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1 Executive summary

1.1 Defining the goal

Important issues concerning the future of the tobacco industry are bemng discussed and
decisions made without effective representation from the industry itself. This ts largely
due to historical behaviour which has led to distrust between stakeholders and BAT.

As a result, BAT s over-riding objective is now to regain control of its own destiny by re-
establishing dialogue with key stakeholder groups. To do this, it must be seen to be a
truly responsible global organisation. redefining iself from 1ts present situation to the
responsible compuany within a controversial industry.

In shifting this perception, BAT will begin to regain influence and control of its future.
This shift will not be casy. It will require a root and branch review of the whole

organisation.

The following diagram illustrates the steps that need 1o be taken:

BAT needs to
make a strong

The proposed solution
lmpacts on every area
of BAT:

B Mission
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1.2 The guiding principles

In order to achicve its vision of becoming a truly responsible global company and the
responsible company in a controversial industry, we recommend that BAT follows three
guiding principles. These principles have led us to the strategy and plan outlined in this
document. These are:

= The adoption of a globally consistent, truly ethical and transparent approach on all
issues, which is proactive and truly accountable to all stakeholders. This will include
introducing codes, standards and controls, which take into account BA1’s social,
economic and environmental responsibilities consistent with stakcholder expectations.

8 The reduction and control of the health impact of the product in all markets and with
all consumers. demonsirating a long-term commitment to the development of the
safest possible cigarettes.

B A genuine commitment to fully informed “frec choice™ for all consumers and
potential consumers “A commitment never to exploit the vulnerable in any market,
but rather to protect them™.

1.3 The proposed strategy

The proposed solution is the adoption of a three-pronged strategic approach:
One

BAT will demonstrate a new and ethical business approach which 1s transparent, pro-
active and truly accountable to all key stakeholder groups. To achieve this BAT will:

® communicate and commit to a new cthical code, detailing global standards and
guidance for conducting its business and submit to independent audits of this code.
BAT will consult key stakeholders as to the content of the code and with regard to
related implementation priorities and imeframes;

m take a pro-active leadership stance in the industry, working together with key
stakeholders for appropriate legislation and change:

m declare global moratorium on marketing and promotional activities which might
exploit “vulnerable™ customers:

m withdraw from the slow-moving and historically defensive TMA, as a demonstration
of commitment to a new way forward. This withdrawal must coincide with the taunch
of BAT s new commitments;

® develop responsible plans for reinvestment and development in economies dependent
on tobacco farming.

Two

lb/364
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BAT will demonstrate a genuine long-term commitment to “making smoking safer™ and
to minirmusing the health risks. To achieve this BAT wiil:

® create and communicate a vision and plan to develop a safer cigarette through
significantly increased investment in research and development.  BAT will also
commit to communicating progress openly with stakeholders;

m establish a multi-stakcholder panel to jointly supervise commonly agreed research and
development programmes.  This panel should include representatives from the
relevant medical and health communities as well as representatives from lobby groups
and governments;

® manage the cxisting health impact of smoking by investment in helping smokers quit
and a genuine commitment to combat the eftects of addition:

m work with key stakeholders to increase legislation around child smoking (ic.
increasing the smoking age limit and restricting distribution).  BAT will adopt the
most stringent possible product safety standards and will implement these on a global
basis.

Three

BAT will demonstrate a genuine commitment to fully informed free choice for all
consumers and potential consumers. To achieve this BAT will:

® commit to providing maximum clarity and availability of information to consumers
wherever they may live in the world, whatever language they may speak. and
whatever their level of literacy (eg health warnings and ingredients labelling on packs
in local languages).

® commit to major scientific research with regard to passive smoking and smoking.

®m commit to major market research into the causes of smoking, and especially into
understanding the relevance of different marketing, advertising and social factors.
BAT will then commit to introducing an advertising and marketing code m hine with
the results of the study.

1.4 This report

This report is intended for the use of BAT management and the Board. We hope that our
proposals will inform the internal debate on how BAT could become the leader in an
increasingly controversial industry by taking bold steps to gain credibility and trust from
critical key stakeholders.

The structure of the report mirrors the logical flow of our core proposition:
1. We highlight BAT’s perception in the public.
2. We identify reasons why these perceptions have come about.

3. We identify 1ssues which must be addressed as a prerequisite to
overturning those perceptions.

1b/364 3
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4. We set out a strategy and plan on each of these issues that we behieve
will be acceptable to rational critics.

It is the communication of point 4 which will give BAT the chance to win trust and
engage with stakcholders. provide a means of demonstrating accountability, and
ultimately to move into a responsible leadership position.

This discussion document will be refined in the week beginning 15 November 1999 to
take account of BAT s concerns. A final Phase One report will then be delivered to BAT
by 19 November.

1b/364 4
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2 Background

2.1 The Project

2.1.1 Rationale

i. Smoking is a legal activity and adults should have the freedom to choose whether to
smoke or not.

ii. The tobacco industry needs to be effectively regulated due to its significant impact in
society.

On these two basic facts. BAT and the UK government are in agreement

BAT is keen to engage with its stakeholders, who include governments and regulators, to
facilitate the development of fair regulation. But engagement has proved difficult
because of the level of distrust of BAT and the tobacco industry. However, BAT
belicves that it can contribute proactively to the debate on rcgulation through a
demonstration of willingness for a responsible level of self-regulation. It has therefore
embarked on a process of reviewing its strategies and policies in relation to the way in
which it interacts with its stakeholders.

Five project teams have been set up under the auspices ot a steering commutiee. itself a
subset of the main BAT Board, to review current strategies and practices in the light of
the difticult trading circumstances BAT now faces, and to make recommendations to the
Board. We understand that these recommendations will form the basis for BAT's Code
of Conduct and cover the following functional areas:

® marketing:
m labetling:

" testing:

m trade; and

8 agriculture.

KPMG’s role

)
—
)

KPMG has been asked to present an independent external view of what these
recommendations should look like. We believe our input will help BAT find a
sustainable position, which is both workable and socially acceptable. Our approach has
becn to adopt the stance of rational critics in order to outhine how far BAT needs to go n
order to demonstrate 1ts commitment to responsible practices.

1b/364 5
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3 BAT’s Current Position

3.1 Analysis of the situation

Reality Perceptions Threat
The core problem is This is made worse when the tobacco industry is As 2 result, the
the nature of the seen to act in an unethical and obstructive environment is
product. manner. increasingly hostile.
B Tobacco products B Aggressive entry strategies and growth plans B Business options are
kil people. tespecially tor emerging markets) which do not imcrcasingly limited by
. provide the consumer wath intormed tree chowee regulation and
® They also cause : = .
o are seen as irrespansibly adiding to the death i Jegislaton in all arcas
serious ittness and by th
. . - . 1] / the grow 4
imposes an B [Inconsistent operating practices in difterent "" Y ('L sn "',‘1“ A
. hreat o tronaisatiot
unreasonable global markets demonstrate a fack ola hreat o nattonatisation
burden on healih responsible company vision m Influence and control on
facilities key issues iy croded as

& Resisting legislation initiatives on advertising

warldwide ; L .
and promotional activity, as well as in other

the industry s
mereasingly excluded

8 Tobucco producis arcas, signals irresponsibility and a fack of . ’
fromanput into

are addictive concern for the issues. - 7 Getting away with
the bare mimmuam " rather than taking a
reasonable position and foilowing that through
consistently. # Fthical and financial
liability and exposure
are greater as product
liabihity ts proven in law
and the media, with
increasing trequency

fegistation and codes o
practice

®  Boing seen to evade reasonable quesbions, using
statistics and rescarch o obseure the facts rather
than o illuninate them s pereeived as one
demonstration of an obstructise and

J unconstructive culture. Fhis creates distrust

among all key stakeholders.
4 D By E—

The above table demonstrates that the Code needs to tackle core areas in a thoroughly
convincing manner:

1. It needs to address the intrinsic product issue.

2. Ut needs to demonstrate BAT s commitment 1o a new level of ethical conduct in its
business practices.

The tables in section 3.2 set out how BAT can tackle issues in each of these areas. We
believe this externally-focussed 1ssues-based approach, rather than an imernally-focussed
tunctional approach, will lead to a Code which is coherent and cftective, and which
tackles issues based on true empathy with stakeholder concerns and ensures that these
issues are identified comprehensively. In the final Phase One report, we will translate
these recommendations into functional proposals n line with he Project.

Taken individually, each recommended activity, or sub-issue, leads to a proposition for
the Code or for future public commitments. These activities cannot in themselves be
enough to propel BAT into ‘the responsible company’ leadership position it aims to
achieve. Collectively however, they present an innovative and significant offering to
stakeholders and critics and a formidable challenge to competitors.

We must stress that the Code must cover ALL areas of the business as 1llustrated below:

ib’364 6
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Towards an effective Code

Need to be: To achieve:
B Transformationai ® Co-operation and
and aspirational influence
& Specific, clear, q} o ®  Stakeholder
measurable k] 2 engagement and
° % aredibility
% Systematic, £~ Q
consistent [ o ® Leadership and
-f“ 3 demonstrate
8 Transparent, - 2] commitment
accountable (track (72 Monitoring 2
performance Performance ® Continuous
indicators) L improvement

The following diagram summuarises the issues which are associated with the two core
arcas identitied above. These issues are addressed in detail in section 3.2

Product and Practice Issue: Stakeholder Perceptions
of the Tobacco Industry

Smoking is Information Is
addictive and, inadequate,
as such, negates conflicting and
“free choice” confusing
The tobacco industry Itati f
Is not committed to lacE: gfk:r:fao:nna?lon
developing safer in emerging markets
alternatives

Chiidren cannot Product Non-smokers do not
make “free choices™ have “free cholce”
m
An informed
& free
Historically secrative choice? Namrow ly focused
& deliberately misleading Practices on profit maximisation

Will only act on condusive Siow to change
scientific evidence even and reactive;
where human lives may actlvely obstructive

be at risk
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kpmg BAT
The Project
15 November 1999

4 Next steps

® The issues-based tables in this document translate into concrete proposals in each of
the five functional areas of The Project as detined by BAT. We will want to discuss
the messages coming out of the tables with you betore we proceed with our functional
proposals.

® Simon Millson to meet with KPMG on the November 17, 1999 at 4pm to discuss this
document and to identify areas of commonality and differences with BAT's own
view.

m KPMG 1o finalise “The way forward” 1o reflect BAT's concerns. In this document,
we will outline the scquence of events and likely order of priorities to enable BAT to
convene necessary stakeholder panels,

®» BAT finalises its own proposals, taking account ot the final document.

m KPMG prepares for Phase Two.

Ib/364 18
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