126 : 90 110 106

TIP9 $691g

© 145 . 133 106

137 136 91
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B&W: 1996 Merchandising War Gaming

B&W View of Competitive Actions
* PM will increase efforts to control the quahty and quanuty of retail presmce possible for other manufacturers

e T Convmmoe/ Gas threat is tremendous:
' Limited facings for competition

. PossibihtyofBamconbackbm: thusoﬂwrssﬂvmgsalso
'Iamrfed amount of oom.mumcal:lon possa‘ble

Excl it |

;--.,_Supexmarketpmence unaﬁected by PM changes in 1996 -
Contmue to purchase Tows necessary to display/coupon SKU’s

-'o'no

= C1garette Outlets I:'kely httle shiort- term zmpact as well due to promot:on j presence phﬂosophy of these outlets

— anch:s:vfty suooess in any carton ouﬂet will mpact promotlon durmg 3 weeks PM exclus:ve promotlon window
: '_ '(enmlghtokeepB&WRDA’sonthetable)

. .RJRwill react to protect posmon _
¥ R:JR is B&W enemy in the near-tmm battle to secure adequate retaﬂ presenoe
e Will work to mamfmn its oonvemence/ gas presmce with enhanoed RDA dollars {and possibly promotional

gua:antew) - « « Could choose to go toe-to-toe with RJR for a second position where the idea of only 2 companies on
chsplay is relevant (parhmﬂarly true in lngh B&W development Iocations) '

~ & Traditional carton and cigarette outlets w:]l likely see smaller (or no) RDA increases; but promotional guarantees
(i.e. coupons) are a possibility, particularly in cigarette outlets

e Unsuccessful B&W presence defense would squeeze their universe and free additional dollars for promouon short-

term, result would be he:ghtened activity where they have presence as they attempt to redirect activity to these
outlets

(Note: B&W RDA grid ad]ustments w111 most ]Jkely be made to offset divestiture losses)

Z1P9 ¥691S
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1996 Operating Plan: Market Defense - Trade Presence

Philip Morris Has Rewritten Its Retail Merchandising Contracts (Again) In A Continuing Attempt To
Drstinctly Advantage Itsey’In Quality Of Retail Presence And Visibility

._'L- ; Unhm:tedvoh:mebasedRDA andpromot:on
.. accruals for Excluszvxt’y*pald ata h:rgher per cm‘ton
valuebegmmngZHS)S : _

- 4'—"Conuactsans;mphﬁedtothme1evels
'(I ]IandExclusmty] L

. u,“.

.At any level PM must have a subjectxvely
" ~determined- “visibility advantage”

- ,---Sigxmgeforcompehngmmpamesnowmcﬁzdes
“fixtiires/display signage |
Signiticant

RDAd:ﬂ'erencebetweenIandII
(1'50% value of I)

-Carton cutlet I almost an Excluswe agrment S

“ (onlylacks exclusive promotion périod) B
E Pack outlet I gives PM best savings pos:hon and _

dzctates other eompames savmgs Ioeauons

. | Flex [promotxon accruals) extended into Level [
contracts for the first time ' :

PM’s efforts play into the demre of many retaﬂers 1o
reduce clutter & better appease the ant:” establ:shment

For brand development, as well as market d’efense RJR

_ must mamtam a reasonable m-store presence by:

Batth.ng the value of PM exch151v1ty (mdependently or
in combination with B&W /Lorillard contracts). :

- Concurrently battle other companies for the #2 location,
- particularly B&W (especially relevant where PM severely
~ liodting faq.ngs and/or B&W over-developed) . . . -
- - Giving RJR partners a distinct promotion advantage
tﬁat further encourages partnershlp eonunuatzon -‘

::-.'I‘hevalue ofmanyofRIRs currentcontractsmakethe ,‘

Company vulnerable to PM assaults. To overcome this,

- the strategy became to set universe coverage objecuves -

and to develop flexible base contracts that maximize
RJR’s potential for achieving its ob;ectwes

" (See backup page 2)

RIR’s strategy, combined with the restrictive implications
of PM’s contracts, set the stage for a probable RJIR/B&W
showdown in many geographies, if not nationally

(See facer)

Financially RJIR’s actions will result in RDA expenditures
that are $55mm more than anticipated in the July
assessment ($80mm more than the 1995 C. E. )

Wholesale Relations Strengthening Efforts Will Continue Via Extehsmn Of The 1995 Wholesale
Partners Program Into 1996, With Some Inctemental Partner Ventures Also Being Tested (Backup #3)

€I¥9 ¥eo1s
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._ Full-Price Market Performance

| WINSTON CAMEL SALEM AQOFP . Total
- Volume

1996 Base Trend (afteradjustmcntS) - 235 211 - 169 95 = 710
- ImprovementPlanned 8 N e 25
TotalVoh.lmf: EE 243 220 . 17.7 95 73.5
'Changeversus 1995 N A ‘1.1 NC -9 25
. Changeversus1995 -~ -58 . +28 . -07  -18  -55

sorP - 751 663 ~ 5.55 347 2316
Change versus 1995 -8 - +36 -.14 27 91

PIv9 #6918
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1996 Operahng Plan: Full-Price Performance

Excluding The Impact O_f A Price. Increase, Full-Price MAM Is Down (50% Due To GTC) thh Smaller
' Than H"ismrwally Realized Share Lasses ( 55 pts.}

| S a8 _ SALEM ___ - m | __G_-;c__ : Umm vt

 Volume@s) c2e3 20 w7 9s CTa@ey - T3t
Net.ééltl%(mﬂi’;) - --';-$4_1_,r(>25-._ $012 750  sa01 $14- . seom  sane2

| __VanableProductCost -162" o 187 "_1.1:9 70 | 6 s a9
Baselme Spend:mg 144 279 .51 17 | B e __._"'0. o 33 '524';‘

- Investment o e2. 9 s4 B 64 . 14 i7a

' Total Merketimg 206 279 85 17 . w8y ATE L 69
luMarketing[m' . 848 n 12,69 - 4.85, o 1.7_4 - Na NA 9.46"

MAM* - $657  $496 $546 $314 $(56)  $10 $1,96"7=1 
Change Versus 1995 = (520 = 41 o) an . @2 a5 45)

MAM/m ' 27.10 22.55 ' 30.86 32.83 NA "NA  26.65
Change Versus 1995 82 82 (1.10) .80 NA NA 17

* Reconciliation of 1996 versus 1995 found on béckup page
** Attributable to currently unallocated benefit of a price increase, as well as 1996 benefits from hlgher than
forecasted RJR 1995 exit FP weekly volume

Note: See Backup #4 for MAM reconciliation 1995 to 1996

ST’PQ v691S ' 12




Savings Market Performance

DORAL Private Label =~ AOSv. Total
. Volume: -
1996 Base Trend - 288 107 .65 46.0
lmprovementPlasmed 13 oz a2 21"
. Total Volume. | - 301 114 7.2 48.7
1995 26 . o+2 - -8 . +2.0

=

: 1996‘Shére15rojecﬁons: . Lo T | | : L

‘som . 565 - . 260. . 184 ©10.09 -
~ Changeversus 1995~ %42 #0422 +24

- SOSv. o | 19.29 888 . 630 - 34.47
" Change versus 1995 +1.65 +23 65 +1.23

* AOSv. trends show improvement as a result of planned defensive enhancements on MONARCH & BEST

VALUE (Protect these brands in pockets of strength via competitive levels/values of discounting}
Ficid -

9192 ¥6916




ot - PR L i . to W - ot A o . - o o I
- ! oo - - M R ., S - Al . - - . R R
i | v P B P ) c el . RN . B . . . . . f e .

1996 O!Ierating Plan: Savings Performance

Savings Volume, Share (Market & Category), MAM And MAM/m All Improve Versus 1995

. Private . BBEST o -
_DORAL~  Label == MONARCH VALUE Al Others  Total

'.'_'_"jVOmme (Bs) ':‘ o 301 114’ a1 20 11 - 487
L :'Nets,azes (mms) e $867 $221  sul6 ss7T $28  $1,289
Vanable.Product Co's.t 150 s7. 15 o 0 '- o 243
e
| 241

- 205 .-
446

e Reta.il Pnce Reductlon o 204 o o " 27 AR 10 :

-TotalMarketng 348--_'- . 4 30 - 10

'__‘Markeung/m - 1156 474 732 500 3.64 9.16

-""1m*{$mm)  $ae9  $110 $67 $37 817 $600
.Change versus 1995 38 13 _ (5) (S) ' (8) 33

MAM/m o 1228 9.65 16.22 18.51 1515  12.31
Change versus 1995 39 1.01 61 (.13) (3.87) - (31)

* Reconciliation of 1996 versus 1995 found on backup page

Note See Backup #5 for MAM reconciliation 1995 to 1996

LT¥9 %691S 13




pmdncicm(;apmoj :

" LIFO

. Field Sales
M !’ < : ’. - )

GAE

Total

1995

- $396

858

15

216

76

K

1995

$854.

; 245

16

273

B

227

296

89

- 320

$2.538

Cost Ch e Overview

1996 “95 Cost ‘96 Vs, ‘96 Vs.
Qn..Ihn Bﬂm .25.2]!]1 Q..Ea

$867 - - $52 $29.  803)
@an. . = 2 %
&0 52 38 023

14 2 1 2

435" Y @n- (12

211 8 s 16
375 7 - @3 79

68 .5 3 21
£3v) 20 © e g

$2.538 $153 236) £0

Note: Cost overview schedules included on Backup pages 6 & 7

g1v9 P691S

Repeal 75/25 $23, increase offshore $22;

offset by inflation & leaf financing costs

" '$17 incremental for GTC (19ﬁ'omR&.D)
: ‘Smauernanomnon(msvgsmm)

Reduct:onmRetnms 6 )
Pa:mers+51vs ‘95Plan,+5~vs 950 E
Forsyth dmcountfaﬂow. A‘s (also vol. m:x)

" Sales Force 2000

AmorhmnonA‘-‘!
Retail presence protection = +80 RDA’s vs. ‘95 C. E.

$19 GTC to Fixed Mamufacturing

25 increase in gross legal expense-
(no Purchase Accounting Reserve left)

é
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1996 Operating Plan: Costs

RJR Is Commitwd To On-Going Evaluation Of All Components Of Its Cost Structure To Maximize |
Dollars Amilable For Marketplace Irwestment And Earnings ' : _

: - The full year value of eost reductlons made in 1995 is $152mm and breaks as follows

_ _'Headcouﬁt | _Est. Headeount % Headcount
Total Valne o Coniponent " _Reduction

Product Costs $52 . . Footnote#l 39 . 9%
leedManufactunng 46 $28'_ s =147 -11.
| Field Sales 2 20 +410 7
R&D 52 16 - IR
GAE 29;'-'_ 8 275 | :Z
Total $152' S 8s8 ‘ S197. T ."‘2%""“‘ e
v ‘ Excludlng Sales \ -607' %

(Smce 1 / 89 RJR total headcount has been l"educed by 4 970 or 34%}

. Aggr&emve eompeunve moves, expected con‘tlnuatlon of unfavorable extemal condltlons and the Ioss of |
- some cne-time cost beneﬁt 1tems have negatlvely 1mpact 1996 costs. Pmnazy drrvers are:

L Incremental Expense o

| o o ~Vs. 95 Op. Plan Vs. ‘95 C. E.

IWholesale’Parmﬂs o - $5,1 - %5 '
. Merchandising/Retail Presence 102 _ 80
Pension Cost | 14 . 14
Inflation/Other ' 24 ' 24
Legal 25 25
One-time beneﬁts 7 20 : 20
$236 | $168

1. Volume related reductlon is $25mm, total headcount savmgs is $83mm _
61I%9 B691S : 14




Quarterly Financial Overview

1096 2096 3096
NetSales .. . . . $1,040  $1,148  $1,204  $1,165  $4,557

L
2
E

© Morgin After Marketing ., ¢ 615 . 658 . 701 619 2593
| BelowMAMcOst . 259 . 284 324 326 - 1,193

Changeversus wes . ae a0 12 e
A Change versus 1995 0 o % o E@% o %% % -

_f'cmNetmmme o L 124 135 13- = 93 ass
| Change%mus 1995 2y 42 @D 3 1)
Changeversus 1995 - -15% 45% -16% 4% -1%

Cash EPS - - .38 41 41 28 148
Change versus 1995 (06) 13 (.09) 01 (.01)

Free Cash Flow |  (223) 166 (4) 115 " 54
Change Versus 1995 (162) 94 000 162 (106)

Note: Cash Net Income versus 1995 mcludes $55mm for Phase 1l

. 0zv9 ©691S . - ﬁ




weol ¥ .

“Akar

1 996 Operating Plan: Financial Performance Outlook

RJR’s OCC Objective Is Flat Perfonnance Versus 1995 ($1, 400mm)

| Net Sales (mm s) ‘ B
Vanable Product: Cbst o

o . _Marketmg Expense

o Margm AfterMarketmg

o Below MAM Costs

. Fixed Manufachmng
“='-__Dlstnbutxon

- Merchand:smg

: *7‘Retumed GoodExpenses _
~Miscellaneous/Other =~

: Totnl Below MAM Costs

Operating Company. COntribution |

Change Versus 1995

' Cash Net Income
Change Versus 1995

Cash EPS
Change Versus 1995

Full—Pnce

Savmgg Sub—Total

$3 148

491 _,.‘.‘z L

2023

$1 289

. 243
446

* Cash Net Income includes $55mm in Phase Il expenses
IZ%9 ©691S

$4437 o

1 080' L

508

13

211

375

- (S1)
1,145

. $1,478

- 35

2 623

GTC
$14

Cee

22

$(78)

(40)

Packaging  Total
$4,557
- 1044 -

It

26 . 2,593

‘94 - 254
a3
2 o213

26 1,193
$o0 $1,400
$488

3)

$1.48
(.01)

15




1996 Operatmg Plan Fillmg The 0CC Shortfall

As A Result Of An Originally Forecast OCC Decline Oof $130mm, Several OCC Upside Sensiﬁvities Have.
Been Incorporuted In The Plan - _

Alternatxves e | A R Value Range - Assumption -
. _$1 50/m pnce mcreasemMay o .. $40mm ~ to = $70mm $40mm
e ﬁnghefFP 1996 sthments ducto 1995 exitrate . 107 to 20 . 20.

highier than assumed (+15 to +25mm FPsticks
per_week,l with a oomp?.rablc savings downside)

+

"~ .« Potential Iaé-set_restructufmgmo_vgs 0 SRR to 20 . 120

e Tncremental cost reductions P 15 % 30 15

 GTC 1996 rollout ata slower pace - _o to. _40  __35

. $65mm to  $180mm  $130mm

16
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1996 Operating Plan: Industry Outiook

RJR Will Battle A Well Positioned PM And An Aggressive/Defenswe B&W For Volume And Market
Position. Eamings Across The Industry Could Be Pushed Down In The Struggle.

PM. e

-Wfolmnepm]ecuonsugg&msaszs:-:mm _
margmmdewxﬂlmnbmeﬁtofamoemqeage
 Has set up & Merchandising win-win for
“themselves (Compeuuongetsaneven
-moredmdvamagedretailpr&eenceocPMpays _

- less money to retaile’s) |

Loriltard o

Lig/Others

$Z%9 ¥691%6

; _PMwiﬂlﬂcelyretamalargepormnofme
,'Marlaeungﬁmmluwdeﬂleympmedly

Enteredl995w1th($400m1)

ml993

Keycﬁlemna#l Impednfgdweshmre
- Submnndvohnneatmk,wiﬂ]iﬁelyme
aggressive GPC and/or AVA push to

“backﬁﬂiostmmgsvﬁimne-umaymdude :

@cpmdeduseofﬂlepnce?dmonnnnghmmer
: Keydilemma#Z: 'l'.‘hteatmmemhmdlsmg

position-

-,-_rWilibattlehardforsomesortofvmble .

* presence and where ey Tose will likely
convert dollars not spent on merchandising
\ todmmhngm-easmatonﬂetswhere o

they retain presence

-rWﬂlgetsomevamﬁ'omﬂlllywmerga'

synergies (maybe $50mm)
Compared to PM and B&W, Lorillard’s

. likely market influence actions are very

minimal (expéct “status quo™)

Continue to punch price card in attempt to
attract volume .

B&W’s Montclair divestiture could/will add fuel

to this fire

.

PMeammgspmresmnbemmnnal,

i bamngﬂlennpactofanallontpnoewar

PMmgoodpémanto:hamtmnmmket

' “could reduce their margins $80mm
Pnce mcreasenotnewmytogmwocc

Ve:ydiﬁicnltforﬂmn mlmld
Regmupmglaogrowwhnnemlllikelybe
their major concern th

R

'Canbeexpmdwbem_téﬂpmoeand B

discounting aggressive

- Given likely volume' concerhé,“a price -
mcxmse w:ll not play mbo their thmhng

Newport discounted competitively
Rely on demand pull to protect presence

Presence difficulty in weaker markets could

slow growth

Low-end price increase monitor role

- continued

OCC Versus 1995 - -
e  +$300mm to flat
" ‘+8%toNoChange
(ﬂatlsbamcallyanaﬂautpxmewar '
and they use part of accrual reserve
to cover some of the cost)

« 8§50 to -$200cth
6% 10 -25% ST

¢ Flatto -£75mm
No Change to -12%

e Irrelevant

17




(50% of accelerated rate real:zed)

1996 RIR Volume Sensitivities

s Industry volume estimates are overly optnmst1c (no share
_ nnpact) Quant:tles represent a 1% smaller market

_-'_',WINSTON reposmonmg effort does not occur, occurs fater

- or doesn’t 1mprove trends (max:tmum u:npact)

. SALEM “Gap” defense is not able to’ be executed effectively
- across 70% of. SALEM’S VOtume base (50% of mprovement‘ ‘.

}r}‘fj'inot reahzed}

e CAMEL acoeleratds it its ngth less tha.n anuclpated

i ODORAL growth acceleratmn is only parhally reahzed (50%)‘

e RJR & mdustxy full-epnce trends exit 1995 at h.lgher levels”

~ than pro_;ected in the Plan (I% more mdustry FPin. 1996)

o« PM cxcluswﬁy growth is not overcome via RJR’s 1996 -
Merchandising plan (10% CIV coverage increase with a
5 points RJR SOM impact in related outlets)

Combined Sensitivities:
Volume (B’s)
MAM (mm’s)
Share {points)

SZP9 P6916

Full Price  Savings
(8 (-5)
(8
e
e Ay
8 s
(-8) (1.6)
(2.4) (4.1)
- $(80) $(60)
(.3) (.8)

Total

(1.3)

(8

@

=

@
(.7)

2.4)

(6.5)
$(140)
(1.1)
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1996 Operating Plan: Plan Assumptions And Related Sensitivities

| The Largest Spending Sensitivity Continues To Be Price Defense (Up To. $200mm) While Volume
Downside Sensitivities Of Up To 1.1 Share Points (5.2B Stzcks) And Lower Industry Volume

(1 3B Sticks) Also Exist -
. ,Assumm'n.?.j o

_ o Inctust::y volume inicreases shghtly due to 2

extra trading days'& continuation of an
almost flat’ mnsumptlon trend

. 2 stodunhn.gacrossthem«hstryretumsto -

: ‘Ievels expenehoedmtheMarch/Apnl 1995 .
e ThatRJR’sMarketmgandRetailPrwenoe
<" programs will-deliver the volume :
_rnnprovementsasmmed L

e 'ThatGTCcanbemtroducedm42%ofthe» |

U..8. m1996

'+ That RIR can achieve its stated retail

presence objectives by the end of 1Q96 and' )

at the cost envisioned
s No manufacturer price increase
'« WINSTON and/or SALEM repositionirgs do
. not occur or occur later than planned .

¢ RJR & industry FP will not exit 1995 at a
higher level than m:rrently assumed

s No incremental cost reduction will cccur
in 1996

Sensiti

A 1% decline versus Plan assumptions would
be ~5B industry sticks, wtthRJRsshare :
1.25B (.75 FP)

| Arange&omsummeroflwsmscauntmg

levels to “wargame” conditions could e:nst in

' 1996 (Sec baclmp page 8) -

c

. Less than antmpated brand vﬁlume xmpact

from positioning éxpansion/ cstabhshmcnt

o efforts and/or retail presence atwmment

falls short of ob;echves

GTC mtmducuon and / or rollout delayed 0 o

Sensitivities fun from earlier objecuve e

achievement to non-achievement to cost-RJR B
- more than planned to get there due to ‘

A price increase similar to 1995’s occurs, with
partial deal back (gross value ~90mm) @

$62mm WINSTON investment with .8B sticks,

$14mm SALEM investment

Positive FP volume impact (.5 to 1.0B) with
an offsetting loss of Sv. volume (-.8 to -1.5B) @

Incremental cost reduction efforts will be
evaluated and implemented @

©® All or portions of these upside sensitivities recognized to achieve $1,400mm OCC

9Cv9 PBo91ls

1996 Impact ($mm) .

5 |
: ${20) ‘ $(40)
(60) (200) |
(10): (60
40* - 20y
© *Positive ST earnings, but
" negative vol. irnplications
o of ob;ect_ave shortfall
_ 50 . 10
45 15
20 5
15 30
18




/ . [eRswEy doyoeg

1
i

51694 6427




1996 Operating Plan Backup: Price Gaps

- 11/93 % Gap 3/95 % Gap 8/95 % Gap

Unpromoted FP $16.62 $16.39 - $16.70

Avg. Br.Sv. 1243 - 34% 1191  38% 1233 35%
Avg. Lowest 11.94 39 11.20 16 1150 44
Pack Prices: _ .

Unpromoted FP 1.95 S 194  $198
Avg.Br.Sv. 144 - 35% 142 3% 147  35%
Avg. Lowest 1.36 43 128 . sz 133 49
82‘5’9 ¥6OTS
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& Merchandising/Retail presence +$80mm versus 1995 C. E.
.

RIR Plan .. ‘ Vs, ‘95

" Outlet Universe (m) 843
Exclusivity
 Full Plan 659
% CIV - 4%% - +23pts.
Component Plan - 184
% CIV 13%  -27pts.
Total % CIV 61% -4 pts.
Spending ($mm) $196 $-l_-53

LS

+ Continue wholesale relations strengthening via Whole Partners Program
(+$45mm Vs. 95 Plan, +$5mm Vs. 95 C_E))

6Z%9 %6918

Pagmnﬂm

1996 Trade Programs

M

96

12.8

80 .
s8%

16
9%

67%

$278

- B&W

76

76
51%

51%

$148

21.0

18.6
67%

24
10%

%

$96

.+2pt‘.s-

2pts.

+0 pts.

$+22

24 24
20 24
68%. - Y%
4
5%
% %
$62 $52

Backup 2




. : 1996 Wholese Programs .

e Partners (January - June}

— Measures and objectives set for individual accounts bascd on RJR Region measures and ObjeCtIVBS
- Measures and objectives for
. Total RUOR SOM
. ‘Total RJR SOS
Total RJR Full-Price SOM

. Total DORAL SOM

.. Total CAMEL SOM
— Submission of Weekly sales data

» Distributor Promotion Coverage (DPC) .
- Promotions sold and delivered by wholesaler / dlstnbutor to retail accounts not contacted by Field
Sales .
_ Approximately 62,000 retail account universe

s Continue evaluating and testing the oppertunity to utilize a wholesalers employee to work inner city retail
accounts (not contacted by RJR) to exclusively sell RUR brands, promotions and place POS

s Test with WAM, Inc. (made up of 17 wholesalers)
— Exclusive RJR Private Label brand
— Sell and deliver RJR promotions (no RJR Field Sales involvement)

PEY9 V691§

Backup 3
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DORAL  $331  $16 86 7 $62  $@41) . $369
' Privaté Label 97 3 L2 L3 2 L 3 . 110 |
. T I . Z ' b * ] . -@ . - -1- i _— P
ZEV9 V691G acks
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1996 RJR Cost Overview
Toisd | PR Depr | Other
3834 {x-LIFO = 3881) , : ‘ 514 : se48  $110 0| s738
Pl - . - B o - Payl ' '
_ | Track & - i : Tobacdo g Utities Misc./

Tvle | WhtPauk | Storsge Encineering | Op's Support | Shorglair Proc, QA Ohvision Afloc A Other . Aliocations _ o
sz - [T 8 . 317 $13 37 340 $10 $24 $0 $24 36 %7 108 72 81
Payrolt Payrolt Payrol Payroll Payroll - Payooll Peyecll - | Payrol Payroll "~ Paymll Payroll Payrolt B
37 L9 8 16 Py 0 43 -5 12 0y 9 . 0. i
' 5486 - s211 3 75 1075] 154} - 52 859 |

- L Poyrolt Payrot (Amcrtization = $48) : .

154 _ 1 :
sc8 . R " $448 el a n| e
Payolle 49) - S T (GTCE110)
. {ABocations = (26} ) Lo S BT ,
Fin. Admit, ; Petsoone¥ hﬂi* “Extemal s gt . | R T . F ' Sekes Aming | 0 A S
527 s5a s 524 526 5195 554 572 s24 515 57 (s38) 2 147 14 151
- Payrch Payroll Payoll Payroll Payrct Payrol Payrol Payrol Payron Payroll Payrol i
18 24 3 18 6 - 2 & - 1 4 5 Q
wa7e1] ssea| s1a9| sa04s
Neles.

- GTC is incluged in the above numbers
- Extemal Packaging is inciuded in the above numbers

£EEP9 w6915
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Discount[l’ricl!g “Wargame”
« With every company in the industry atternpting to implement a “growth strategy” (from Star Tobacco to
Philip Morris), the industry is set to experience “winners” and “losers”

e Only Lorﬂlard as a “losex” ‘would likely lead to a non-threatenmg pricing battle (and they are the least likely

“loset”)

o B&W and PM have demonstrated a wilhngness to promote heavﬂy* to achxeve grorwth goals or to minimize
volume declmes |

e Liggett & “wildcatters” can only be expected to continue volume push with pnce (best poss1bie result womd B

be they only take volume from each other)

.. RJR themdusuypuncmngbagofrecentyears cannotaﬁ'ordtogwegmundmblgchunksanymore o

. To quantlfy the mphcahons of altematwe pnee condmons two scenarios were ana]yzed
- GPC activity continues at current rates (5% PV above Plan w1th average values $. 10 /i carton thher)
~ GPC activity accelerates s:gmﬁcantly (15% PV above Plan with average values’ $ 35/ carton higher)
OCC impact would be as follows:

July/August | “Wafgame”
Conditions Continune Conditions Occur

Incremental Cost:

Full-Price $54mm $129mm
DORAL 29 95
Savings Reserve (22) (22)

Total $61mm $202mm

SEP9 PE9IS
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{NET SALES - 1.040 1,148 1,204 1,165
Base OCC \,336. 376 sss ] 360
" GTC (RIRT caly) 5 -0 ' of: &7
|OPERATING COMPANY CONTRIBUTION 156 1374 377 203
Intlngiblc A, e K> ] 921. 91
- . e - o et
[OPI-:R. INCOME (l.oss) NN 2 . 285 202
Antered Income: - - ) -
Interest & DehE:q)m i ’ '
Fotng: Exch Gan"ﬂ.m) ‘ ‘ ) - -
Hmmmmmnmﬂ T 2 . 128 128
Ot.‘hetnel. R i 3 RO -2 3
' .[mcoma BEFORE TAXES' 134 153 136 2l  sis]
; Headquartors Tax Allocation (RIRT aud T caly) : a4) s (44) s am
Tax Prwf(Beneﬁts) 130 139 140 99 508
heT mmmsmsma.mss 48 59 & 18 185 |
.Preferred Dividends 7 6 6 7 2%
[NET INCOME AVAIL TO COMMON 41 53 s4 H 159 |
Amoriization of Goodwill .o 91 02 91 266
.Tax on Trademarks 9 9 10 9 37
| CASH NET INCOME AVAIL TO COMMON 124 135 136 9 438 |
Weighted Average Common Shares 330 330 330 330 330
| EPS-Fully Diluted (Before Extra. Loss) 0.13 0.16 0.15 0.03| 048]
|Cash EPS - Fully Diluted (Before Extra. Loss) 0.38 0.41 0.41 0.28 48 |

LE¥9 ¥691S
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R.J. REYNOLDS TOBACCO COMPANY
NET INCOME ANALYSIS (EXTERNAL BASIS)
1996 OPERATING PLAN

* Productivity is not broken out

ge b9 ¥6918

EXHIBIT 2
($ in Millions)
[PRIOR YEAR NET INCOME 5198 $240 |
VOLUME/MIX | (170) 0
* PRICING (NEW + CARRYOVER) 73 105
 VARIABLE COSTS a7} "
~ FIXED COSTS | 30 ) 67}
_ PRODUCTIVITY * o
DIRECT TRADE (FOODS) |
MARKETING/MERCHANDISING 65 (220
LOCAL SHORT TERM INTEREST 1] ()
HQ ALLOCATIONS (RIRT & TI only) 97 an
FOREIGN EXCHANGE | r
OTHER | 35 21
OPERATING COMPANY TAXES 12 (16)
HQ TAX ALLOCATION (RJIRT & TI only) (18) (27)
TOTAL NET INCOME GROWTH $42 (855)
[TOTAL CURRENT YEAR (NET INCOME) | $240 | $185 |




. v 1oy

'R.J. REYNOLDS TOBACCO COMPANY
NET INCOME ANALYSIS (MANAGEMENT BASIS)

1996 OPERATING PLAN EXHIBIT 2A
($ in Millions) '
|PRIORYEARNET mcom: $198 - 5295
VOLUMEIMIX , an) o]
- PRIC]NG(NEW-!— CARRYOVER) Ty 105 |
'VARIABLE COSTS oar| o .27
FIXED COSTS 30
WPRODUCTIVITY . o
* ‘DIRECT TRADE (FOODS) AU |
- MARKETING/MERCHANDISING BN ()] I @0
LOCAL SHORT TERM INTEREST A (D
HQ ALLOCATIONS (RIRT & TI only) 182 | 96)]-
FOREIGN EXCHANGE o
OTHER | 35 21
OPERATING COMPANY TAXES 12 (16)
HQ TAX ALLOCATION (RIRT & TI only) (48) 3
TOTAL NET INCOME GROWTH $97 (5110)
[TOTAL CURRENT YEAR (NET INCOME) | l $295 | I $185]

* Productivity is not broken out

6EY9 ¥691S
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R.J. REYNOLDS TOBACCO COMPANY

1996 CAPITAL PROJECTS

MAJOR PROJECTS

(8§ in Millions)

|aTe - Dotnestic capital only

Prior Years

1996 -

$92

8457

(see recon below)**

w3

o $a57}

si63 |

séz0]

Approved CAR's

$0.0

To Be Approved CAR's

$774

NOTE: All projects should be listed in which the total individual project spending (capital + expense) exceeds $10million for RJRT, NHC, and TI.
*1996 Grand Total must agree with the Cash Flow amount on Exhibit 3.

** The CAR for GTC will total $88.5MM and will include both the Domestic and International spending as follows:

Domestic
Interpational
Total

T¥¥9 V691IS

Capital
3774

Total CAR

$79.5

B9  §01 50

$863

$22  $885

CAPBUD.XLS
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RJ. REYNOLDS TOBACCO COMPANY

INVESTED CAPITAL/CAPITALIZATION :

1996 OPERATING PLAN ' o : EXHIBIT 5
($ in Millions) : :

aN s MaR [ 01 JAPR May e [ o2 Uy auc see [ o3 Jeor Nov pEC [ o | H
' e

" Cash & Cash Equivalent _ ‘ o i ey . 39
" Accounts Receivable T 48 o st : - so} .
AmmtskmqvnblcSold - , ¥ ‘ ‘ * (36) L @Y _ . 1 - oenl - _ onl
Prmd&m R ' % - 00§ . e} R ;
PoimsPeptle | o | oy e e
| Acorued Uiabifites . " . G T L., KNI et ey
Income Taxes  *- : ~ - . L el . [c27)) - S €, G

-,

'-_-Tomwmc.pam SR Y Y S aol S T R SR ) ¢

Pmp.,Plam&EqmpumNet s o 1.516 o o Lass| i ' 1.,I487_ - | . _ 1472 |
- Ciher Asséts B ST ey o L Rebesl| L I I v )| ST . {4
‘Gw deemam&lmngws T zeoal o ‘ poapoeasf - o gzl o A 11,730

R ['rommwvmznmmml, ‘ . 13408] = o 3ot - 1 3oa3| -  - 13,084 j-

Current Mawurities - LTD o E : . : - ' I
Other Liabilities o _ 829 ' : 245 g 825 806
Long-Term Debt : - ‘ -1 - . L
Deferrsd Income Taxes 1,314 1302 1,290 1,278
Intercompany . 9,995 9,654 | 9,449 9,504
Preferred Stock + TOPtS _ Soo. -1
Common Stockholders Equity 1,360 1 va9}) 1479 1,496

[TOTAL CAPITALIZATION . 1 13,498 13,220 _ 13,043 13,084 |

Ratios: .
Reported ROE 337%
Cash ROE 10.32%

ZPb¥9 ¥691S
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R.J. REYNOLDS TOBACCO COMPANY
-- 1996 OPERATING PLAN -
TREASURY PLANNING AND ANALYSIS

($in Mxlhons)

EXHIBIT 6

' INTERNATIONAL CASH REMITTANCES

3 Dividends & Branch Proﬁts

Royaltm E
' Product&omcr

: Wrthholdmg Tax -

| Total Netkﬂiﬁtxances |

1995F .

1996

NA

WA

INTEREST EXPENSE

Short Term BonW - Debt Instruments
Other (Imputed Interest)

Total Short Term Interest

N/A

N/A

Memo: Long Term Interest

EP¥S P691S
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RJ REYNOLDS TOBACCO

VOLUME/PRODUCT CONTRIBUTION

1996 OPERATING PLAN
(S in Millions)

JAN

. VOLUME Gn Billions)
Full Price
" . Branded Savings -
- Privatc LabeVBlack and White

MAR

EYME
794

31

|>

IR
o
e
™

|

=

Cwer|
T OBy -
34)

:
mty

E

L
a

193

rol

EQV

134
91}
34
03}

' FOTAL VOLUME

28.17

3L0

Ky

Lol

. PRODUCT CONTRIBUTION
Fult Price o
Branded Savings
Private Labcl/Black and Whits
GTC .

3431

17l

.59
21
L)

ekl g iT.‘; 3

—

- 312

21

6D

219

s

fTOTAL PRODUCT CONTRIBUTION

408

447

£
&

bv¥9 ®weors

383

1,729 | .
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o wi .'.I'N ERATING PLAN '.

PERFORMANCE PERSPECTIVE

Historical lack of competitive positioning eliminating opportunity for short tenn stab:hty or long
term growth :

WINSTON experiencing long term share-of-market declines:

| | AugustYTD | -
1985 1995 Change _
Base 1136 578  (558)
Select NA - 95 98
Total 1136 673 (a83)

- . . as a result of negligible younger adult smoker a'ppeal.

Profile | |
WINSTON Mariboro Industry
1985 1995 _ 1985 1995 (SOS)* 1985 1995
18-24 7 3 33 24 (61) 16 13
25-34 23 13 34 36 (48) 27 24
35+ 70 84 33 40 58 63

*Share-Of-Smoker

ECLA.SEP
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1 WINSTON OPERATING PLAN

- BRAND

. . . which are also reflected in packaging preferehces '

1995 Profile

* Pack/Carton 38/62 | @ S s7143
Box/Soft Pack 15/ 85 69+ o 42758
...:aSWéll'as tar category profiles:
| 1996 Profile N
WINSTON Mariboro ' Industry
Full Flavor 50 43 ' 39
Lights 40 55 47
Ultra Lights 10 2 14

All leading to switching and aging losses that are crippling WINSTON.

.svv9 $6915
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1 WINSTON UPE PLAN

Imm Objective - 199

Develop and conf' m posntlonmg WhICh can dlfferentlate WINSTON sustalnmg Iong term )
| growth |

 Consumer confirmation: week of 12/11

e SSA launch (Southern Sales Area): 4/96

o . Unique: " No one else is there
. Mganmgful ~ Relevant to consumers
. _M_bjg W‘II consumers grant it to WINSTON

Supported by both attitude and a product pomt-of-dlfference |

Position =N B. .
Attitude (Heart) Product Point-Of-Difference (Head)
e True to himself / herself e 100% natural tobacco
» Straight up kind of person e No artificial ingredients
» What you see is what you get ¢ No additives
: o All natural. All tobacco. All taste.

6evP9 #6918
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1996 WINSTON ING PLAN
PLAN LEGEND

1995 Estimated 1995

1995 Ex. Recall = 1995 minus positive impact of PM recall

1996 Baseline Business férecas_t with maintenence level .of_fs.upport (no repositioning)

1996 Plan

SSA (Southern Sales Area) launch of repositioning 4/96:
e National product changeover
« National print support

o Heavy-up marketing support in SSA only

@5¥9 %6918
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1996 Winsfon Op Plan

Volume
* '96 Baseline shows slightly improved performance on Base Winston
offset by declines on Select.

*'96 SSA repOSItlonmg provides incremental volume of 800mm.

1995 1996 1996
1995 ex-Recall Baselme Plan

Base Winston 225 247 205 210

% Change vs. YAG 6.6%  9.7%[ -8.7%| -6.8% -
~ Select | 45 45 29 33 |
% Change vs. YAG 03%  -0.3%| -35.3%|-27.3%
B
Total Winston | 27.0 26.2 234 242 l
% Change vs. YAG -5.6% -8.2%} -13.1%|-10.2%
\

1S%9 ¥691S




1996 Winston Op Plan

Volume Rationale - |
- * Key Baseline assumptions reflect improved Price Gap executlon .
on Base Wmston offset by elsmlnatlon of Select spemf' c promotlon support.

- *'96 Plan volume benef' ts from incremental competitive share
and restored Select trend.

‘Base

o e Wmston Select Total

| Baselme o | | | :

 Price Adj. Base Trend - 19 9 4.6- 245
* Price Gap Defense | .03 (02) o041
* Select Switch Base (28%) 03 - 0.3
* Eliminate Brand Building - (0.4) (0.4)
* Trend Deterioration (23% - 15%) - (1.0) (1.0)
Baseline Volume 20.5 29 234
1996 Plan (Reposition 4/1) -

. *.5 SOM Repositioning (SSA) 0.3 0.1 04
* Restore Select Base Trend ' 0.2 0.2
* National Advertising Impact 0.1 0.1 0.2
Total Plan Volume 21.0 3.3 24.2
Difference vs. Baseline 0.4 04 0.8

€SP9 Pe9rg




1996 Winston Op Plan

Share
* Repositioning efforts in SSA reduce share loss by .17 SOM versus Baseline declines.

. 1995 1996 1996
19_95" ex-Recall Baseline Plan

som | o

~ Base Winston | 4.88 473 446 = 456
Change vs. YAG (0.35)  (0.50) (0.42) (0.32)

 Select 101 101 089 076
Change vs. YAG 002 - 002 @ (0.32) {0.25)
Total Winston 5.89 5.74 515 532
Change vs. YAG (0.33) (0.48) (0.74) = (0.57)

€Ss¥9 ¥6915




1996 Winston Op Plan

Share
* Repositioning efforts in SSA reduce share loss by .24 SOFP versus Baseline declines.

1995 1996 1996
1995 ex-Recall Baseline Plan

" SOFP

Base Winston 694 673 630 644 )
Change vs. YAG (0.56)  (0.77)  (0.64)  (0.50) \
Select 144 144 097 107 |
Change vs. YAG 0.02 0.02 (0.47) - (0.37)
~ Total Winston 838 817 727 751

Change vs. YAG - (0.54) (0.75) (1.11) (0.87)

HSH9 $691S




1996 Winston Op Plan

MAM

* Total Plan MAM down $38mm ($657mm vs. $695mm) vs. Baseline dueto
repositioning investment.

1995 1996 1996
1995 ex-Recall Baseline Plan

MAM(@GMM)  § 709 $§ 682 § 695 $ 657

Changevs.YAG $ (34 $ (61)'$S (14 $ (52)
MAM/M | $ 2661 $ | 26.01 $ '29.64- $ 2713
Change vs. YAG $ 0290 $ (061) $ 3.03 $ 0.51

SSr9 P691S




. | 1‘..WIN - TINP N - .

REP ECTIV EBUILD WINSTON B D EQU

« Ensure Franchise Support / Buy-In

e Establish the positioning
- __e_elagg_mﬁ_mm to establish and sustam Brand presence and message
= Build and mamtam WQ@QL&Q |
Lmzagg_mm_dm_m via a Discovery strategy
. | . oker

- Interject WINSTON into competitive smoker’s purchase patterns with retail promotion

- Use direct marketing to engage OU’s and establish UB's

- Exploit WINSTON Cup appeal to accelerate new positioning and heighten motivation

e Minimiz S Vi Il ver randed savi

- Mam;am 35;,: Qnge gap versus Branded savings

95%9 v691S
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1996 Winston Op Plan

Spendlnq
* Repositioning investment totals $62 Tmm.

* SSA focus in '96 plan results in $28. 8mm spendmg reduct:on vs. 1995
- ($.31/M decrease) i . B

1996 1996  '96 Plan '96 Plan

Baseline Plan - vS8.'95 vs Base |
 Advertising 10 342 144 332 -
Retailt. 895 1052 (51) 157 . |
- Continuity g | 3.0 57 (2.5) 2.7 1 -
Conversion/Comp DM R 109 (116) 109
"SME 22.2 29.7 6.6 7.5 1
RetentionIRelatio-nship 125 2.8 (18.6) (9.7) -
New Initiatives = - 1.5 15 1.5 {
Other o 15.4 18.3 (10.9) 2.9 o
Total 143.6 208.3 (26.2) 64.7
Less: Prespending - (2.6) (2.6) (2.6)
Total Net 143.6 205.7 (28.8) 62.1
$/M | % 6143 $ 849 $ (0.31) $§ 2.36

LS%P9 Pe91Ss




1996 W PERATING PLA

KEY INITIATIVES

ELag_S_tmtggx Mass media (ultlmate plan to be detenmned by creative execution) -

mmma:!sa 11% SOV (Marlboro 18%) |

Spending
e Print | 22.6
e OOH | 6.1
e Production - 55
Total $34.2MM
1996
¢ Advertising Awareness 50%
®

. Attitude Agreement 25%
85%9 ¥691s )
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1 WINSTON OPERATING PLAN

KEY INITIATIVES
Pl

_E!g_u_s_t!:ajgggy Retail promotion

'« National PV levels comparable (‘95 vs. 06) with heavy up in SSA
. Ofl’ens:ve offers focused in SSA |

'1996 | o 1996“-2

1995 (National) @ - (SSA)
SMM %PV = SMM %PV = SMM %PV
. Offensive 326 7.0 267 45 17.8 103
o Defensive 710 2138 768 23.3 199 233
e Presence/Other 6.7 - 3.7 = - =
Total 110.3 [ 28.8 105.2 [ 27.8 376 342

65F¥9 P691S
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1 WI ERATING PLA
INITIATIVE
| Pln : A__'_e-' positioning e-engage competitive

| _Ian_'Sl!:aIe.gy; Competitive direct marketing

. Broad reach effort to establlsh posntnonmg and guarantee extended use
- 1996 400M 21-34 SSA competltwe smokers

- 4-pack mallmg wnfh positioning v:deo followed by 12-pack heavy up
to ensure product use

- $10.9MM / $27.5 per participant

', » Discovery effort - grass roots word-of-mouth momentum ($1.5MM)
- 1996: 8 cities focused in SSA

- Positioning and product delivery

- 9,000 contacts

09%9 ¥691S




o 1996 winsToN @ERATING PL. ")

KEY INITIATIVE

PLa_g Ob;gct:ve. Re-engggg ggmpe_tiﬂvg smokers
_|an_S_t£ateg1 Motorsports Ieverage

o Exploit WINSTON Cup appeal to accelerate new p05|t|omng and helghten motlvatlon
° Establ:sh WINSTON Motorsports Club” as premier WINSTON Cup assoclatlon |
- Competitive focus: | - _‘
- Franchise glqnﬁcaj:lon

« Build word-of-mouth momentum

Key Initiatives  Cost ($MM)
s Motorsports Club |
- Competitive continuity 5.7
- Quarterly direct mail 3.2
9.4
+ At-Event Promotion
- Personal Selling - X
-- 150,000 reach
- Tent/ presence 3.2
e Operations 18.7

T2%9 ¥69715 Total 35.4
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WINST ERATING PLAN

1. Launch in SSA (plus Houston) April 1996
- Positioning supported nat_ionally'v.ia print'and'POS B

- Major' investment in SSA only

ation ansi ril 19

a. .50 SOM Year 1 (1st ASA .44 - .65) followed by .20 / .40 buyer base expansion
with 25% conversion to UB’s

b. 1.00 SOM Year 1 followed by .40 / .60 buyer base expansion with 25%
conversion to UB’s

2. No repositibning - manage decline

Z9%S P691§
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® 1996 Wirffbn Op Plan - R )

Return on Investment
* MAM positive versus Baseline after 2 years with 18% ROI.

1995 1996 1997 1998 1999 2000

Volumes T T
Op Plan - 27.0 24.2 24.4 234 21.3 20.5
~ Diff vs Baseline -_ 0.8 3.3 4.9 52 60
~OpPlan $ 236 $ 206 $ 291 $ 287 $ 289 $ 295.
Diff vs Baseline - $ 62 $ 152 $ 150 $ 155 $ 160 .
Op Plan $ 709 $ 657 $ 580 $ 547 $ 470 $ 435
Diff vs Baseline $ 38 $ (B9 % 22 $ 27 $ 51

ROI : 18%

£9%9 P691S




| . 1996 Wi‘n Op Plan - | o .

Return on Investment (1.0 SOM Scenario)
* Represents significant investment opportunity with 276% return.

1995 1996 1997 1998 1999 2000

Volumes . - o | . - \
1.0 SOM - 270 247 265 256 244 239 ;
Diff vs Base Case | 1.2 53 71 83 94
1.0 SOM $ 236 $ 206 $ 291 $ 306 $ 319 $ 336
Diff vs Base Case % 62 $ 152 § 169 $ 185 $ 200
mam | | | S
1.0SOM - $ 709 $ 672 $ 652 $§ 606 $ 551 $§ 6518
$ 107 $ 133

Diff vs Base Case $ 2% 32 % 8

ROI: 276%

vov9 %6916




1996 WINSTON OPERATING PLAN

Sensitivities | | |

e Price gap worsens | | - $.1--9MM_ - $62MM |
"+ Volume upside (100MM - 200MM Q495) ~ $3.5MM-$10.5MM 1
- 100-300MM‘96 e e T
» Heightened Mariboro defensé (continued 2nd Half ‘95 $36.0MM

rate - 28%) | - ‘ |
| .
. Repositioning 1/2 effective (394MM unit downside) $13.83MM

» Unsuccessful implementation of two full price displays $16MM - $27MM

- 450MM - 750MM unit downside

5979 p691g
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1996 CAMEL PLAN
CAMEL Share Growth Trend

1985 1995  Change
Total CAMEL 435 440 .05
CAMEL Ex Reg 2.60 360 [ 109

~...due primarily' to growth among 18 - 24 year old smokers since repositioning

CAMEL Ex Regular -
~ (Share of Smoker) | - 1995 Profile _
1985 1995 Change CAMEL Marlboro  Industry
18-24 3.0 104 7.4 25 24 13
25-34 3.7 5.5 1.8 26 36 24
35-49 2.1 3.8 1.7 30 30 36

50+ 2.1 2.2 B 19 11 28

LO9P9 P691S




1996 CAMEL PLAN

... and is supported by significant shifts in style preference

1985 | 1995

CAMEL CAMEL _ Marlboro __ Industry
Soft Pack 9 49 3 58
Box . 10 51| 69 42
FullFlavor 67 5 43 39
Lights 33 46 55 47
Ultra Lights - . 4 1 14
Pack 36 54 - 83 43
Carton 65 46 : 47 _ 57

All indicate potential for continued long-term share growth.

89%9 $691S




1996 CAMEL PLAN

Vision

Re—establlsh younger adult share momentum and accelerate share of
full pnce growth.

Corporate Role

RJR’s primary source of young adult growth short andlong—'term.

Positioning

CAMEL has a brand personality that embodies the attitudes of

younger adult smokers -- irreverent, virile, unexpected, social and
fun-loving. -

6979 ¥691%



1996 CAMEL PLAN

Volume Performance (Shipments)

1994 1995 1995 (Ex Recall 1996

Total CAMEL  ~ 193 209 202 220
%Chg.vs YAG 7.8 83 46 8.9
ExRegular 157 175 168 187
% Chg. vs YAG 97 15 | 70 113
Regular | 3.6 3.4 - 34 33
% Chg. vs YAG 4 5.6 56 3.0

Perspective

e 1996 goal makes CAMEL Ex Regular highest % growth of all full price
brands in industry.

PLY9 T691S




o _ _ |
1996 RVEL PLAN ®
Share of Full Price
LE LE _4
1994 1995 1995 (ExRecall) 1996
Total CAMEL 591 627 6.06 6.71
Chg.vsYAG  +07  +36 [+15__ +44
ExRegular 490 520 508 579
Chg.vs YAG  +16  +.39 ¥ 18 +50 |

 Share of Smoker

18-24 99 10.4 10.4 114
Chg. vs YAG -4 +.5 +5 +1.0

Perspective
o Ex Regular SOFP growth objective: +.5
- 1.0 YAS growth = +.1
- - 6% conversion rate = +.4

TLP9 769215




® 1996 Cg\AEL PLAN - ®

‘Share of Market
| ~ LE LE _
1994 1995 1995 (ExRecall) 1996
Total CAMEL 4.13 4.41 427 472
Chg.vsYAG  +15  +28  [f14 %31
Ex Regular . 342 372 358 407 :
Chg. vs YAG +.19 +.30 +.16 \ +.35

CTL¥P9 P6918S




1996 CAMEL PLAN
Financial Performance |
1994 1995 1995 (ExRecall) 1996
MAM 419 456 429 o497
Chg.vsYAG 59% 9%  [2% __ 16% ]
MAMM 2198 2236 2126 23.02

Perspective

e Business building advances earnings 16%.

ELP9 ¥691S




1996 CAMEL PLAN

Key Strategies

. Cre_ate marke_tplace news with three integrated marketing e_ve__ntS.
| . 'Establ'ish.high grOwth reg'ions that provide I-Ong-—term"’momentum'.

- 20% Share goal among YAS in hlgh growth reglons
over three years

e Convert competitive smokers with emphasis against 21-24

e Maintain competitive pricing versus branded savings

|

_ .
PLY9 D6OTS : ‘
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® - 1906 oL PLAN ®

Spending
Change vs YAG |
1994 1995 1996 1996 1996 - Rationale
Advertising 45 50 59 5 9 'SOV.increase 9% - 12%
Retail 100 111 116 M1 5 31% PV vs 41% 1995; 20% pricing
Continuity 42 - 36 48 - -6 12 Proof value 13.5¢; expanded offers
Conversion 27 33 25 6 -8 6% conversion rate; reduced reach
- SME 11 9 11 -2 +2  SJRCupcarincluded .
~ Retention 7 10 6 3 @ 4 Solidify conversion prospects
New Initiatives - - 3 3 Microbrand introductions |
- Other .20 24 11 4 13 Eliminate 1997 pre-production
TOTAL 252 273 279 21 6
$M 13.19 1329 12.69

Perspective

¢ Minimal incremental investment for significant volume/share return

- $/M significantly reduced

SLY9 $691S ‘
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. | 1996 CA”EL Plan
Plan Strategy:
Create Marketplace News
MEDIA High Impact Events
| | " Big Brand Presence
Competitive Share-of-Voice
- SOV (%) Spending ($MM)
. - 1990-93 1994-95 1996 - 1995 1996
CAMEL 12 9 12 31 46
Marlboro 19. 20 17 75 75
" Event 1 - Event 2 Evént 3
EMA M J.-_J.-Aﬁ O N D J
OOH - .
- High Growth 1 I i I
- Threshold T T T T T T
- Neons/Walls
Print < » < > «
Total Media
Events
Production
TOTAL




. 1996 CMEL Plan | .

Plan Strategy:  Create Marketplace News

New Initiatives: Cigarette microbrands that generate incremental business
and build Brand equity
| - Red Kamel
- Kamel Menthe
Non-cigarette CAMEL trademark products (CAMEL Cugars)
Innovative marketmg ideas

Current P-rojects: Red Kamel/Kamel Menthe

Launch Dates: January (bar program) March (retail) — Red Kamel
April (bar program) June (retail) -- Kamel Menthe

Metro Markets: New York, Dallas, Seattle, LA, Denver, Chicago
Marketing Support:  Advertising — National and local print

Retail - semi-permanent display and POS
Promotion -- bar program events; no retail promotions

New Initiative Spending: $3.0MM
Red Kamel/Kamel Menthe 1.9
Other Projects 1.1

LLYS ¥69T1S




1996 CA”EL Plan

Plan Strategy:
Convert Competitive Smokers

~ Retail Promotions:  Workplan integrated with event themes
"~ 31% PV (double Mariboro PV)
51 % spending in High Growth Regions

-~ Event1 Event 2 Event3

F M A M J J AS O N D J
o ~ Workplan X x x x x x o
| - Incremental Priority - | S X
~ Collector's Pécks | X
| 1995 1996
$MM %PV $MM %PV
Offensive 55 14 | 59 11
Defensive 56 25 57 20
Total 111 39 116 31

BLYPY F69TS




. 1996 CmEL. Plan .

Convert Competitive Smokers

Continuity:  Three event-themed catalogs
Expanded offers
Cash use outside of catalogs
Increase proof value: 13.5¢

Event#1 Event #2 ~ Event#3 |
F M A M Jd J A S O N D J
" Event Catalogs +— >
| = retait drop | . -
1995 1996 -
$MM # Proofs $MM # Proofs
36 255MM 43 240MM
5 95 Prespending
48

6LV9 P6915




. | 1996 CMEL Plan .

Convert Competitive :Smokers

Conversion: Expand pool/biker programs -
Add new cities to bar program
Test new options to character conversion (direct mall)
Improve/refine based on results

'Reach © 15MM 19MM
Conversion Rate 11:'% | | 6% |
Converted Smokers C161M - 120M

Spending $33 $25

e8¥v9 ve919




. | - 1996 C&II_E_L Plan .

Plan Strategy:

Competitive Pricing/Retention

Direct Marketing:  Support vulnerable post-converswn part|c1pants
| | Malntaln core franchise loyalty

# Mailings Sp_endlng Cost per Smoker
| SMM ' A
Vulnerable 11 4 ' $14.19
(300M)
Loyal 6 | -2 $9.17
(200M)

1899 Pe9TS




Regional Plan Summary

Advertising

OOH

Print

Neons/Walls

- Event
~ New Initiatives
 Retail Display
Work Plan Promotions
Collectors Pack
Continuity

Conversion

<8ve 6916

1996 MEL Plan

High Growth Threshold - Low
Impact Threshold -0-
Print Print Print
Neons - Neons - 0-
Event - -
New initiatives : -
Camel Specific Camel/Shared CameIlShared
7 6 4
1 1 1
Display/Ship Ship Ship
Primary Secondary -




. - 199 C&I_I= Plan

High Growth Regions

Criteria: Strong 5 year trend
| YAS Growth |
Business Building Opportunity
- Volume Importance

High Growth Regiohs |

Minneapolis - Detroit .
Seattle N. California
Denver S. California
Chicago Flonida
Pittsburgh

Total CAMEL Volume: 62.4%

£8%9 P691S




® - - 19@&& Plan @

Threshold Regions

Criteria:  Moderate Share and Volume growth
Average YAS o
Average Business Building Opportunity

__ Threshold Regions

Atlanta ~ Boston
Buffalo Houston
St. Louis Richmond
Cincinnati Dallas

Total CAMEL Volume:  28.4%

899 ¥691S _ i




1996 C&lEL Plan

Low Priority Regions

Criteria: Weak Share and Volume performance

Low YAS share
Low Business Building Opportunity

Low Priority
‘Regions

New York
Philadelphia
Winston-Salem
Hartford

Total CAMEL Volume: 9.2%

S8%9 P&6916




1996CA&EL PLAN .
Issues/Sensitivities | |
Category MAM Impact
* Volume Upside
- improved 4th Quarter +100 to +200MM - $7MM - $17.5MM
- provides 1996 +200 to +500MM |
e Retail B
- price gap worsens | ($18MM - $51MM)
- Marlboro % promoted doubles (to 2nd Half 1995) - - ($27.5MM)
- reduced pack outlet dssplay - - ($8MM - $14aMM)
. Advertlsmg | . N | -
- - viability of Joe CAMEL Campalgn - S
e Continuity |
- Marlboro increases proof value ($8MM - $12MM)
e Conversion -
- Conversion rate 4% vs 6% plan (-.13 SOFP) ($13MM)
e YAS Share

- Growth .5 vs 1.0 (-.05 SOFP) | ($7MM)

28F9 #6918
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1996 SA!EM Plan | ®
AD .' i | Tren
SALEM  7.39 3T (42 |

. due to lnttle to no appeal among 18-24 year oId smokers and sav:ngs pressure among 35+
smokers S |

Share of Smoker

_SALEM Newport - Kool |
1985 1995 1985 1995 1985 1995
18-24 6.5 0.7 10.7 12.3 4.5 1.4
25-34 10.5 - 3.5 8.8 10.4 - 9.5 2.0
35-49 9.4 5.7 2.9 5.0 5.7 6.1
50+ 8.7 6.0 0.9 1.4 4.1 29

a8b9 6918



1996 SA’EM Plan
Lack of 18-24 appeal is reflected in style preferences . . .
| | 1995 |
"SALEM @ Newport = Kool Industry
Pack 48 73 - 90 =T A
Carton 52 27 | 50 43
~ SoftPack g7 45 - 8 58
Box. 13 | 5 14 _42__
FF : 34 84 69 39
LT | 47 16 - 28 47
ULT 19 -0 3 . 14

. . . while the Brand has also missed out on menthol dynamic occurring in African-American
market.

White 68 39 50 81
AA 24 49 41 10
Hispanic 43 3 5 4

These factors have led to a significant sustained SOM loss on SALEM.
: 68%9 ¥6915




1996 SA!EM Plan

Vision

| Identify positioning for long-term brand growth.

'Coiporate Role

Defend Brand’s franchise/current base of smoker.

Positioning

TBD—goal is positioning alternatives identified by year end (1995).

06%9 691G




1996 SA'EM Plan

Volume/Share MAM

1995 1906 Diff

(ex. recall, price gap) :

* Shipments o477 178 77 -
(billions) - R - - |

% Change - 4.3 -5.4 | - “NA

SOFP | 5.69 563 555 = -13

SOM 4.00 3.96 3.93 -.07

MAM ($MM) 562.1 567.8 545.9 -16.1

Perspective

e Significant increase in price defense against Kool/Newport allows SALEM to maintain

volume level versus year ago.
16%9 ¥691S




® 1996 SA’EM Plan
iv T
. Identify poéiﬁoning for long-term brand growth |
e In-market Ialunch third quarter, 1996
II Defend Brand’s franchiselcurrent b.as'e ,df smoker .
‘ * Maintain competitive |;riCing versus key full-price opponents

- Price gap .
- Checkout couponing

e Establish retail presence in primary defense markets

- Renew retail display presence
- Implement retail defense promotions

c6P9 P69l1S

e Sustain relationship marketing among targeted franchise smokers




1996 SAtEM Plan |
ndin |
1995 1996 96 Plan
| _LE Op Plan _vs 95
Advertising $0.0  $0.0 $0.0
Relationship Marketing 14.7 13.2 - (1.9)
Retail: - | .
Checkout coupon 4.5 6.0 - 1.5
Price gap | | 236 - 521 28.5
Co-marketing 50 86 36
Work plan 0.0 08 - 08
DPC/megavolume 0.0 11 11
POS/other | - 03 03 - 00
33.4 68.9 35.5
Preferred 4.5 0.5 (4.0)
Agency fee 1.5 1.5 0.0
Market research | _ 16 _ 13 _(0.3)
TOTAL | $55.7 $85.4* $29.7
P iv
Over 80% of Brand funding directed against price defense versus key competition.
*$14MM additional being held in reserve for SALEM repositioning. EOvS TeRts




1996 SA’EM Plan

Key Retail Strategies
Maintain franchise base protection ‘while renewing retail display presernce.

e Price gap coverage at 70% of Brand’s volume base.
« Checkout coupon targeted against Kool/Newport.
« Retail display presence nationally, where appropriate.

e Work Plan Partners promotion in key primary defense regions (New York
and Philadelphia). |

e DPC Promotions in key menthol-oriented outlets.

P6P9 769185




Work Plan Défense Markets

Philadelphia.
New York Metro

Primary Defense Markets
Pittsburgh
Richmond =
Winston-Salem
St. Louis

Chicago

Remaining Markets
Atlanta

Cincinnati
Petroit
Dallas
Florida
Buffalo
Boston
Houston

N. California
Denver
Minneapolis
S. California
Seatlle

56%9 P691S

1996 SA’EM Plan

SOM

5.4
4.6

6.0
- 5.6
5.4
4.5
4.4

4.6
4.5
3.7
3.7
3.5
3.2
3.1
3.1
2.7
2.6
2.4
2.2
2.1

Volume

% Rank
73 4
6.2 4]

44 (128 Index)

9.6 1
89 2
5.8 7
74 5
9 3 .

39 (131 Index
39 M
54 9
5.7 8
3.7 12
35 15
46 10
3.6 14
16 20
29 18
31 16
31 16
3.7 13
24 19

a7

Bldg

ad

0w N A

14
12
18
13
10
16
20
19

17

15

Buyers
Rank

7
8

O bN®

10
11
12

13
19
17
20

16
14
18

Responsiveness

Price Retail

H L
A L
H H
H H
A L
H L
H A
L A
A A
H L
L L
L H
A A
A A
L A
L H
L H
L L
L H
L L




1996 SAfEM Plan

Checkout ‘Work Plan " Retail
Coupon Partners Presence**

X P
X S

Qg
<
<)

3

Philadelphia
NY Metro

- Pittsburgh

~ Richmond
Winston-Salem

- St Louis

_Chicago -
‘Atlanta

~ Dallas

- Florida
Buffalo
Houston

N. California
Denver
Minneapolis
S. California

Seattle v ' '

*Price gap coverage: F = full, P = partial, N = none
**p = primary, S = shared display secondary, O = opportunistic (where appropriate)
***Nationally, where appropriate

. . ! }. v
ZZWZZZUVOZZMTOMMAAMT TN lgg-
+ QO

O|-—
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1996 SALEM Plan

Check i

. _'Total' Spending:

45 6.0 415

e Increase due to:

- Full year at $3.00
- No set cap on “triggers”

¢ National focus

e Eleven cycles (January - October)

Trigger set against most major menthol styles, as well as competitive Savings menthol

e PV (coupon offers only): 360MM units

L6¥9 Pe91s




1996 SA’EM Plan

lationshi
- Reinforce franchise loyalty through equity-based efforts.
¢ Total spending:
147 - 132 - -1.5M o
- Decrease due to reduction in database names (currently 800M)
« Name generation activity to strengthen franchise database
e Six mailings and coupon sleeve (end of year)

e Offers include continuity programs, carton coupons, or both

e PV (coupon offers only): 360MM units

86v9 ¥6918




1996 SA’EM Plan

Time Line

- Price Gap

- Checkout Coupon e s — - |
WP-Partners S X X o
DPC | X X X XX

Megavolume | | - X
POS >
Relationship | X X X X X X

6679 F691S




1996 saPEM Plan

nsiuy L
Issue MAM Impact
- . L ($MM)
. Price gap couponing:.
- Price gap sensitivity within model (-200MM units) $7
« Effectiveness of retail implementation | . -
~ Target Coverage ~ Lossofinc.  SOMimpact \ |
80% - 200MM .04 87
« Accelerated competitive activity , _ | o
Scenario | | Budget impact (MM) -
Change in coupon value ($.25) - | 37
Change in PV (1%) 3.1
Aggressive competitor ($.25/ctn and incremental 5% PV) $15-17
ll. Savings activity:
+ Widening of retail price gap with Savings menthol products: Volume 120-130MM $4-6
ill. Retail: Reduced pack outlet display: Volume 225-400MM units $8-14
V. Compétitive direct marketing (new program):
 » Newport: targeting of SALEM Lights franchise
$2

Mailings: 350M circ, 1 per quarter (2 ctn cpns)

@059 %6918
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@ o B
VANTAGE/MORE/NOW

- 1996 Operating Plan

. Malntam core franch|se onalty and optnmlze targeted opportumtles
which deliver share performance and proﬁtablllty

Corporate Role

e Contribute positive MAM and SOFP to RJR’s full price portiolio.

£959 P691S




VANTAGE
1996 Operating Plan

!g SII' ! | .

. Delrvera credrble relevant pesrtlonlng and end benef t whlch provnde
Brand’s “reason for berng | R T BNt

° Rernforce brand chorce and solldlfy onalty via relatronshlp marketmg.

e Execute mlcro-marketlng to maximize brand performance and retum |
Emphasize prime prospect smokers age 35-49 .
Overlay and grow database in those markets

Increase SOR among core franchise and OU base
Maintain competitive pricing to deter erosion

¥259 ¥6915




® ® : ®
VANTAGE
1996 Operating Plan
LE LE % Change
Volume 535 484 (41)  76%
(Billion Units) - A
 SOFP 160 147 (13)
Spending $11.5 $11.0 ($0.5) = 4.3%
($MM) | |
MAM ($MM) $167.8 $159.4 ($8.4) -5.0%
MAM ($/M) $31.36 $32.25 ($0.89)
* 9/15/95 L.E.




Marketing Spending

Retail

- Price Gap

- Catalina o
- Co—Marketlng
- Other |

" TOTAL Retail

Relationship Marketing
Business Building
Agency Fee

Research

TOTAL Spending  °%%° "*7*"

VAN’QGE

1996 Operating Plan

2,100
- 13775
2,519

- 6,414

4,400
130
310

200

$11,454

3,000
2,000

5.000

5,500
50
250

160

$10,960




VANTAGE

1996 Operating Plan
. il Pri

e Implement price gap strategy in Q__e_lzieie_lgp_e_d and QL!QB_LG_SD_QDSJ_Q
geographles

- Total Reglons BDI 175+; Promotion responswe via model |
- Divisions versus Regions to optimize effectiveness and effi cnencnes |
- Outlet type focus based on development/responsnveness

e Product must be vnsnble to consumer for effectlve lmplementatlon:
- Carton fixture
- Temporary display

e Funding out of Full Price Gap budget.

Net Result: 41% VANTAGE volume covered in 26% U.S. and
30% Industry CIV.

L@59 $691TS




- Vantage |
1996 Operating Plan
Retail Market Prioriti
|  PriorityMkts. @ Region % -
1996 Regions © ions) BDI  Business %US. OQutletType
Winston-Salem _ Total Region (100%) . 260 1118 418  CI/G,SM,00
Atianta  TotalRegion(100%) 255 883 335 CIG,SM,00
‘Richmond ~ AllDivs.ex. 107 696 629  CI/G,SM,00
- : Charleston (87%) | - S R
Cincinnati Louisville, Lexington (17%) 143 359 133 CIG,SM
Minneapolis ~ Fargo (13%) | 116 .83 41 C/G, SM
St. Louis Memphis/Nashville/ 173 5.06 6.20 C/G, SM,
Little Rock (46%)
Dallas Jackson/Hattiesburg (17%) 113 4.70 3.90 C/G, SM
41.15 25.66
*Priority market identification and data will be updated with new MSA information évailability.
2059 #6915
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1996 Operating Plan
Key Strategi

. Leverage “ unlque posmomng to dehver |mage and tangible product
points of dlfference

. Enhance franchls_e onalty' and emotional relatibhship with the Brand.

e Identify any OU opportunities to increase SOR or convert to Brand.
« Focus marketing efforts against

- Prime prospect smokers 35-50 years old

- Target geographies (WSA)

- Strongest styles

e Improve distribution via consumer request in target markets.

6059 ¥6915




 Volume
(Billion Units)

 SOFP

Spending
($MM)

MAM ($MM)

MAM ($/M)

* 9/15/95 L.E.

@TIS9 P691S

1996 Operating Plan
LE  LE

264 S 245 (19) e -7.0% N

80 73 (01

$29  $23 ($.6) 20.7%

$84.6 $81.5 ($3.1) 3.7%

$32.06 $33.20  J1 .14W

\ ~___ %Change
1995+ 1996  Difference  vs. YAG
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1996 Operating Plan
Marketi ing
1995
‘Retail o
- Catalina 427
- Other : - 4
- TOTAL Retail 431
Relationship Marketing . 2,052
Business Building 50
Agency Fee 250
Research 80

TOTAL Spending  ™° **°**  $2.863

o0
:1 ,390
30
250
1 00.

$2,330




1996 Operating Plan

!$E!! St[ﬂtggigs |

. Re-establish Brand’s posltlonmg and critical product benefits among
concemed smokers from “destination” to “choice”.

. Maxumlze impact and eﬁectnveness in targeted NOW and competltwe
geographles . —

¢ Differentiate NOW from its competitors-

* ldentlfy and leverage opportunities to increase SOR among occasmnal
users and attract competitive smokers to the Brand

ZIS9 %6918




" Volume

. SOFP

Sp_ending
($MM)

MAM ($MM)

MAM ($/M)

€IS9 ¥e915

* 9/15/95 L.E.

.

1996 Operating Plan

LE LE

Voume 227 203 (24)
(Billion Units) o C :

$340  $3.40 -

$74.2 $68.3 ($5.9)

$32.73 $33.72 g$0.99q

| - - | %Change |

vs.YAG

-1 06% : S

-8.0%
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1996 Operating Plan
r ndi
1995
Retail -
- Catalina - 800
- Other o 4
TOTAL Retail 804
Relationship Marketing 2,140
Business Building 54
Agency Fee 250
Research 180

TOTAL Spending vise vests $3,428

1,000

Q :
1,000

2,000
50
210

150

$3,410
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K TOTAL SAVINGS BUSINESS Y

1995 RECAP

AUG 915 | SBU

1995 LE LE 10/95 LE
V.OLUME'I o B 47,268 I47,268 46,743
VARIABLE MARGIN $ 99%6.0 | 9750|" $ 9650 ™
 MARKETING SPENDING '$ 4080 |$ 4080| 3 3980
MAM s 5880 $ s67.0] s _56?,0
MAMPERM $ 1244 $ '1"2._00 s 1243

*CHANGE IN LIFO- $(19.1)MM, OTHER-$(2.0)MM
“*CHANGE IN VOLUME OFFSET BY CONSUMER SPENDING

LTG9 ¥691S




1 vings P.

. $588MM - Starting point objective @ $21 23/M- variabl‘e margin'-f" |
. $600MM - Current objectlve @ $21 49/M updated vanable margm o

J $622MM - Updated SBU goal (assumes $22MM reserve |s not needed)

8TS9% ¥69TS




@ 1 Pl @
nin

Make more money in ‘96 vs. ‘95 while contmumg DORAL
o -.mvestment. | | |

. ‘95 Savinge MAM LE. $567
- 1. Current environment continues (OP Plan -scenaﬁo).- -
. Corepetlt:ve aetlwty'(pricin.g., promotio’n:s): o
« Savings margins ~ $12.00 - $12.50/M

 Savings remains approximately 30% of lndustry

2. Environment deteriorates (key contingency plan)

« Competitive activity, driven by B&W, heats up significantly
- Savings margins erode $11.00 - $11.50/M |
- Savings remains 30% of indusiry (due to FP gap management)

6159 #6918




R 4 1996 RIR®AvINGS
1 jectiv
- Improve RJR Savings margins and Total RJIR prdﬁtability while

maintaining an extremely competitive share of the Savings
Segment. | | | S I |

" eGrowDoral - Viaequity- vs-just price
. e GrowForsyth > Where strategic f_beneﬁfs tOTéfa'l o
. | RJR are obtained
° Manage AOSAV — For optimal balance' 6f share/profit
e Project Symphony — SOS growth via equ'itylhigher
margins |
e Total Category — To improve Total RJR share and

orofitability (FP; BS; LP)

PCS9 ¥691%



. .Volum'e, .shére and p.roﬁt' é-re' proje.cted- to Streng'tihén slightly. |
~ +Volume o 473 - 487 +3%
sow e 104 sa%
- SOSav - 33.2 | 34.5 ' o +1.3%
« MAM ($MM) ' $567 $622* +10%
- Per M $12.00 $12.77 +6%

*$600M if $22MM reserve is spent.

1ZS9 %#6971%§




ic Visi
| Clearly establlsh DORAL as the gold standard” of all savmgs brands by

~ demonstrating the ability to grow share at mcreasmg margins.
Net: Achieve at least 20% SOSav at $12.50M MAM in 1996.

o RJR’s dnver to malntam a competrtlve posntlon in Savmgs whnle
o |mprovmg Total RJR share and proﬁtablllty over time.

Brand P

DORAL IS THE CHAMPIONﬂ'RUE FRIEND OF VALUE ORIENTED
SMOKERS.

Product - Premium taste at an honest price (overall best in Savings)

Attitude - Honest and Friendly (‘middle America”)

€Z59 P$691S
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D LP

DORAL ° jectiv |
e DORAL’s growth momentum will continue driving share and profits up.

B 1335'—-5 o 1996 | % D iﬁg. { re ﬂ._ ce
* Volume - 2718 B 30.1 o +8.3%
- . SOM N :. - 5.2 | N 57 | | | +5% | .
' -SOSév, . :,' 176 "‘1‘9_3 O as%

+ MAM ($MM) $332  $380*  +17%
~ _PerM  $1195 $12.96 +8%

« Competitive
Conversions - |
- (000’s) 180 180 -
- (SOM) 4 4 -

' *$368 if $22MM reserve is spent.

£CS9 ¥6915
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® DORAL SOS Trend M3-1995 YTD | o

« QOur objective is to sustain DORAL'’s growth trend.

-

DORAL - MARLIN SOSAV
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® 1996 DORAL ®
_Bes_e_ILe_nsiy_&._lmp_LQxemem

« Estimated ‘96 consumption represents approximately 1.2 billion units
~ improvement over base trend (90%+ spendlng required to deliver base

trend). |
- Base Trend (MM) $322/_16,367 PV
- improvement (MM) $26/1,054 PV

- Total (MM) $348/17,421 PV

- DORAL

SZ259 P6915




Key Strategies
Sustain profitable share growth with equity and price

- (Responding to market dynamics) optimize consumer price pomts
- Invest in strong brand positioning (wrth full marketing mix)

e Reduce consumer prrcrng vs. current rates (hoId reserve)

- Employ “ceiling” philosophy within markets N
- Provide executronal gu:delrnes to manage deployment

. Shrﬂ retail spendlng to greater promotlon and presence emphasus -
- Promotronal tactics targeted to outlet type - -
- National brand focus for leadershrp presence

" e Build brand im_a‘ge with 12 month advertising plan
- - 2nd half ‘95 media rate throughout ‘96
- “DORAL Across America” impact promotion 2Q

¢ Build smoker relationships (DORAL & Co.) to defend/generate volume

- Penetrate 40% of buyer base
- Better database targeting to maximize resource

« Use product to competitive advantage

- Ensure at least parity performance
- Continue “high ground™ strategy (1-3-5 year plan)

9289 ¥691s




Tactical Plan Summary
Jan Feb Mar Apr May Jun July Aug Sept Oct Nov Dec

National Promotions " X | X . X

- Priority (3x) ' |

- Threshold (2x)
= Low (1%) | |
-Partners Promotions - _ X X
oec | | X X -

POS X
CoPDI -
Print (Nat'.)

OOH (65% U.S.) Tt T
(10% U.S.) .-

¥
LN
/

e
v oW

N

S I

A

4

Media-delivered Promotion X : X | X
- (reg.) (nat'l.) (reg.)

DORAL & Co.
- Core Franchise
- Qccasional Users
- Competitive Smokers

XXX
X X
> X
X X

XX
X

X
XXX

L2589 P691g




1 L | | ¢
il Pror /olum - | g

o PV Ievels reflect our strategy to reduce price dlscountlng moderately, however |
~areserveis |n place to close the gap if needed .

‘ConsumerPricng 564 '483 - *'_ ._(81) '
© Workplan Promotions 95 108 +13
TOTAL Planned 65.9 — o1 T 6.38)
Reserve °24 7.3 | +1.9
TOTAL Available 71.3% 66.4% (4.9%)

8¢59 P691S5




e 1906 DAL - )

MARKETING SPENDING COMPARISON

-'36 spending plan reflects the shift from consumer pricing to refail promotion . Total spendlng rate per carton

equal to '95 rate. - .
| : o 19]96 | D!fference VS 1995 |
T | - Totals - §$s/Ctn %otTfl - Totals $'siCtn % of Tt
VOLUME k l 30,100} _ A 2,259| -
. CONSUMERPRICING™ = $150.0  $1.00 [ 46%]  ($353)  ($0.33) [ -14%]
~ {Includes FV, P&H) | - | | - o
Retail (Promo/POS) 940 0.62 29%| -~ 307 - 017 8%
Media (OOH/Print) . 1250 0.17 8% 74 004 2%
Media Promo - 8.0 0.05 2% T 6.2 0.04 2%
Relationship Marketing . 410 0.27 13% 7.3 0.03 2%
Other 8.0 0.05 2% 23 0.01 1%
Total Marketing $326.0 $2.17 100% $18.6 (%0.04) 0%
MAM $389.8 _$2.59 . $57.5 $0.20

** Excludes $22MM Consumer Pricing contingency in 1996
€259 ¥6915

\.




1 D L

¢ ‘95 volume remains soft, . ($238) - $18)
~ impacts 1996 selling rate . S A
(555 vs. 575 avg. week =
1.0 billion) |

R Markefpiace remains at 3Q ‘95 ($29) | I ($7)
~ levels (i.e,, GPC 76% PV @ | | |
$2.15 avg. ctn.)

« Marketplace heats up ($95) ($73)
(i.e., GPC 85% PV @ $2.50 . |
avg. ctn.)

@ES9 %6918
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(Assumes marketplace heats up) | .

- Trade-off long business building for shortétenn discounting respo_r_lse;_

1. Consumer Pricing Reserve 22.0 - 1st line of defense | |
2. Retail presence heavy-up.(25%) o 15 ~+ Loss of retail impact in emphas:s reglons
3‘.‘-Cont|nurty (50%) 2 "7.0 = Driven by proof reqmrements and
| | | o ~ response rate’
4, 'Symphony sustammg support (25%) , 1.0 '« End test markets 2nd half ‘96
5. Full year OOHin top 10% U.S. 1.0 * Loss of presenoe in key. Iocaﬂonsl‘top
| . markets
6. December pack promotion | 3.8 + Trade-off year end pack PV -
7. Cut emphasis region heavy-up (50%) 5.0 » Trade-off business building in key
o - : geography
8. Military brand building (60%) 1.8 » Cut exchanges/pack efforts |
9. Reduced MONARCH heavy-up (65%) 2.0 + Loss of MONARCH support x-pricing
10. FSI! promotions (50%) . 3.0 » Trade-off media volume support for retail
11. 20% reduction in print advertising 3.0 = Loss of market presence
12. 15% reduction in DORAL & Co. 6.0 - Trade-off franchise defense through mail
' for retail
57.1 |

TES2 ¥691§




Improv n in i 'n.
» Assumes a Savings MAM of $600MM which includes a $22MM consumer pricing contingency.
| - Program 96 Volume lmm. ot | Net$$
1. .Redqoe retail presendeﬁéavy—up B | 15 - - 15
2. Eliminate continuous OOH in 10% top U.S. T S 10
3. Reduce Symphony susmiﬁing support 25% | 1.0 .20 . 5 5.
4, Eliminatean newpmgram development 10 - o - 10
5. Cut40% pnntadverusmg | - s0 - 60
6. Cut25%00H advertlsmg B o | 23 | L | SO o 2.3-‘
7. Eliminate MONARCH heavy-up o | 3.0 85 2.1 9
8. Reduce Military heavy-up by 60% | 1.8 77 1.4 A
9. Cut 50% emphasis region heavy-up 5.0 143 3.4 1.6
10. Eliminate all personal selling ' 2.0 ‘ 75 1.8 .2
11. Cut DORAL & Co. 15%p (50/50 franchise/comp.) 58 171 4.1 1.7
| 12. Eliminate retail continuity in 50% offers 7.0 210 5.0 2.0
13. Cut FSlI's by 50% 3.0 84 2.0 - 1.0
TOTAL  °%8° %691s 40.4 865 20.3 . 204

M



o ForsyM(1996) o

Role
e Volume growth to a33|st meeting Total RUIR SOS objectlves
"AND
. Prowde strategic beneﬁt/leverage to Total RJR portfollo approach (FP BS
PL) | . |

‘e Better mcorporate RJR PL |nto “Total RJR Package to offer/leverage N
competl’uve advantage. |

e Prioritize accountslopportumtles based on lmportance to RJR today and for
future ' \ - -
- maintain ex1st|ng accounts .
- identify target accounts (up “ante” on top 5)

e Effectivefformal transition to Field Sales is imperative.
e Maintain at least current margins.

Key Issues

« Ensure those with Forsyth responsibility understand criteria, guidelines and

details.
e Develop better utilization/benefi t from accrual program.

e Minimizing SKU proliferation.

£€S9 PE9IS




- Volume

Variable Margin

‘Consumier Pricing

 MARKETING
Retail (PromoIPOS)
~ Forsyth Alliance

Media (OOH/Print)
Media Promo
Direct Marketing
Other

Total Marketing

Total Spending

MAM

l €S9 %691¢g

%

FORS

..(lnclduding FV,P&H)

- Forsyth Bonuses

$ 1.94

FINANCIAL COMPARISON
1995 1996 DIFFERENCE
Totals PeriCtn Totals Per{Ctn Totals Per/Ctn
11,266 | 11,400 [ 134
$157.6 $ 2.80 $1643 $ 288 §$ 67 $ 0.08
$ - $ - $ - $ - $- § -
'$ 04 $001 $ 04 $001 $ - $(0.00)
'$ 451 $080 $ 456 $0.80 $ 0.5 $(0.00)
$ 68 $012 $ 7.0 $012 $ 02 $ 0.00
52 0.09 1.0 0.02 4.2)  (0.07)
$ 575 $1.02 §$ 540 $095 $ (3.5 $(0.07)
$ 575 $102 $ 540 $ 095 $ (3.5 $(0.07)
$1001 $ 178 $110.3 $10.2 $ 0.16




Company Role

Contribute to total RUR Savings objectives via an optimal balance of
| proﬁt and share. |

R Cdntin'ued “private label” EDLP égreemerifs in identiﬁed:éc':cormts' |

. ‘Ensure suﬁ' C|ent consumer pncrng $$ to malntaln price competrtwe

with Branded Savmgs thus managmg share declmes
- Spend more per carton -vs- ‘95 |
- Employmg ce1llng strategy

. Addltlonal support in3 prlorrty regions (Detrort Buffalo Boston 43%
MONARCH)

Regional Plan Approach
. Consumer pricing allocation based on consumption.
- Net: 65% PV @ $2/ctn. average

. Develop DORAL/MONARCH co-existence retail plan in priority regions
(DPC, Workplan promotions, etc.).

S€59 P69TS




1 BEST
Corporate Role
" Contribute to RJR Savmgs objectlves via an optlmal balance of profit and
share ~ - ~ -

| Str L
e Contlnued pnvate label” EDLP agreements in |dent|ﬁed accounts
e Focus consumer pncrng in hlghest develcpment marketsgnly

. Ensure sufﬁment consumer pricing $$ to manage share decllnes
- Spend more per carton -vs- ‘95
- Employing “ceiling” strategy

| Pl ro

e Consumer pricing allocation based on consumption
- Overall 50% PV @ $2/ctn. average
- Focused on divisions with overdeveloped share

9859 76918




Volume - Billion

- Spending - $MM
“MAM - $MM
MAM Per M

BEST VALUE
Volume - Billion
Spending - $MM

MAM - $MM
MAM Per M

LESYS ¥691I5

VOLUME, SPENDING & MAM

a6 41
209 - 300
712 669
$15.48 . $1632
2.3 | 20
9.1 10.0
42.8 37.0
$18.61 $18.50

(5)
@y

- $.84

(3)

(. 8)
($.11)




1 vi n

Plan Summ

‘e Strengthening our Share of Savmgs whlle sustalnmg current
| margms/overall proﬁtablhty | |
. Cohtinued investihent in DORAL to bui;l;d brand'value:-. |

- Retall focus Wlth reglonal emphaS|s
- Contmgency plan for more aggressive marketplace

° Contmue to Ieverage Forsyth where strateglc (total category) benefits
exist.

e More effective defensive spending on MONARCH and BEST VALUE
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