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Imperial Tobacco Limited

Juge 3, 1993

Mr. Ulrich Herner
B.A.T. Industries
Windsor House

50 Vietaria Street

S o e

Dear Ulrich, %x;c‘\‘-ﬁ*"*f?;ﬁ-ﬂ &"‘)L

Let me express my appreciation for your taking time from your busy schedule o visit with us
in Montreal. We enjoyed having you hare our views of the Canadian {ndustry’s (ssues and
Imperiai’s plans for continued growth. Further, we were all very sppreciative of your
openness and frankness regarding world tobacco and B.A.T.

As we discussed, 1 am writing in response to your leger of April 8, 1993 regarding our
relationship with B.A.T. through our outstanding contractual relationship with Peter Jackson
(Overseas) Lid. Aﬂawmcmaddrusthehsuuuoutﬂnedinywkﬁn.

1.  Temperary Rovalty Rate Reducton:

The reduction of the Royalty raz from 5% 10 2% for 1991 and 1992 was indeed
intended to assist us with our lncreased marketing Investment on du Maurier (n the
U.S. market. Roger is putting together the denils regarding that inrvestment, both in
field coss 10 expand distribution and increase exposure, and advertising costs. The
Royaity rate for 1993 has returied o0 5%,

However, Federtl tax Increascs Liere bave craated & difficult situation for us, and we
ask your cansideration of Lbe following. AS you &rc aware, smuggled cigarenes (due
(o exorbitant tax levels) represent aearty 30% of total sales in Canada, and the level is
growing. Although we agreed to support the Federal government's effort to reducs
smuggling by limiting our exports to the U.S.A., our competitors did not. '
Subsequently, we have decided to remove the 1imits on our exports tc regain our share
of Canadian smokers. To do otherwise would place the long-term welfare of our
wrademarks in the home wnarket 2t great risk. Until the smuggling issue is resalved, an
increasing volume of cur domestic sales in Canada will-be exported, then smuggled
back for sae here. In the process, that (domestic) volume attracts Royalty.
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R. Qon Sown
Chairman. Prasider and |
Chiet Executive Chcer
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Mr. Ulrich Herter
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June 3, 1993

The ntent of our agreement 5 © pay Royalty w P.J. (Overseas) on du Mautjer
cigareues sold outside of Canada. You can appreciate that being in a sinuation of
paying Royalty on voiume achually sold in Camada, where [LT.L. Is the madanark
gwmer, 1ot caly impmcts an earnings, but also renders us less campetitive.

We can fairly mm:eiy sanimnate those volumes soid outtide of Canada and those
returning from the total. We would ask you w copsider an agreement whereby we
wouid not pey Royalry on the volume acwally sold in Canada or at worst az a

considenably reduced Royaity me.

Upon agreement, we wouid spead considerable effort to inprave Gur marketing sod
distribution in Mexice, While the result may be small &.813t, we femi such acuviry
would be muruaily beneficial, ia that at le --
Camadian visitaes (3t {5 & popular vacation destadmtemT who smake our brands &t home,
and at the ame time, protecting B.A.T.'t trademark awnership. For those ressons,

we also sugzes: Player'y be included 33 weil

We ggree quch 1 agreement should allow the removal of that country from the
sgroement, owever, we ez & 12-month notice would be sc thory, it may restict
sufficient investment. We feei 1 longer eem should be comsidered, with other ways of
prutecting both cwr inrerests budt in,

As | explained to you, we regisierad all cur Caradian pack designs in the U.S. and a3
many trademarks 13 we could, for two reasons, In the case of Player's, we did so
when we were considering our U.S. contract with Philip Marris, for obvious ressons.
More impormntly, we did a to protect us from “knock-off” brands made {n the U.5.

o be smuggled into Camada, (Native Indians already sell Cansdixp-type products,
made in the U.5., names uch as: "D.K."s", & knock-off of du Mayrier Kings and

*Putter's*, & knock-off of Player's). We are considering legrl action in these cases, In
fagt, we have alresdy successfuily stopped the sale of 2 “Sailor's” brand thar used the
Player’s pack design. B '
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Mr. Ulrich Herter
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June 3, 1993

As the interests of both B.A.T. and L.T.L. are fully protected by the current
arrangement, wa Can See o reason to change — certainly act untl we are secure from

other thrests due lo smuggling.
I trust you will give consideration 1o our views reganding the issues rxised in your letter and ?

find them acceptsble, We lock forward 1 se-instating our contract as soon a3 passidie..

Thaaks for the response regarding the dates for the September T.5.G. meeting. 1 cerminly
understand, T will see what I can do o attend although it Is a difficult week for us.

Sincerely,

&

e.c. B, levin
R. Ackman

(¥ 1820009
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Desr Daon, '

Thank you for your [sttar of June 3ra on which principalty with respsct e 7
Peter Jackson [Overssas) LUmited on which | havas the following )

comments .

‘(\ IS tantt Reduction.

7 » Weagree with yeur suggestion of maintaining the 5% royaity rate
R all “ganuine’ sxports of Du Maurier 1o the US markel. Having
R ) ) m"’f uqudtamnobviousunm{mzmundhq_mmmld -

) maﬂquruforprpdumﬂrmaisdba:kmcm.mwggm r

inat there should be a royalty re of 2% on thosa cther volumes.,

No doubt you will st me know i you fesi inat the accuracy around -

the sstimation of the "garuine” sxpons 1o the US Is such that a

iower rayaity even thar 2% would be appropriate.

2 Extension of the Licencs to Mexico

MES wE Firat iet me sgree that we have no cbjection 12 including Players in
! ths licencs. However, In principie, we wanild prafer 10 retain a 12

Ho! month notice period.

LA mobERitA, Clearly if the licanca continues, &3 we axpact for marty yasrs then
. any quastion of a failure 19 racover adequstely your investment

casts will not ba relevant. However, | can ses that such g cencam
might arise were ihe licencs g be terminated (cther than for chuss) \/

in its sarier stages.

o
o
o
o
)
o
L
N




M-\\\_

)

UL 28 7930 10:67 B, A, T, INDUSTRIES LEGAL DEFT.

With that polnt in mind, whils { wouid nat wish ta changa the
dratting of the agreament in any way, i we wers (o tarminats the
agreament for our convenience during the first four or five years,
say, wa would cantainly discuss with you appropriate compensation
for your developmaent of that market if you hag not at that time
cbtained an adaquate ratum for the quality ang extent of your

afforts in that market
i Package Design and Trademark Rights

Wa cartainly foel that in the best intarast of maintaining a streng
trademark. ail the rights reiating t¢ rademarks and the iike sheuld
ba gwned by the same company. Cbviously in 1882 nobody
considered the possibility that imperial might want to acquirs some
subsidiary rights and, had the matter bean raised than, there ls ne
doubt ta my mind that the proper answer wouid have been for
Brown & Willamson to flle for ihe ownership of the regisiered
dasign rights and {o ilcanca the whois packaga (st no further
royaity rats) 'c imperial. With that in mind, | certainly conaider that
to be the best way forward sincs the division of rights detween
Brown & Willlamscn and imperisi Tobaces is it nobody’'s interast

[ understand that making these simple changas wouid not in any way

affact your ability ta take the necessary actions to defend your market
from infringers, countsrisiters and smuggiers. We very much wish 1o

suppert your sfforts in that regard.

Yours sinceraly,

U HERTER

P, 36
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