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OVERVI EW
Despite contrary assurances to Congress and the public,
docunents produced by R J. Reynol ds Tobacco Conpany ("RIJR' or the

"Conpany”) in Mngini v. RJ. Reynolds Tobacco Conpany, San

Franci sco Superior C. No. 959516 (the "Mngini action" or
"Mangini ") denonstrate that RIJR, |like the other major tobacco
conpani es, long studied: (1) the reasons people start snoking; and
(2) the snoking patterns of children. RIJR needed answers to these
guestions because, in order to survive, it and the other tobacco
conpanies had to find "replacenent snokers" for the thousands of
snokers who die every day. Children's snoking patterns were
i nportant because RIR knew that the overwhelmng mgjority of al
"repl acenent snokers" were children, and that it was virtually
i npossi ble to grow market share through "sw tching” snokers from
its conpetitors' brands.

By the 80s -- having conducted reans of "SECRET" and
" CONFI DENTI AL" research both internally and t hr ough out si de sources
-- RIR was convinced that obtaining the cigarette business of
underage snokers was critical to its future survival. Due to its
consi derable research, RIJR knew that it was operating under an
unhol y par adi gm

(a) Because 2/3 of all snokers begi n snoki ng before they

are 18 (currently, 90% of all snokers begin snoking by 18);



(b) Because it is extrenely difficult to get a snoker to
"swtch" cigarette brands due to "brand loyalty" (i.e., the first
brand to hook a snoker typically retains that snoker's business
over many years, during which the snoker's daily consunption
i ncreases with age); thus
(c) The only source of replacenent snokers for tobacco
conpani es |like RIR are children choosing their "first usual brand,"
not adult "switchers."
The inportance of the youth market was succinctly stated by
RIR' s Vice-President of Mrketing (C A Tucker) in a 1974
presentation to the Board of Directors of RIR s parent conpany who
explained that the "young adult market . . . represent[s]

tonmorrow s cigarette business. As this 14-24 age group matures,

they will account for a key share of the total cigarette volune --

for at least the next 25 vyears." Exhibit 1 at 50142 1311,

presentation to the Board of Directors of RIR I ndustries (Septenber
30, 1974). (Enphasi s added.) | ndeed, as one RIR senior

researcher, Dr. C aude Teague explained: "Realistically, if our

Conpany is to survive and prosper, over the long termwe nust get

our share of the youth market." Exhibit 2 at 1, research pl anning

menor andum " Some Thoughts About New Brands of Cigarettes for the
Yout h Market" (February 2, 1973). (Enphasis added.)
Faced with this reality, RIR s managenent devel oped the "Joe

Canmel " advertising and pronotion canpaign (the "Joe Canel



canpaign") with the specific purpose of targeting children and
encouragi ng themto snoke Canel cigarettes. The Joe Canel cartoon
was sel ected to acconplish this task because its cartoon forerunner
-- known as the "funny Canel"” or the "French Canel" -- showed
strong appeal with underage snokers in France during the 70s when
RJIR was attenpting to "youthen" the Canel brand. After
governnental action in France against RIRand its successful "funny
Canel " canpaign, in the m d-80s RIR brought the cartoon character
to the United States for the Canel brand' s 75th anniversary
cel ebrati on. Because reception appeared positive and surveys
showed that the cartoon Joe Canel did not alienate ol der Canel
snokers, in 1987 RIR | aunched the Joe Canel canpaign in the United
St at es. The inpact of the canpaign was a spectacular surge in
sales, based primarily on Joe Canel's popularity wth underage
snokers.

In 1991, RIJR was publicly charged in the Journal of the

Anerican Medical Association ("JAMA') wth targeting children

through its Joe Canel canpaign. Rat her than termnate the
canpai gn, RIR pretended it had no i dea whether Joe Canel appeal ed
to children. In Decenber 1991, Janet C. Mangini, a San Francisco
Famly law attorney, brought suit to end the pervasive and
i nsi di ous canpaign, becomng the first person to challenge the

t obacco industry for targeting mnors with its adverti sing.



Oiginally, the Mangi ni conplaint was dism ssed by the trial
court which determ ned that the action was preenpted by the Federal
Cgarette Labeling and Advertising Act (codified at 15 U. S. C
881331 et seq.). The Court of Appeal reversed the trial court and
RJR appealed to the California Suprene Court. Because of its
national inpact, the Attorney Cenerals of 23 states, and Dr. C
Everett Koop, along wth the Anmerican Lung Association, the
Ameri can Cancer Society and the Anerican Heart Association, filed
am cus briefs in support of Ms. Mangini. Recognizing the national
i npact of the Mangini action, the Attorney General s urged t he Court
to permt the action to proceed, arguing: "[T]here can be no doubt
that an advertising canpaign directly ained at children would
violate "public policy' everywhere and would uniformy be “unfair'
under both federal and state laws."Y Two nonths later, the first
medi caid recoupnent action was brought against the tobacco
i ndustry.

In a wunaninous decision, the California Suprenme Court
determ ned that Ms. Mangini should be permtted to prosecute her

cl ai ms. Exhibit 3, Mangini v. R J. Reynolds Tobacco Co., 7 Cal.

4th 1057, 1073-74 (1994). In affirmng a reversal of the
Y Brief of Amici Curiae the States and Commonweal t hs of

Al aska, Arizona, Arkansas, California, Connecticut, Del aware,

Florida, Hawaii, |daho, Iowa, Louisiana, Mryland, Massachusetts,

M nnesota, M ssissippi, Nevada, New Hanpshire, New Mexico, New
York, North Dakota, Onhio, Cklahoma, Rhode Island, Texas, Ut ah,

Ver mont and Washi ngton in Support of Plaintiff and Appellant at
24.



di smissal, the California Suprene Court noted: " [T]he targeting of
mnors is oppressive and unscrupulous, in that it exploits mnors
by luring theminto an unhealthy and potentially life-threatening
addi ction before they have achieved the maturity necessary to nake
an i nfornmed deci sion whether to take up snoking despite its health
risks."" Exhibit 3 at 1062. (Citation omtted.)

Upon the action's reinstatenent, we engaged RIJR and its
advertising agencies in discovery regarding the design and
i npl ementati on of the Joe Canel canpaign. Several mllion pages of
docunents were produced by defendants and reviewed by plaintiff's
counsel. In addition, over 100 informal interviews and a nunber of
depositions of RIJR s outside advertising executives, internal
mar keti ng personnel and research and devel opnent personnel and
experts were taken in preparation for the Decenber 1997 trial date.
In May 1997, the Cty and County of San Francisco, together wth
the Cties of Los Angeles and San Jose and ten additional
California counties, intervened in the suit to help end the Joe
Canel canpaign. ?

As the trial date neared, RIR approached us to determne if
the Mangi ni action could be resolved. W responded that the case
coul d be resolved "if the canpaign was pulled.” RIJRtermnated the

canpai gn and settled Mangini. RIJR acknow edged that the Mangini

2 A year earlier, these |local governnental entities filed
an industry-w de action, becomng the first |ocal governnental
entities to sue the tobacco industry.
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action "constituted a major part of the litigation pressure on
t obacco issues,"” and that "the Mangini action, and the way that it

was vigorously litigated, was an early, significant and unique

driver of the overall legal and social controversy regarding

underage smoking that led to the decision to phase out the Joe

Canel Canpaign." Exhibit 4 at 7, Mangini Settlenment Agreenent
(Septenmber 5, 1997). (Enphasi s added.) A second inportant

conponent to the Settlenent provides for public release of RIR s
"SECRET" and " CONFI DENTI AL" docunents about youth marketing and t he
Joe Canel canpaign.? This paper has been witten to give context
to RIR s internal docunents.

1. THE SMOKI NG DYNAM CS UNDERLYI NG THE JOE CAMEL CAMPAI GN

A RIR Was Desperate To Find A Wy To Conpete Wth
Marl boro For The 14-24 Year-O d Market

Throughout the 50s, 60s, 70s and early 80s, RIR diligently
tracked the sale of cigarettes to teens aged 14-17. See pp. 10-11,
infra. The trends revealed through this tracking information

shocked RIR to the core. RIR -- who had dom nated the cigarette

mar ket through the 60s and 70s with its Wnston brand -- was
quickly losing ground to Philip Morris. In the md-60s Philip
£l As part of the agreenent, RIR also paid $10 mllion to

San Francisco and the other California cities and counties who
intervened in Mangini. This noney will be used primarily to fund
anti-snoking efforts targeted at youth. The cities and counties
did not settle any of their clains against RIJIR as part of the
Mangini Settlenment. Rather, those clains remain part of the
cities' and counties' industry-w de action, which will be tried
starting March 1, 1999.
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Morris had successfully repositioned its Marl boro brand to attract
the "younger adult" market. See Exhibit 5 at 1, Canel Adverti sing
Devel opment "Wite Paper"” (1986). Although Wnston's overall share
continued to growinto the late 70s through its ol der franchise, it
qui ckly declined as these ol der snokers began to die off and the
young Marl boro | oyalists grew into snoking nore and nore Marl boro
cigarettes. Exhibit 5 at 1.

As noted above, RIR s Vice-President of Marketing explained
the inportance of "14-24" year-old snokers -- what he defined as
the "young adult market" -- and the Conpany's precarious position
in his 1974 presentation to the Board of Directors of RIR s parent
conpany:

First, let's look at the growi ng i nportance of the young

adult inthe cigarette market. 1In 1960, this young adult

market, the 14-24 age group, represented 21% of the
popul ati on.

As seen by this chart, they will represent 27% of the
popul ation in 1975. They represent tonbrrow s cigarette
busi ness. As this 14-24 age group matures, they wll
account for a key share of the total cigarette volune --
for at | east the next 25 years.

Both Philip Mrris and Browm & WIlianson, and
particularly their fast growi ng nmajor brands, WMarlboro
and Kool , have shown unusual strength anong t hese younger
snokers. 1n the 14-24 age category, Philip Morris has a
38% share and B&W a 21% share. Bot h conpani es have
significantly Jlower shares in the remaining age
cat egori es.

Wth strong young adult franchises and high ciqgarette
brand loyalties, this suqggests continued qrowth for
Philip Mrris and B&N as their snokers mature.




Qur two maj or brands, Wnston and Sal em show conparative
weakness agai nst Marl boro and Kool anong these younger
snokers. Wnston is at 14%in the 14-24 age group versus
Marl boro at 33% Salem is at 9% versus Kool at 17%
Agai n, our brands show conpetitive strength in the 25 and
ol der age groups.

Thi s suggests slow market share erosion for us in the
years to cone unless the situation is corrected.

Exhibit 1 at 50142 1311-50142 1312, presentation to the Board of
Directors of RIR Industries (Septenber 30, 1974). (Enphasi s
added.)

Inavigilant effort to protect its market share, RIJR annual |y
engaged in 10-year planning forecasts. The 10-year forecast for
the years 1977-1987, stanped "RIJR SECRET," confirnmed Tucker's
presentation to the Board of Directors, and could not be nore
explicit in revealing RIRs critical need to sell cigarettes to

t eens:

Young people will continue to becone snokers at or above
the present rates during the projection period. The
brands whi ch these begi nni ng snokers accept and use w ||
becone the dom nant brands in future years. Evidence is
now available to indicate that the 14 to 18 year old
group i s an increasing segnent of the snoking popul ati on.
RIR-T [ RIR Tobacco] nust soon establish a successful new
brand in this market if our position in the Industry is
to be maintai ned over the long term

Exhibit 6 at 14, "Planni ng Assunptions and Forecast for the Period

1977-1986+" (April 15, 1976). (Partial enphasis added.)#

4 Interestingly, while the prior versions of this annual

report include simlar statenents about the 14-18 year-old

mar ket, the March 21, 1977 forecast sterilized this statenent to
refer only to 18-25 year-olds. See Exhibit 7 at 17, "Pl anning
Assunptions and Forecast for the Period 1978-1987+" (March 21,
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Simlarly, notes froma md-70s neeting to discuss Wnston's
mar keti ng and advertising strategies describe Wnston's decline
agai nst Marl boro and gives context to RIR s mani ac quest for new

t eenage snokers:

1. Mar | boro's current ability to gain market share
while Wnston is losing market share should, in ny
judgnent, be the primary concern of Reynolds in the
cigarette field. . . . In ny opinion sone way nust be

found to sharply reverse the present market share trend
on Wnston vs. Marlboro if Reynolds is to retain its
preem nent position in the cigarette field. 1t was said
that young snokers are snoking Marl boros two-to-one over
Wnstons. This is an alarmng statistic for Wnston.

Exhi bit 8, neeting notes di scussing "Ci garette Product Formul ati on”
(April 12, 1973). (Enphasis added.)

As RIR s market share continued its decline into the 70s, RIR
redoubled its research efforts to attract 14-24 year-olds to its

brands.¥ A May 4, 1973 proposal presented to RJR managenent,

1977). However, even in this sterilized version it is apparent
that the real subject is 14-18 year-olds. The sterilized version
di scusses "begi nni ng snokers," 2/3 of whom RIJR knew to be between
the ages of 12 and 18:

The present |arge nunber of people in the 18-25 year
ol d age group represents the greatest opportunity for
long-termcigarette sales growh. Young people wll
continue to beconme snokers at or above the present
rates during the projection period. The brands which
t hese begi nni ng snmokers accept and use will becone
dom nant brands in future vyears.

Exhibit 7 at 17. (Enphasi s added.)

=l There are nunerous exanples fromthe 50s, 60s and 70s
denonstrating RIR s interest in marketing its products to
teenagers and children. Correspondence from RIJR s adverti sing
agency, WIlliamEsty Conpany Inc. ("WIIliam Esty") provides

-9 -



entitled "Originals for Turk Test Market," provides an exanpl e of
RIR s "aggressive" pursuit of the 14-17 year-old "young adult”
snokers. This docunent, discussing the "inportance of young adults
to the 85mm NFF category,"” states:
As a result of this strong preference for the 85nm NFF
category anong young-adult males, nmales 14-34 years old
represent approxi mately 35%o0f 85mm NFF snokers (at | east
50% hi gher than total industry).
Exhibit 12 at RIR 464370. (Enphasis added.) And again, in a 1975

menmorandum RIJIR's J.W Hnd reiterated that Canel's marketing

objective was to "increase our young adult franchise" -- wth
"young adults" being defined to include 14-24 year-olds -- who
"represent tonorrow s cigarette business.” Exhibit 13, nmenorandum

regardi ng "Recommendation to Expand "~ Meet the Turk' Ad Canpaign"
(January 23, 1975). Specifically, Hi nd stated:
To ensure increased and l|longer-term growth for CAMEL

FILTER, the brand nust increase its share penetration
anong the 14-24 aqge group which have a new set of npre

evi dence that RIR actively sought information regarding children
and snoking: see, e.qg., Exhibit 9, letter regarding "Study of
Attitudes Toward Cigarette Snoking Anong H gh School Students”
fromWIIliamEsty Conpany Inc. to RIR (March 14, 1958) (conveying
ideas for a study of attitudes towards cigarette snoking anong
hi gh school students, a study suggested by RIR); Exhibit 10,
letter regarding "Plan for Consunmer Research on Ci garette Snoking
1964" fromWIIliam Esty Conpany to RIJR (January 16, 1964)

(di scussing consuner research plan on "[t]rend studies on
cigarette snoking at the teen-age level," a plan which reflects
"your [RIR s] thinking and your suggestions"); and Exhibit 11
letter regarding "Prelimnary C garette Findings fromApril 1971
Screening"” fromWIliamEsty to RIR (July 2, 1971) (forwarding
cigarette research findings containing the "[s]noking incidence
and preference shares, by age, anong those aged 14 to 20" as
requested by RIR).

- 10 -



| i beral val ues and which represent tonbrrow s cigarette
busi ness.

Exhi bit 13. (Enphasis added.)

To work towards its stated objective of enticing 14-24 year-
olds to snoke its brands, RIR obtained hundreds of pages of data
fromNational Famly Opinion ("NFO') on the snoking habits of 14 to
17 year olds, conpiled under the title "Snokers Screening -- Apri
1976 Profile (14-17)." See, e.q., Exhibit 14, "Snokers Screening
-- April 1976 Profile (14-17)" (Septenber 7, 1976) and Exhi bit 15,
"Snokers Screening Cigarette Switching Matrix (14-17)" (Cctober
1975).¢% RIR regularly used NFO information internally to guide
research and marketing.” During 1980, for exanple, RIR issued a
series of internal reports anal yzing NFO data on teenage snokers,
aged 14-17. See, e.dg., Exhibits 17-23, all entitled "Teenage
Snokers (14-17) and New Adult Snokers and Quitters." The February
1, 1980 report explains the inportant concept of "Franchise Aging,"

noting that in 1979, one mllion "Young Adult Smokers" (YAS) turned

& Due to the length of these docunents, we have only
i ncl uded exenpl ars of the "Snokers Screening Profile" (Exhibit
14) and the "Cigarette Switching Matrix" (Exhibit 15). Two
simlar reports were utilized by RIR (1) " Snokers |ncidence and
Preference' Ages 14-17"; and (2) "Mass Tobacco User Screening
Ages 14-17."

u In addition to these quarterly reports, annual reports
showi ng "trends in share of snokers by age [14-17]" were prepared
by RIR s Market Research Departnent. Exhibit 16 at 50076 9032,
menor andum r egar di ng " Share of Snokers by Age G oup" (CQOctober 30,
1975) .
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18 and thus entered the snoki ng popul ati on whil e 450, 000 50+ year -
ol d snokers left the market:

Franchise Aging is the dynam c process of young adult

snokers (18 year old) entering the snoki ng popul ati on and

ol der snokers (50+) |leaving the narket. For exanple, in

1979 approximately one mllion snokers becane 18 years

old while approxi mtely 450,000 ol der snokers left the

mar ket. The extent that each conpany is affected by this

process is determ ned by the age skew of its franchi se.
Exhibit 17 at 4. As part of RIRs series of reports on teenage
snokers, RIJR marketing researcher Kay Duffy wote exhaustive
summaries of the available data on RIR s market share of teenage
snokers, aged 14-17. See Exhibits 19, 21, 22.

Desperate to attract this critical market, at times RIR s
research focused on indi vi dual s even younger than 14. For exanple,
a docunent discussing the wupcomng "Spring 1971 NFO Survey"

explains that information is to be tabul ated for "Respondents Aged

13 and Younger." Exhibit 24 at 1, "Summary of Decisions Made in

MRD [ Mar ket Research Departnent]-Esty Meeting on April 7, 1971,
Concerning Spring 1971 NFO Tobacco Products Survey." Ten years
| ater, an RIR outside consultant wote a "Confidential" menorandum
to RIR s Jeannie Marshall which began:

This is a followup to the nmeno | sent you earlier that

dealt with teenage snokers. Dawn August is doing a

resource search for existing data pertaining to incidence
and consunption anong youth age 12-17.

Exhi bit 25, nenorandum regardi ng "Teenage Snoking |ncidence and

Consunption"” (March 25, 1982). (Enphasis added.)



In one dramati c exanple from 1980, future CEO (then executive
Vi ce- Presi dent of Marketing) Gerald Long wote to the then-current

Chairman E. A. Horrigan, benpaning RIR s poor showing in narket

share anong 14-17 vear-olds, and hoping that "planned activities"

woul d soon correct the situation. Exhibit 26, nmenorandumregardi ng

"MDD [ Marketing Devel opnent Departnent] Report on Teenage Snokers
(14-17)" (July 22, 1980). This terse nmenorandum di scussing the

| atest RIR Marketing Devel opnent Departnent "Report on Teenage

Snokers (14-17)" is quoted here in full:

Attached is a MDD [Marketing Devel opnent Departnent]
report covering the aforenentioned subject. Last
January, a report was issued on this subject that
indicated that Philip Mrris had a total share of 59
anong 14-17 year ol d snokers, and specifically, Marlboro
had a 52 share. This |latest report indicates that Philip
Morris' corporate share has increased by about 4 points;
however, Marl boro remains the sane at 52.

| mportantly, the report further indicates that RIR
continues to gradually decline, and between the spring
and fall 1979 periods, RIJR s total share [of the 14-17
year old market] declined from21.3 to 19.09.

Hopeful ly, our various planned activities that wll be
implemented this fall will aidin sone way i n reduci ng or
correcting these trends.

Exhibit 26, "MDD Report on Teenage Snokers (14-17)" (Enphasi s
added.)
Despite the above, RIR nmaintains that it does not nmarket

cigarettes to mnors.¥ However, even an RIJR press release

& Research into the nunber of teens who snoke and their
brand of choice, conducted as late as July 1993, was found in
RIRs files. See, e.qg., Exhibit 27, report regarding "Cigarette
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attenpting to "explain" and "contextualize" the Conpany's intense
focus on underage individuals as revealed inits internal "SECRET"
docunents, concedes that during the 80s, RIR was concerned it was
| osi ng mar ket share "anong younger snokers (both over and under the
age of 18)."¥ This press rel ease states:

RJR docunments in this tinme franme continually reflect
conpany concern over Marlboro's continuing gains anong
18-30 year-old snokers. A time when nost initially
choose and tend to stick with one brand. RIR s declining
mar ket share anong younger snokers (both over and under
the age of 18), largely attributed to a perceived product
quality difference between RIR and its conpetitors,
suggested a substantial decline in the conpany's future
mar ket share. At the tinme, the conpany faced critica
deci sions about how to inprove its products and product
qual ity and i ncrease i ts nodern nmanuf act uri ng capacity. ¥

By 1986, RIR s fear that it would be overtaken by the fast
grow ng Marl boro brand proved to be correct. The 1986 Canel "Wite
Paper,"” which | ooked at the question of whether the Canel brand
could be repositioned to conpete with Marl boro, sumarized RIR s
fall from nunber one:

W NSTON s share anong younger adult snokers peaked in the

m d- 60s when Marl boro's repositioning began to take hold

anong this target, however, WNSTON continued to grow
until the late 70s. W NSTON s growth and subseguent

Brand Preferences Anmong Teenage Snokers" (July 21, 1993) (a
survey of "12-17 year ol ds"); see also Exhibit 28, letter
regardi ng Canel underage market data (March 16, 1992) (providing
the "Percentage of Canel Vol une Underage" as "2,389,000 mllion"
12-17 year-old snokers).

el P.R Newswire at 10 (January 3, 1997.)
10/ P.R Newswire at 10. (Enphasis added.)
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decline can be attributed to its perfornmance anobng
younger adult snokers.

Exhibit 5 at 1, Canel "Wite Paper." (Enphasis added.)

Having |l earned its | esson fromMarl boro's new f ound dom nance
in the "young adult" market, RIR s paranount marketing objective
was to re-establish RIR s place in this youth market.%

B. It Was Critical That RIR Attract M nors Because

90% O All Snokers Start Snoking By Age 18 And

Cgarette Snokers Are Extrenely Loyal To Their
First Brand

As evidenced in "SECRET" RIR i nternal docunments, the nunber of
snokers who began to snoke in their early teens has steadily risen
from nore than 50% in 1974 to over 90% today. A confidenti al
report from RIR s outside advertising agency (WIlliam Esty),
di scussed the "Starting Age" of snokers and the "Reasons for
Selecting First “Usual' Brand." Exhibit 29 at RIJM 053055, RIM
053059, report regardi ng "Wiat Causes Snokers to Sel ect Their First
Brand" (1974). RIR s outside advertising agency recogni zed that:
"If a person is going to snoke, he generally . . . starts during
his teens.” Exhibit 29 at RIM 053060. As this docunent expressly
recogni zes, in 1974 nore than 50% of current snokers had sel ected
their "First Usual Brand" of cigarettes before the age of 18.

Exhi bit 29 at RIM 053059.

e It was this single-mnded devotion that | ed one RIR
seni or manager to | eave the Conpany. He/she told us that in
hi s/ her opinion, KKR "would sell cigarettes to babies" to nmake
money. This individual's identity, at his/her request, remains
confidential.
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Like its outside advertising agency, RIR knew that the
maj ority of snokers select their cigarette brand before the age of
18. In 1974, RIJR marketing researcher Donald W Tredennick
(Director of Consunmer Research) wote an internal menorandumto F
Hudnal I Chri st opher (Director of Marketing Research) entitled "Wat
Causes Snokers to Sel ect Their First Brand of Cigarette?" Exhibit
30. 12 This menorandum sunmari zed RIR s know edge as to "the age at
whi ch people generally start snmoking, their initial reasons for
snoki ng, the brands they initially select for regular use and their
reasons for selecting that brand.” Exhibit 30 at 1. Confirmng
the conclusions of WIIliam Esty, Tredennick determ ned that
"virtually all [snokers] start by the age of 25" and that "nbst

snokers beqgin snoking reqularly and select a usual brand at or

before the age of 18." Exhibit 30 at 1. (Enphasis added.)

In 1982, senior nmarket research analyst D ane Burrows
explained that "[i1]f a man has never snoked by age 18, the odds are
three-to-one he never wll. By age 24, the odds are twenty-to-
one." Exhibit 31 at 2, nenorandum regardi ng "Estimated Change in
I ndustry Trend Foll owi ng Federal Excise Tax I|ncrease" (Septenber
20, 1982). By 1984, just one year before the Joe Canel character
was test-nmarketed in the United States through a T-shirt give-away

pronotion, RIR s current thinking was that nore than 2/3 (69% of

12 The ot her conclusions reached in this inportant report
are discussed in detail in Section Il1l1.B, infra.
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all snokers had selected a "First Usual Brand" before the age of
18. Exhibit 32 at Appendi x B, Strategic Research report, "Younger
Adul t Snokers: Strategies and Opportunities" (February 29, 1984).
Mor eover, RIR knew that if a person did not begin snoking by the

age of 24, it was virtually certain (95% that such individua

woul d never take up snoking. Exhibit 32 at Appendi x B. Thi s
"Confidential" 1984 Burrows report traced the rise and fall of
every major brand in the history of the Anmerican cigarette market
in great detail. Exhibit 32 at 1-32.

The 1984 Burrows report discussed the continued inportance of
attracting the euphem stic "Younger Adult Snokers" which her charts

reveal ed were pre-snokers aged 12 to 24. Exhibit 32 at Appendi x B.

In addition to recognizing that the only "new' snokers avail abl e
were people aged 12-24, Burrows determ ned that "Younger Adult
Snokers" (12-24 year olds) were doubly inportant to RJR because
snokers are extrenely brand | oyal. Exhibit 32 at Appendix B
Burrows summari zed her concl usi ons:

Younger adult snokers are the only source of replacenent

snokers. Repeated governnent studies (Appendi x B) have
shown t hat:

1 Less than one-third of snokers (319% start
after age 18.

1 Only 5% of snokers start after age 24.

Thus, today's younger adult snoki ng behavior will |argely
determine the trend of Industry volume over the next
several decades. |f younger adults turn away from
snmoking, the Industry nmust decline, just as a popul ation
whi ch does not give birth will eventually dw ndle. I n
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such an environnent, a positive RIR sales trend would
require disproportionate share gains and/or steep price
i ncreases (which could depress vol une).

Exhibit 32 at 2. (Enphasis added.)

Thus, Burrows articulated the driving principle behindthe Joe
Canel canpai gn:

Younger adult snokers have been the critical factor in

the growh and decline of every major brand and conpany

over the last 50 years. They will continue to be just as

inportant to brands/conpanies in the future for two
si npl e reasons:

1 The renewal of the narket stens al nost entirely
from 18-year-old snokers. No npbre than 5% of snokers
start after age 24.

1 The brand loyalty of 18-year-old snpokers far
out wei ghs any tendency to switch with age.

Thus, the annual influx of 18-year-old snokers provides
an effortless nmonentum to successful "first brands”
(iL.e., those which appeal to 18-year-old snokers rather
than switchers ages 19-24). WMarl boro grows by about .8
share points per year due to 18-year-old snokers al one.

On the other hand, brands/conpani es which fail to attract
their fair share of younger adult snokers face an uphil
battle. They nust achi eve net sw tching gains every vear
to nerely hold share. By not attracting its fair share
of 18-year-old snokers, RIR yielded a .5 point ingoing
[sic] share advantage to PMin 1983.

Mar | boro and Newport, the only true younger adult growth
brands in the market, have no need for swtching gains.
All of their volunme growth can be traced to younger adult
snokers and the novenent of the 18-year-ol ds which they
have previously attracted into ol der age brackets, where
t hey pay a consunption dividend of up to 30% A strategy
whi ch appealed to older snokers would not pay this
di vi dend.

Exhibit 32 at 1. (Partial enphasis added.)
This point was again driven hone in the Canel "Wite Paper":

- 18 -



The agi ng of younger adult snokers conbined with their
brand loyalty guarantees the growh of a brand for
decades. Even if a brand falls fromgrace anong younger
adult snokers, the increasing consunption rate of the
aging franchise can carry the brand' s performance for
years, thus extending its life cycle. WNSTON s share
anong younger adult snokers peaked in the m d-60s when

Mar | boro's repositioning began to take hold anong this

target, however, WNSTON continued to growuntil the late

70s. W NSTON s grow h and subsequent decline can be

attributed to its performance anong younger adult

snokers.
Exhibit 5 at 1.

Burrows correctly forecast that attracting younger snokers
would remain critically inportant for RIJR as the "Baby Booners"
aged and were replaced by teens fromthe smaller "Generation X "
and even as snoki ng declined in popularity anong teens. |In many of
her reports, Burrows and other RIR "forecasting" personnel
quantified for managenent preci sely what an accel erating decline in
mar ket share each year would nean to RIRif it continued over ten
years, or twenty years, or nore. See, e.qg., Exhibit 33 at RIR
034089, presentation regarding "Younger Adult Snoker QOpportunity"”
(1984) (projecting a 22 point share decline for RIR by 1995).
These forecasts conjured a very stark vision of RIR s future as a
third-tier, bit player in the cigarette industry -- nuch |ike
Anmeri can Tobacco, a former tobacco giant that failed to change its
Pall Mall advertising to keep pace with the tines and attract new

t een snokers. ¥

e Burrows was a highly respected marketing researcher at
RIJR during the 80s. Evidence of her continuing high reputation
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Current research denonstrates that attracti ng underage snokers
IS now even nore inportant to the tobacco industry. Data fromthe
1991 National Househol d Surveys on Drug Abuse reveal s that 89% of
all daily snokers had tried their first cigarette before the age of
18.%  This report further concluded that 71% of current snokers

becane daily snokers by age 18. Specifically, this report states:

Most snokers begin snoking during childhood and

adol escence, and nicotine addiction begins during the

first few years of tobacco use. Mor eover, decades of

experience in tracking tobacco use showthat if people do

not begin to use tobacco as youngsters, they are highly

unlikely to initiate use as adults. For any cross

section of adults who snoke daily, 89% began using

cigarettes and 71%began snoking daily by or at age 18.%

As RIR began to devel op a newinmage for Canel in 1986, it grew
even nore conmtted to the central thene devel oped by Burrows --
that it was recruitnent of "Younger Adult Snokers" and not
"sw tching" that would ensure RIR s future as a tobacco conpany.
As a logical outgrowth of Burrows' research and forecasting, RIR
focused on which of its current brands could be "repositioned" to

attract the teens whomRIJR was euphem stically calling "Young Adul t

today -- and perhaps also the need to naintain her loyalty to RIR
-- is found in her continued enploynent by RJR as an i ndependent
mar keti ng research consul tant.

14/ Institute of Medicine, "Gowing Up Tobacco Free:
Preventing N cotine Addiction in Children and Youths," pp. 5-6,
Nat i onal Acadeny Press, Washington, D.C. (1994).

15/ Institute of Medicine, "Growing Up Tobacco Free:
Preventing N cotine Addiction in Children and Youths," pp. 5-6,
Nat i onal Acadeny Press, Washington, D.C. (1994). (Ctations
omtted.)
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Snokers. " The old Canel brand, with its "virile appeal,” was
identified as RIR s best bet for "repositioning" to conpete with
Mar | boro and Kool for the underage market.® Exhibit 5 at 1, Canel
"White Paper."” The Canel "Wite Paper" adopted and expanded the
concl usi ons reached by Burrows:

I . | MPORTANCE OF YOUNGER ADULT SMOKERS

* * *

16/ RJR had begun | ooking to established brands, such as
Canel, as a neans to attract the young adult market as early as
1980:

Most of us agree that peer group acceptance has a

dom nant influence on the brand choice of younger adult
snokers. Socially insecure, they gain reinforcenent by
snoking the brands their friends are snoking, just |ike
they copy their friends' dress, hairstyle, and other
conspi cuous things. To snoke a brand no one has heard

of -- which all new brand nanes are -- brings one the
ri sk of ostracism It's simply not the "in" thing to
do.

If this theory is correct, it would be extrenely
difficult to achieve success with a brand name whose
primary thrust was agai nst younger adult snokers .
Even Marl boro had been around for years before it took
of f anong younger adult snokers.

My thinking is that to maxi m ze our success anong this
i nportant group [younger adult snokers], we should

pl ace our efforts and our resources behind our

est abl i shed brand nanes, keeping them young and
contenporary through advertising, pronption, and |line
extension strategi es and executions. |If we do this
well, | believe history is telling us we are nmuch nore
likely to achi eve success with this strategy than via
new br ands.

Exhibit 34 at 1-2, nmenorandum regardi ng "Younger Adult Snoker
Qpportunity Analysis - New Brands" (Septenber 29, 1980).
(Enmphasi s added.)
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1 More than 40%of the Virile Segnent's current total
business is a result of brand choices of snpkers at age
18.

| The aging of vyounger adult snokers conbined with
their brand |loyalty quarantees the growh of a brand for
decades. Even if a brand falls fromgrace anbng younger
adult snokers, the increasing consunption rate of the
aging franchise can carry the brand' s perfornance for
vears, thus extending its life cycle. WNSTON s share
anong younger adult snokers peaked in the m d-60s when
Mar | boro's repositioning began to take hold anong this

target, however, WNSTON continued to growuntil the late

70s.

W NSTON s grow h and subsequent decline can be

attributed to its performance anong younger adult
snokers.

Mar | bor o, which has 55% of 18-24 year old snokers,

and 75% of non-nenthol 18-24 year old snokers, grows
approximately 1.0 total market share points every year
due to gains anong younger adult snokers. Al t hough
Mar | boro sustains yearly net switching | osses anong t ot al

snokers, the substantial yearly gai ns anong younger adul t

snokers nore than offset switching |osses and thus

ensures continued brand growt h. Previ ous Dbrands
i ncluding WNSTON and Pall Mall showed the sanme pattern
and ensuing strong share growh until long after they

| ost appeal anong younger adult snokers.

Exhibit 5 at 1. (Enphasis added.)

By 1987, the Burrows thenes had reached a fever pitch at RIR

because of the accelerating rate of decline in share anong the so-

cal | ed "Younger Adult Snokers" (90%of whom of course, are younger

t han 18).

A 1987 presentation to RIR seni or managenent drove nmany

of the Burrows thenes hone again:

YAS

[young adult snokers] are the only source of

repl acenent snokers.

Fi r st

Less than one-third of snobkers start after age 18.

Usual Brand Younger Adult Snokers (FUBYAS) drive

the growmh of Marl boro and Newport.
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The value of FUBYAS conpounds over tinme due to extrene
brand |l oyalty and rate per day increases.

- O all snokers who chose Marlboro as a FUB [first
usual brand] inthe md 1970s, 41%still snoke the brand.

- Rate per day increases 30% between ages 18 and 35.

RIR is substantially underdevel oped and declining in
share of 18-20 vear old snokers.

Exhi bit 35 at 2, "Younger Adult Snokers" (1987) (Enphasis added. )

By 1987, RIJR managenent had devel oped a plan of action -- an
advertising plan nodel ed, expressly, on the successful youth
pitches of other products. Exhibit 35 at 61. RIR executives were
cautioned, however, that "big pay-offs may take 3 or 4 years to
achieve bottomline results.” Exhibit 35 at 61. Thi s forecast

proved accurate with respect to the Joe Canel canpai gn.

C. In 1981, RIR Began Using The Terns "Young Adult
Snokers" And "First Usual Brand Young Adult
Snokers" As Euphem sns For 1l 1| egal Underage
Snoker s

By Septenber 1980, RIR began to grow concerned about
explicitly stating that it was targeting kids, even in interna
menor anda. An interoffice nmenorandum di scussing "Younger Adult
Snokers -- Term nol ogy" -- ostensibly ained at enphasizing RIR s
policy of not marketing its cigarettes to children -- suggested

changi ng certain term nol ogy used in RIR s i nternal conmuni cati ons.

il As explained in Section Il.C, by 1981 RIR was car ef ul
to rely on the "Younger Adult Snoker" (YAS) and "First Usua
Brand Younger Adult Snoker" (FUBYAS) euphem sns when referring to
the illegal teen market.
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Exhibit 36, nenmorandum regarding "Younger Adult Snokers --
Ter m nol ogy" (Septenber 11, 1980). However, the specific terns

that were to be erased fromRIJR s vocabul ary were redacted fromthe

copy of the docunent produced. W believe that the redacted
portion discusses the terns "new snoker," "pre-snoker" and
"begi nning snoker" -- 90% of whom are younger than 18. Thi s

docunent states, in pertinent part:

Gven this policy, it is inmportant that we do not do
anything that would | eave the fal se inpression that our
real intentions are otherwise. The risk area here is in
the references we nmake in our witten conmmuni cations
regardi ng the younger adult snoker market.

PRI VI LEGED MATERI AL REDACTED

As an additional thought, |I would al so suggest that we
al | begin using this termnology in our or al
communi cation, both formal and informal. By doing so,
we'l |l develop a good habit what will reflect itself in

our witten comuni cati ons.

Pl ease di scuss this with your peopl e and assure that they
understand this newterm nol ogy, the rationale behindit,
and that they put it into practice inmediately.

Exhi bit 36. ¥

18/ In this case, as opposed to the industry-w de
conspi racy cases, few docunents were w thheld or redacted.
Further, RIR produced many docunents originally wthheld on
various privilege grounds. This said, there remain a few
docunents that continue to be withheld or for which only redacted
ver si ons have been produced. W continue to fight for the
rel ease of those docunents. For exanple, handwitten neeting
notes dated May 9, 1989 appear to have been surreptitiously
altered to delete a particular reference to underage snokers.
The neeting notes discussing appeal of various brands, state the
foll ow ng about the Newport brand: "Pop[ular] anmong young peopl €;
real young; [deleted] year olds.” Exhibit 37 at RIR 481921.
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A later internal nenorandumtold RIR enpl oyees to continue to

track underage snokers but not to refer to themas such. Exhibit

38 at 1, menorandumregarding "Aging 18 Year A d Snokers into NFO
Panel Data" (Decenber 8, 1981). Specifically, this docunent
st at es:

The purpose of this nmeno is to recommend aging all known
under 18 year old snokers into the NFO Panel Data at age
18 and classifying them as "Continuing Snokers," wth
only those snokers new to the business classified as
"new' snokers. This represents maintenance of the
current nethod of tabulation.

Exhibit 38 at 1. (Enphasis added.)

| ndeed, RIJR expanded its investigation into the illegal

underage market. Accordingto a July 8, 1982 letter agreenent, RIR
contracted with a conpany called Data Resources, Inc. to devel op
"AGEM X, " a nodel that coul d be used to determ ne snoki ng i nci dence
and snoking rates for individuals aged 12 and over.%¥ Exhibit 39,
letter r egar di ng "AGEM X" Devel opnment (July 8, 1982) .
Specifically, RIR and Data Resources Inc. agreed:

1. To devel op AGEM X based on groupi ngs which are nore

consi stent with governnent reports on [ snoki ng] i nci dence

and rate, which provide the initial conditions for

ACGEM X. The breaks will be: 12-17, 18-24, 35-44, 45-64,

and 65+.
Exhibit 39 at 1. (Enphasis added.)

A nore detail ed description of AGEM X' s function is found in

a docunment entitled "R J. Reynolds Ci garette Industry Vol une

1 Thi s docunent al so once again confirms that "few people
start snoking after age 24." Exhibit 39 at 1.
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Forecasting System" Exhibit 40. This docunent explains that the
ACGEM X system was designed to nmake "use of an age-sex approach
(described below) to track various snoking traits through the
popul ation."” Exhibit 40 at RIM054877. Inits final form AGEM X
allows RIRto track the incidence and rates of snokers aged 14-17,

18-24, 25-34, 35-49 and 50 and over. Exhibit 40 at RIJM 054878.

Specifically:
The nodel not only conputes the nunmber of cigarettes
snoked by each cohort, it also tracks the changes of
consunption in each cohort as people enter and | eave the
cohort.

Exhibit 40 at RIM 054878. Significantly, the AGEM X nodel

recogni zes that "[t]he fornulas for the youngest cohorts are
slightly different since the nodel assunes that no one younger than
14 snokes." Exhibit 40 at RIM 054879.

As a result of this vocabul ary change, RIR enpl oyees currently
use the ternms "Young Adult Snokers" ("YAS') and "First Usual Brand
Young Adult Snpkers" ("FUBYAS')2ZY as the accepted euphen sns for

under age snokers.2Y Henceforth, RIJR enployees tried to avoid the

20/ The "Younger Adult Snokers" document expl ains that
"FUBYAS are in a transition -- belonging to the FAMLY (secure)
repl aced by belonging to sel ected PEER GROUP (not as secure)."
Exhibit 35 at 29. It also explains that to FUBYAS, "no fun =
parents.” Exhibit 35 at 39. Only teenagers are in transition
frombelonging to the famly to seeking belonging in a peer
group, and have the m ndset that parents are "no fun."

2y Simlarly, RIR docunents discussing "Marlboro snokers"
al so really nean new 14-24 year-old snokers whom Marl boro was,
and is, so successful at obtaining.

- 26 -



kind of frank definition included in the 1973 proposal that the
Canel 85mm cigarette be aggressively targeted at "young-adult
mal es, males 14-34 years old" (Exhibit 12); in the Vice-President
of Marketing's 1974 presentation to the Board of Directors about

the inportance of the "young adult market, the 14-24 age group,"”

(Exhibit 1); in J. W Hnd s 1975 nmenorandum di scussi ng how Canel
woul d neet its marketing objective of increasing "the young adult
franchi se" by increasing "its share penetrati on anong the 14-24 age
group” (Exhibit 13); and in future CEO G H Long's 1980 nenorandum
bermbaning RIJIR's dwindling share of "14-17 year old" snokers
(Exhi bit 26).

Despite the 1981 sterilization of RJR s docunents, the
"SECRET" 1984 Burrows Report unwittingly exposed the truth behind
RJR s use of euphem stic |anguage to discuss teens. Exhibit 32.
Al t hough throughout her Report, Burrows assiduously avoided any
direct adm ssion that what she was tal king about was underage
snoking -- always using instead the euphem sns "young adult" or
"younger adult" -- in Appendix Bto the report she slipped. In her
chart entitled "Younger Adults |Inportance as Repl acenent Snokers, "
Burrows i nadvertently denonstrated just howyoung a "younger adult”
can be -- at least in RIRs euphemstic view -- for this chart

begins at age 12. Exhibit 32 at Appendi x B.

Another slip occurred in the 1987 "Younger Adult Snokers"

presentation to RIR senior nmanagenent, which stated that "YAS are
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t he only source of repl acenent snokers" and that "First Usual Brand
Younger Adult Snokers (FUBYAS) drive the growth of Marlboro and
Newport." Exhibit 35 at 2. This presentation explicitly
recogni zed that "less than one-third of snokers start after age
18." Exhibit 35 at 2. Once again, reading this docunent in
context wwth the other RIR docunents reveals that YAS and FUBYAS
means Ki ds.

Yet another slip occurred in Cctober 1987, just nonths before
the national | aunch of the Joe Canel canpaign. An Cctober 15, 1987
menor andum st anped "RIJR SECRET," froma file that incredibly bears
the name "YOUTH TARCET," discusses the anticipated |aunch of
"Project LF," comonly known as Canel Wdes. Exhi bit 41,
menor andum regarding "Project LF Potential Year 1 Marketing
Strategy" (Cctober 15, 1987). In this nmenorandum the author
explicitly states:

Project LFis a wder circunference non-nenthol cigarette

targeted at younger adult male snoker[s] (primarily 13-24

year old Marlboro snokers). This product is also being
expl ored as a CAMEL |ine extension and wll be eval uated

(new brand vs. line extension) follow ng recei pt of TPT
test results which will be received for both products
next year.

Exhibit 41. (Enmphasis added.)#

22 RIR asserts that reference to 13-24 year-old snokers is
a typographical error and should read 18-24. RIJR s assertion
| acks credibility in light of its extensive research on children
under 18 years of age. Additionally, this docunent was copied

froman RIRfile entitled "YOUTH TARGET" -- the sane nane as a
1987 RIJR-McDonald Inc. study of 15-17 year olds, discussed in
Section I11.D, infra -- confirmng that this docunent does not
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Finally, during the Mangini litigation, RIR s counsel all but
conceded that "by definition," RIJR docunents referencing "Young

Adult Snokers" or "First Usual Brand Young Adult Snokers" were

di scussing "new snmokers" -- 90% of whom of course, are younger
t han 18. % I n opposing our request to include the terns "Young
Adult Snoker," "First Usual Brand Young Adult Snokers" and

“"Marl boro smokers" in the Court's Oder requiring RIR and its
advertisers to produce all docunents which in any way relate to

m nors, counsel noted:

Nonet hel ess, Reynolds is in the process of identifying
for production nonprivil eged docunents inits files that
refer to persons who are either under the age of 18, or
are aged 18 through 24, for the tine period beginning
January 1, 1973. This production, which is extrenely
burdensone, will by definition enconpass YAS and FUBYAS
docunents, and should noot Plaintiff's articulated
concerns. 2

Ignoring its own internal docunments, to this day RIR pretends
that the terns "Young Adult Snokers" and "First Usual Brand Young
Adult Snokers" are limted to | egal snokers of adult age, and that

these are the only people to whom RIR markets its products.

nmerely contain a typographical error.

23/ Novenber 22, 1996 letter fromRIR s counsel to
Mangi ni ' s counsel .

24/ November 22, 1996 letter fromRIR s counsel to
Mangi ni 's counsel. (Enphasis added.)
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D. The I nportance OF New Teen Snokers To RIR Is
Further Underscored By RIR s Extensive Efforts To
Count eract The Anti-Youth Snoking Myvenent

Several internal docunents describe the anti-youth snoking
movenent as being of critical inportance to RIR  For exanple, a
70s RIR marketing departnent report entitled "Key |Issues - Position
Papers" discusses the inpact of various proposed anti-snoking
| egi sl ati on pendi ng across the nation. See Exhibit 42. Each issue
identified in the report is analyzed in ternms of characterizing a
"trend, issue, or event" as well as noting what will be the direct
"inpact/inplication" to RIR The report recognizes two "key
i ssues" affecting sales of cigarettes to teens.

First, under the general heading of "Enforcenent Practices,"”
the report explains the loss of profits that would result from
i nposition and/or enforcenment of state or federal restrictions
agai nst the sale of cigarettes to teenagers as a "key issue" facing
the Conpany. Exhibit 42 at RIR 469240. It forecasts that "[p]ub-
lic opinion will mandate that current |aws prohibiting sale of
cigarettes to teen-agers be enforced." Exhibit 42 at RIR 469240.
In a chart entitled "Estimated I npact Inplications (+ or -)" under
the heading "Quantitative: Effect on Sales/Profits,"” the author
recogni zes that stronger enforcenent of |aws prohibiting sales of
cigarettes to teenagers damages the Conpany because such
enforcenent woul d negatively inpact future profits. Exhibit 42 at

RIR 469256. The report concludes that the effect of strengthening
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enforcenent practices will be a "[r]eduction in the nunber of new
snokers." Exhibit 42 at RIR 469240. Unquesti onably, RIR knows
that laws restricting teens frompurchasing cigarettes will have a
long terminpact on Conpany profits by limting the nunber of new
snokers entering the market.

A second "key issue" regarding underage snokers is that
snokers under 25 will show a major shift in brand preference away
from Marl boro. Exhibit 42 at RIR 469226. Confirmng that
teenagers are the principal source of "new snokers," the report
recogni zes that the tobacco conpany marketing a brand neeting the
"wants and desires" of the "under 25" snoker will dom nate the
market. Exhibit 42 at RIR 469226. It explains that "the decline
in Marl boro's share of under 25 snmokers will continue opening this
segnent of the market for another dom nant brand to enmerge from
peer group pressures.” Exhibit 42 at RIR 469226. The report
supports its conclusions using NFO data on Marl boro's acceptance

anong 14-17 year olds. Exhibit 42 at RIR 469226.

Simlarly, a "Confidential" 1989 draft report entitled
"Snmoki ng and Youth" highlights RIR s concerns with anti-youth
snoking efforts. Exhibit 43, draft nenorandum " Snoki ng and Yout h"
(Septenber 25, 1989). This docunent identifies "[s]noking anong
youth [a]s the core focus of the enotional strategy being enpl oyed
by anti-snoking activists to rationalize broad restrictions on the

tobacco industry."” Exhibit 43 at 1. This RIR "Confidential"”
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report explicitly describes howthe industry -- principally through
the efforts of RIRand Philip Murris -- is conbating the "antis" by
(1) blam ng peer pressure for underage snoking and (2) through
i ntensive | obbying. Exhibit 43 at 2. Specifically, it describes
the industry's strategy as:

The overall thrust of this effort is to show how

beginning to snoke is one of the many facets of peer

pressure that parents can teach their children to resist.

The political action elenent consists of traditional

| obbying activity at the federal and state |evels, as

wel | as providing wtnesses for |legislative and

regul atory heari ngs.
Exhi bit 43 at 2.

This "Confidential"™ report goes on to explain that in 1989 the
"Reynolds and Philip Mrris prograns generally stress|[ed]
governnent relations activities, although both conpani es have, on
occasion, addressed the issue of snoking anong youth via their
respective public issues foruns." Exhibit 43 at 2. It proposed a
program havi ng four conponents that shoul d be inpl enented t o conbat
anti-snoki ng youth efforts: "Governnment Rel ati ons, Sal es/ Marketi ng,
External Affairs and Public Relations.” Wth respect to
"CGovernnent Rel ations"” and youth snoking, RIR suggests:

No other |egislative "renedy" is necessary, or capable,

of 1nfluencing snoking anong youth. The industry nust

continue to oppose unwarranted restrictions, including

t hose which are cl oaked in the guise of being of benefit

to children like HR 1250 and H R 1493.

Exhi bit 43 at 3.



Wth respect to the "External Affairs" conponent, RIR suggests
that the industry ensure its policies of not marketing to youth are
"effectively communicated to the proper constituencies." Exhibit
43 at 4. ldentifying the "proper constituencies,"” this docunent
states: "Two audi ences would be targeted in this effort: (1) the
general public to include parents, opinion |eaders and policy

makers, and (2) school-age children (11-17) through their school

systens." Exhibit 43 at 4. (Enphasi s added.) Moreover, wth
respect to this conponent, RJR suggests: "[t]his conmunication
m ght al so i ncl ude an exposé on the notives behind the anti-snokers
who are raising the youth snoking issue." Exhibit 43 at 4.

Anot her internal docunent discusses how RJR m ght "counter”
California's anti-snoking advertising canpaigns. Exhi bit 44,
report regarding "Anti-Snoking Advertising." This docunent
explains that the "California canpaign enjoys high rate of
awar eness and appears to be having the intended effect on snoking
attitudes (snokers/non-snokers)." Exhibit 44 at RIJR 339263. It
explains that the "[s]trength of the canpaign appears directly
linked to the youth snoking issue. Specifically "anything that
m ght stop a kid fromsnoking has value toit.'" Exhibit 44 at RIR
339263. This docunment concludes that "[t]he California canpaign,

and those like it, represents a very real threat to the industry on

the internediate-term"” Exhibit 44 at RIR 339266.




Finally, in the 1984 presentation "Younger Adult Snoker
Qpportunity,” RIR marketing forecasters enphasi zed the inportance

of imediately attracti ng new "Younger Adult Snokers" because they

feared that Congress would soon ban all cigarette advertising
Exhibit 33 at RIR 034138. Wiy would RIR fear that a ban on
advertising woul d reduce its share of "Young Adult Snokers" (i.e.,
teens), unless it recognized that its advertising i ndeed attracted
ki ds to snoke?

In sum RIR s strategy to ensure a continued source of new
t eenage snokers was three-fold. One, RIJIR designed a successfu
advertising canpaign relevant to the youth market. Two, it took
steps to ensure that new youth snoking |laws were not enacted and
that existing |laws were not nore stringently anended or vigorously
enf or ced. Finally, RIJR discredited those speaking against the

i ndustry's practices.

I'11. RIR I NTENTI ONALLY DEVELOPED THE JOE CAMEL CAMPAI GN TO
TARGET PERSONS YOUNGER THAN 18 YEARS OF AGE

A In The 1970s, RIJR Used The Joe Canel Cartoon
Character To Successfully "Youthen" The Canel
Brand | n France

Prior to its donestic launch, in the 70s RIR ran a series of
advertisenments in a French young adult mamgazine called Pilote
featuring Joe Canel's cartoon predecessor, sonetinmes called the

"funny Canmel" or the "laughing Canel":
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Pilote, No. 54, Novenber 1978.

RIJR i ntroduced t he cartoon canel in France seeking to "yout hen
the brand." See Exhibit 45, nmenorandum regarding " Funny' French
Canel Design" (March 5, 1985). As early as 1974, RIR s outside
advertising agency stated that Joe's cartoon predecessor was very
successful in this goal

| think the French adverti senent for Canel Filters is a

smash. It would work equally well, if not better, for
Canel Regular. I1t's about as young as you can get, and
ainms right at the young adult snoker Canel needs to
attract.

Exhi bit 46, nmenorandumregardi ng "French Canel Filter Ad" (February
7, 1974). (Enphasis added.)

| ndeed, the French cartoon Canel followed close on the heels
of a 1973 neeti ng di scussi ng, anong ot her things, the use of "comc

strip" advertising to conbat Marl boro's hold on the critical youth
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mar ket. Exhibit 8 at 5, "C garette Product Formul ation."™ Although
t he aut hor believed that product and packagi ng characteristics were
nore inportant than advertising and pronotion in determning
consuner choice of brands, he recognized the inportance of
mar keting and advertising when the target audience is youn
snokers. Exhibit 8 at 5. According to this docunent, just prior
to Joe Canel's launch in France, RIJR |ooked at cartoon
advertising' s effectiveness at targeting youth:
In view of the need to reverse the preference for
Mar | bor os anbng younger snokers, | wonder whether comc
strip type copy might get a nmuch higher readership anong
younger people than any other type of copy. It would
certainly seemworth testing a heavy dose of this type of

copy in a test market to get a research reading on the
percent age of readership and copy recall.

Exhibit 8 at 5. (Enphasis added.)

The know edge gained by RIR through its use of Joe Canel in
France denonstrated the cartoon character's trenmendous appeal to
the children RIR called "Young Adult Smokers."” Utimtely, RIR s
French subsidiary was convicted crimnally for violating French
| aws banning certain types of advertising. See Exhibit 47,
menor andum r egar di ng RIRT France " Funny CAMEL' Prograni (Decenber
17, 1979). As evidenced in this Decenber 1979 nenorandumto E. A
Horrigan (the Chai rman of the Board), RIR was well|l apprised of this
governnmental conviction and the possibility that simlar action
could be taken in the United States. This nmenorandum explicitly

states:



The "Funny CAMEL" programin France, the resulting suit
by the Government, the final court decision in January,
and the ultimte actions taken by Area | and French
Managenent coul d soneday be of extrene inportance to RIR
-- both in the United States and other countries.

Therefore, this is to suggest that a conci se sunmary be
prepared covering this entire situation that would
subsequently be issued to RIJIR Seni or Managenent, Legal
and key Marketing managenent.

Basis [sic] the results and future action, we would have
on record a good case history, which could be benefici al
to all of us at RIRin the event that we are faced with
situations in the United States or other key countries
simlar to RIRT France.

Exhi bit 47. (Enphasis added.)

In the md-80s, RIR revived the idea of the French Canel for
an Anerican Canel pronotion. Perhaps still smarting from the
French crim nal prosecution, RIR s International D vision cautioned
the Americans that they mght be biting off nore than they really
wanted to chew if they used the French Canel:

This is to advise that we have no problem with TC

[ Tobacco Conpany] using the design of the "funny" Canel

used in the past in France for T shirts and lighter

prem uns. We al so appreciate your consulting with Ti

[ Tobacco International] before proceedi ng.

| have requested our Paris office to provide sone

background i nformation for you. However, | nust caution
that this design was used in France during a tinme when an
attenpt was being made to "youthen" the brand; t he

entire advertising and pronotional canpaign used at the
time was geared to this end, with the "funny" Canel
pl aying a key role in the advertising. |ndeed the design
did help to achieve this end, but at a tine when the
younger franchi se becane associated with such activities
as the university riots and car burnings on the left
bank. Wen societal values returned to a nore normal and
status-quo basis, the Canel brand went out with the
mlitaristic and rebellious views of the franchise. And
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so for this reason, thereis inplicit a potential danger
in using the design . . . [t]l]o put it bluntly, we do not
want to see this design internationally.

Exhi bit 45, " Funny' French Canel Design." (Enphasis added.)

The know edge | earned fromJoe Canel's run in France convi nced
RIJR that the cartoon Canel could acconplish the sanme task for its
domesti c market.

B. Wil e Joe Canel WAs Being Used In France During

The 1970s, RIJR Was Perfecting The Best Way To
Addi ct Teens To Its Brands

Wth startling candor, Dr. Cl aude Teague set forth the plain
facts about the addictive nature of nicotine in his chilling 1972
i nternal nmenorandum discussing the "Crucial Role" of nicotine.
Exhi bit 48, "The Nature of the Tobacco Business and the Crucia
Rol e of Nicotine Therein" (April 14, 1972). |In Dr. Teague's words,
cigarettes are "a vehicle for delivery of nicotine":

Ni cotine is known to be a habit-form ng al kal oid, hence
the confirnmed user of tobacco products is primarily
seeking the physiological "satisfaction” derived from
nicotine -- and perhaps other active conpounds. Hi s
choice of product and pattern of usage are primarily
det erm ned by hi s i ndividual nicotine dosage requirenents
and secondarily by a variety of other considerations
including flavor and irritancy of the product, socia

patterns and needs, physi cal and mani pul ati ve
gratifications, conveni ence, cost, health considerations
and the like. Thus a tobacco product is, in essence, a
vehicle for delivery of nicotine, designed to deliver the
nicotine in a generally acceptable and attractive form

Exhibit 48 at 2. (Enphasis added.)
Dr. Teague enphasized that: "Happily for the tobacco

i ndustry, nicotine is both habituating and unique inits variety of
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physi ol ogi cal actions . . . ." Exhibit 48 at 3. (Emphasi s
added.) Rum nating about the addictive qualities of nicotine |ed
Dr. Teague next to comrent upon the central paradox which any
t obacco conpany nust solve: how to get peopl e hooked on nicotine
inthe first place, since there is nothing renotely enticing about
nicotine to people who have not yet been hooked. He wrote:

Bef ore proceeding too far in the direction of design
of dosage formfor nicotine, it may be well to consider
anot her aspect of our business; that is the factors which
i nduce a pre-snoker or non-snoker to becone a habituated
snmoker. Paradoxically, the things which keep a confirned
snmoker habituated and "satisfied," i.e., nicotine and
secondary physical and nani pul ative gratifications, are
unknown and/ or | argely unexpl ai ned to the non-snoker. He
does not start snoking to obtain undefined physi ol ogi cal
gratifications or reliefs, and certainly he does not
start to snoke to satisfy a non-existent craving for
ni coti ne. Rat her, he appears to start to snoke for
purely psychological reasons -- to enulate a valued
imge, to conform to experinent, to defy, to be daring,
to have sonething to do with his hands, and the |iKke.
Only after experiencing snoking for sone period of tinme
do the physiological "satisfactions" and habituation
becone apparent and needed. |ndeed, the first snoking
experiences are often unpleasant until a tolerance for
ni coti ne has been devel oped. This |eaves us, then, in
the position of attenpting to design and pronote the sane
product to two different types of market with two
different sets of notivations, needs and expectati ons.

Exhi bit 48 at 4. (Enphasis added.)

In the end though, Dr. Teague could not really solve this
central paradox in 1972, other than to observe that advertising
must appeal to the non-snoker with "wholly irrational reasons"” to

try to convince himto try snoking. Exhibit 48 at 5. By 1973,



however,

specific factors that

Realistically, if our Conpany is to survive and
prosper, over the long termwe nust get our share of the
youth market. In my opinionthis will require new brands
tailored to the youth market; | believe it unrealisticto
expect that existing brands identified with an over-
thirty "establishnent” nmarket can ever becone the "in"
products with the youth group. Thus we need new brands
designed to be particularly attractive to the young
snoker, while ideally at the sane time being appealing to
all snokers

Table | attenpts to define sone of the nore
inportant effects expected or derived from cigarette
snoki ng by pre-snokers, "l earning" snokers and confirmnmed
snokers. . . . [T]here are sharp, perhaps exploitable,
di ff erences bet ween pre-snokers, "l earners” and confirned
snokers in terns of what they expect or derive from
snoki ng. Let us exam ne these differences.

For the pre-snoker and "learner" the physical
effects of snoking are largely unknown, unneeded, or
actually quite unpl easant or awkward. The expected or
deri ved psychol ogi cal effects are |l argely responsi bl e for
i nfluencing the pre-snoker to try snoking, and provide
sufficient notivation during the "learning" period to
keep the "learner" goi nq, despite the physica
unpl easant ness and awkwar dness of the peri od.

In contrast, once the "l earning" periodis over, the
physi cal effects becone of overriding inmportance and
desirability to the confirned snoker, and the
psychol ogical effects, except the tension-relieving
effect, largely wane in inportance or di sappear.

The common thread binding the three groups together
appears to be the fact that snoking of cigarettes offers
and provides a desired nechanism for coping wth the
stresses of living, which may range fromboredomto high
tension and from fatigue to high arousal and
hyperactivity. Once this nechani smhas been experienced
and used, physical and psychol ogical habit patterns are
firmy established and beconme sel f-perpetuating.
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Exhibit 2 at 1-2, "Sonme Thoughts About New Brands of Ci garettes for

the Youth Market." (Enphasis added.)

Bui | ding on this paradigmof the "pre-snoker," the "learner,"

and the
| ogi cal

snoke.

"confirmed snoker," Dr. Teague identified four psycho-
appeal s best calculated to entice the "pre-snoker" to

I n so doi ng, he acknow edged that the "pre-snoker" he hopes

to hook on cigarettes is typically underage:

These are the expected or derived gratifications

whi ch influence a pre-snoker to try snoking and which
sustain the Dbeginning snoker during the largely
physically awkward and unpl easant "learning to snoke"
phase. These effects also |largely determ ne which brand
the pre-snoker will experinent and learn wth.

A G oup ldentification -- Pre-snokers
learn to snoke to identify wth and
participate in shared experiences of a group
of associ ates. If the mpjority of one's
cl osest associates snoke cigarettes, then
there is strong psychol ogical pressure,
particularly on the young person, to identify
with the group, follow the crow, and avoid
being out of phase wth the group's value
system even though, paradoxically the group
val ue system may esteemindividuality. This
provides a large incentive to begin snoking.
If this be true, then the sane effect strongly
i nfluences the brand chosen, it |ikely being
the popular, "in" brand used by ones close
associ at es.

Thus a new brand ained at the young
snoker nust sonehow becone the "in" brand and
its pronotion should enphasize togetherness,
bel ongi ng and group acceptance, while at the
sanme ti me enphasi zing i ndividuality and "doi ng
one's own thing."

B. Stress and Boredom Relief -- The
teens and early twenties are periods of
i nt ense psychol ogi cal stress, restl essness and
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boredom Many socially awkward situations are
encount er ed. The mnute or two required to
stop and light a cigarette, ask for a light,
find an ash tray, and the I|ike provide
sonething to do during periods of awkwardness
or boredom and afford a little "tinme-out
peri od" when confronting a stressful
situation. Snoking also gives one sonething
to do wth the hands, eyes, etc. and sonethi ng
to talk about in a situation where otherw se
one mght sinply have nothing to do or say.

This desirable attribute of snoking
shoul d be strongly enphasized in pronoting a
new yout h brand.

C. Sel f -1 nange Enhancenent -- The
fragil e, developing self-innge of the young
person needs al | of t he suppor t and

enhancenent it can get. Snoking nay appear to
enhance that self-inmage in a variety of ways.
I f one values, for exanple, an adventurous,
sophi sti cat ed, adul t i mage, snoki ng  may
enhance ones self-inmage. If one values certain
characteristics in specific individuals or
types and those persons or types snoke, then
if one also snokes he is psychologically a
little nore |ike the val ued image.

D. Experinentation -- There is a strong
drive in nost people, particularly the young,
to try new things and experiences. This drive
no doubt | eads many pre-snokers to experi nment
wi th snoking, sinply because it is there and
they want to know nore about it.

Exhibit 2 at 6-7. (Enphasis added.)

Wiile RIR clains that Dr. Teague was a scientist, and not a
mar keter, Dr. Teague attended neetings with both in-house and
out si de marketing personnel, and his marketing concepts have been
repeatedly adopted and inplenented by RIR  For exanple, in June

1974, Dr. Teague, along with RIR internal marketing people and
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out si de advertising people fromTatham Laird & Kudner, Inc., net to
di scuss cigarettes designed for the beginning snoker. Exhibit 49
at 1, advertising report regarding "Cigarettes Designed for
Begi nni ng Snokers" (June 11, 1974). The "Conference Report"” on
this neeting identifies RIR s devel opnents in the area of creating
a cigarette for "beginning" snokers, explaining the need for such
a cigarette: "The idea is based on the fact that snoking to the
initiate is a fairly traumatic experience." Exhibit 49 at 1.%
The report states:

1. Cigarette Designed for Beqgi nni ng Snokers

This cigarette would be low in irritation and possibly
contain an added flavor to nmake it easier for those who
have never snoked before to acquire the taste for it nore

qui ckly. It would not necessarily be low in tar and
ni coti ne content. The taste would be sonmewhat bl and

there would be mnimal after taste/build-up -- which
woul d tend to cut down on the "notorman's gl ove" norni ng-
after nouth taste. This cigarette could possibly be
ment hol .

Exhi bit 49 at 1.
In addition to direct interaction wth RIR marketers, Dr.
Teague's ideas were advanced and expanded by other RIJR marketing

personnel. The 1974 "Confidential" report conm ssioned by RIRfrom

25/ Language intended to hide RIR s true design -- to help

children and teenagers learn to snoke -- baldly postul ates that
cigarettes designed for the "initiate" snoker could not be
positioned "agai nst youth." Exhibit 49 at 1. However, because

the nunber of adult "initiates" is virtually non-existent (there
is less than a 5% chance that a person older than 24 will begin
to snoke) conpared to the nunber of children and teenage
"initiates" (approximately 90%, the true market for this product
IS easy to ascertain.
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WIlliamEsty confirmed Dr. Teague's identification of conformance,
support and self-inage enhancenent as three of the prinmary
psychol ogi cal factors |eading people to snoke initially. Exhibit
29 at RIM 053056-053057. WIlliam Esty also added three other
factors: show ng off, rebelling agai nst authority and enul ating a
rol e nodel. Exhibit 29 at RIM 053057. Simlarly, Dr. Teague's
concepts were again repeated and expanded in the 1974 Tredennick
menor andum "Wat Causes Snokers to Select Their First Brand of
Cigarette?" Exhibit 30 at 2-3. This nmenorandum sumari zed RIR s
know edge as to "the age at which people generally start snoking,
their initial reasons for snoking, the brands they initially sel ect
for regular use and their reasons for selecting that brand.”
Exhibit 30 at 1. Like Dr. Teague and WIIliam Esty, Tredennick
found that the reasons people start snoking are "confornance,
support, enjoynent, and to show off." Exhibit 30 at 2. He
observed that in 1974, a young snoker was nuch nore "likely to
sel ect Marl boro and Kool" than those brands' share of the total
mar ket woul d suggest. Exhibit 30 at 4. He concluded that through
their advertising canpaigns, these two brands had succeeded in
projecting a beguiling user inmage that was well-calculated to
appeal to influential |eaders of young groups. Exhibit 30 at 6.
During our interview of Tredennick, he infornmed us that this
menor andum had been prepared at the direct request of Paul Sticht,

the CEO of RIR s then-parent corporation, RJR Industries.
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Tredenni ck explained that Sticht was not a "tobacco man," but
rat her had been hired fromthe outside to take over the | eadership
of RIR Industries. Tredennick also informed us that the topics
addressed in his 1974 nmenorandum were common know edge at RJR, and
stated his extrene surprise that the CEO had requested he put these

fundanmental truths in witing rather than sinply conmunicating them

orally.
C. Two Years Prior To Its Donestic Launch, RIR
Conducted A Focus Group Wiere It Learned That 18-
24 Year-QA ds Thought Joe Canel Was Ained At An
Even Younger Audi ence
Despite RIR International's dire warning of "inplicit

potential danger in using the design," RIJR enbraced the cartoon
canel as the savior of the Canel brand. However, taking no
chances, RIR researched Joe Canel's appeal to Anmerica's youth
bef ore | aunching the canpaign in the United States. Froml ate 1984
t hrough early 1985, RIR tested the Joe Canel image agai nst several
ot her possi ble canpaigns in six focus groups which we understand
i ncluded age mxes of 18-20 year-olds and 18-24 year-olds. A
"Confidential Marketing Research Report"” sunmmarized the results of
these focus groups, noting that the inage appealed to persons
younger than 18 years of age:

2. "French Canel s"

These ads were wel |l received due to the fun/ hunor aspects
of the cartoons. Mdre than any other thene, the "French
Canel s" appeared to attract the respondents' attention.
The mai n drawbacks of these executions were that: one,
they may be appealing to an even younger age group and
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two, there is sone confusion as to the nmeaning behind

them (sone focus group nenbers were hard-pressed to

expl ain the purpose of the ads).

Exhibit 50 at RIJM 030971, marketing research report regarding
"Canel Younger Adult Snoker Focus G oups" (February 1, 1985).
(Enmphasi s added.)

Havi ng been warned by its French subsidiary and by focus
groups of Anerican snokers aged 18-24 that the now i nfanous cartoon
canel appealed to youth, RIR neverthel ess used the French Canel in
a March 1985 test-market pronotion for T-shirts and lighters. The
1985 pronotion was an overwhel m ng success: "Redenption of the
T-shirt pronmotion was nearly three tinmes higher than CAMEL'SsS
average participation in FSI coupons.” Exhibit 5 at 2, Canel
"White Paper.” | ndeed, the French Canel pronotion was so
successful that RIR decided to use the cartoon canel to reposition
the Canel brand as a cigarette with a strong appeal to youth.

Qovi ously, the Anericans at RIR were undeterred by the French

qgual ms about use of Joe Canel, or the fact that Anericans aged 18-

24 thought that the Joe Canel inmage was too young. |In Anerica, as
in France, RIR used the cartoon Canel to "youthen the brand." The

result was nine years of Anerican advertisenents that very
successfully targeted underage snokers, unti | the Mangi ni
l[itigation convinced RIRto pull the ads and cease this insidious

mar ket i ng canpai gn.



D. Just One Year Prior To The Launch O The Donestic
Joe Canel Canpaign, RIJIR, Through Its Canadi an
Subsi di ary, Conm ssioned A Study On 15-17 Year -

A ds

In 1987, just one year prior to the Joe Canel canpaign's
donestic launch, RIR s Canadi an subsidiary, RIJR MacDonal d, Inc.
conmi ssioned a highly detailed report entitled "Youth Target 1987."
Exhibit 51. The Youth Target report studied in great detail the

snoki ng habits and vulnerabilities of 15-17 year-olds, as well as

18- 24 year-olds. According to its forward:

YOUTH TARGET 1987 is the first of a planned series of
research studies into the |lifestyl es and val ue syst ens of
young nmen _and wonen in the 15 - 24 age range. As such,
it represents the benchmark against which changes or
trends will be identified.

The purpose of the research is to provide marketers and
policymakers with an enriched understandi ng of the nores
and notives of this inportant energing adult segnent
whi ch can be applied to better decision naking in regard
to products and the prograns directed at youth.

Exhibit 51 at Foreword. (Enphasis added.)

Revi ew of the Youth Target study will chill any parent to the
bone. Taking direct aim at 15-17 year-olds, RIR focussed its
sights with amazing and frightening precision on the young peopl e
it hoped to hook on its products. The Youth Target study

segregated teens into seven categories, wth such colorful

sobriquets as "Big Cty Independents,” "Tonorrow s Leaders,"
"Transitional Adults,” "Quiet Conforners,”" "T.GIl.F. Goup,"
"Insecure Moralists,” and "Small Town Traditionalists." See
Exhibit 51 at 8-27. The Youth Target study analyzed these
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categories to determ ne which segnents were nost |ikely to snoke
and i nvestigated what each group found appeal i ng. Each type of 15-

17 year-old was evaluated for such detailed snoking behaviors as

"incidence of snoking factory-made cigarettes,” "daily cigarette
consunption,"” "type of cigarette usually snoked," and "brand fam |y
snoked." Exhibit 51 at 35-48. Wrse still, these sane children

were analyzed for "activities and interests" and "ownership of
itens,” for use in assessing the vulnerability of each type of
child to the bl andi shnments of RIR Exhibit 51 at 50-73. The study
found that the "T.GI.F. Goup"” was "the | argest group, al nost one-
third of youth," and that the T.GI.F. Goup nenbers "are the nost
prom nent supporters of snoking." Exhibit 51 at 21.

| nportantly, the Youth Target study concluded that
"[u] nderstanding this [T.GI.F.] group, because of its size, is
quite inportant to the identification of broadscale marketing
activities and dissemnation of policies.” Exhibit 51 at 21. It
determned that for the T.G|.F. segnent, "[h]eavy netal and hard
rock are common nusic choices. AC/DC may characterize their

preference." Exhibit 51 at 21.2¢ The Youth Target study concl uded

that within the T.GI1.F. segnent, "[t]he nore eardrum assailing
music -- heavy rock and netal, for exanple -- is the province of
26/ Its also reported that this segnent's typical attitudes
i nclude, anong other things: "I do not like to save for a rainy
day," "I do not think ny life is (much of a) success," "cigarette

snoking is socially acceptable,” and "marijuana and hashi sh are
not (that) dangerous." Exhibit 51 at 21.
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t he youngest group.” Exhibit 51 at 52. Conversely, the Youth

Target study found that:

Li festyl e segnent ati on shows t he squeaky cl ean Tonorrow s
Leaders to be | ow consuners when they do snoke but the
TA F group, Transitional Adults and I nsecure Moralists to
be heavi er consuners. The latter group typically needs
a crutch and perhaps snoking offers sone positive
reinforcenent to the uncertainties of life.

Exhibit 51 at 42.

Not surprisingly, as the Joe Canel canpaign progressed, it
featured youthful characters riding notorcycles, sporting |eather
j ackets and hanging out in a bar called "Joe's Place" where Joe and
Josephine Canels play pool and listen to a rock band nanmed the

"Hard Pack" -- all specifically designed to encourage children to

snoke Canel cigarettes
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The Youth Target study was not the first underage nmarket
research comm ssioned by RIR s Canadi an subsidiary. Two drafts of
a "Vantage 1980 Media Plan" include references to underage snokers

as young as 13 years old. A Novenber 5, 1979 draft -- wusing

figures from an RIR- Macdonald "mail panel study" -- includes an
exhibit entitled "Vantage Media Cost Efficiency Conparison.”
Exhibit 52 at RJR 229045, report regarding "RJR MacDonal d, Inc

Vant age 1980 Media Pl an" (Septenber 12, 1979, revised Novenber 3,
1979). This exhibit contains a note stating that based upon the
mai | panel study, "snokers account for 24% of all Adults 15+."

Exhibit 52 at RIJR 229045. A second exhibit in the nedia plan,

entitled "Poster Coverage Agai nst Various Target G oups," includes
category references for "Adults 13+," "Men 13+," and "Wnen 13+"
anong the "various target groups,” i.e., 13 year-olds. Exhibit 52

at RIJR 229046. The later version of the Vantage Mdia Pl an,
al though deleting thirteen year-olds from half of its poster
coverage "target groups,” still listed themin its nunber index.
Exhibit 53 at RJR 228953, report regarding "RIJR MacDonal d, Inc
Vant age 1980 Medi a Pl an" (Septenber 12, 1979, revised February 20,
1980) . &

zn I nterestingly, both docunents discuss finding a
| oophole in the British Colunbia | aw prohibiting the use of
out door adverti sing:

The British Col unbi a governnent has | egislated that
t obacco advertisers cannot use outdoor in British
Colunbia. This includes bulletins, posters,
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Anot her RJR-Macdonald internal marketing report discusses
"very young starter snokers" -- in other words kids. Exhibit 54 at
RIR 207243, "Export Famly Strategy Docunent"™ (March 22, 1982).
This docunent, discussing "strategy" for Export (RIJIR s | eading
Canadi an brand) says this about why "very young starter snokers”
begin to snoke:

It is hypothesized that very young starter snokers choose
Export "A" because it provides themw th an i nstant badge
of masculinity, appeals to their rebellious nature and
establishes their position anongst their peers. As they
mature, they gain nore confidence through experience
(nove from the educational environnment into the work
force) acquire other synbols of their masculinity (cars,
clothing, etc.) and strive for social and peer group
accept ance.

Exhi bit 54 at RIR 207243. (Enphasi s added.)

Moreover, RIR knew that the results obtained fromthe Youth
Target study and the RIR-Macdonald mail panel data were equally
applicable in the United States. During the sane tine as the
Youth Target report, RIR conducted a simlar analysis of teenage
sub- groups, exam ning the nmeans by which peer pressure could be

created anong influential young trendsetters in those groups.

backlights, mall posters, transit and any ot her outdoor
vehi cl es such as advertising at sporting events and in
airports. It appears, however, that there may be a

| oophole in the legislation which will allow
advertising at point of sale. This may allow us to put
junior posters on the sides of buildings which sel

t obacco products.

Exhibit 52 at RIR 229005; Exhibit 53 at RIR 228928. Handwri tten
notes on the earlier version state, "Good! Wien will we know?"
Exhibit 52 at RIR 229005.
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Exhi bit 55, presentation regarding "Are Younger Adult Snokers
| mportant?" (m d-80s). Ostensibly |ooking at 18-20 year-olds, the
1984 "Are Younger Adult Snokers Inportant?" presentation first
detail ed the success of other brands (specifically Jack Daniels)
whi ch successfully repositioned a product to reach a younger
audi ence. 2 Exhi bit b55. It then described five sub-groups of
t eenagers, which in the m d-80s (when the report was witten), were
unm st akably cliques found in juni or and seni or hi gh schools across
the United States, and are remarkably simlar to those identified

in the Youth Target study. The sub-groups identified by RIR

28/ RIR was inpressed with the transformation of Jack
Daniels froma brand set which had "capitalize[d] on m ddl e-aged
men's nostalgia for "nomis apple pie'" into a hip brand for young
adults. Exhibit 55 at RIR 478685. This docunent refers to Jack
Daniels as "the Marl boro of Bourbons" based upon its ability to
attract young adults. Exhibit 55 at RIJR 478682. It then
exam ned how Jack Daniels made its successful transformation.

The first nethod was a focused concentration on nedia spending to
attract its younger adult target: "[Jack Daniels] puts nore
"pages’ in Rolling Stone than any ot her book" and by putting ads
i n other magazi nes which "other bourbons rarely touch (e.gqg.

Ganes, Discover)." Exhibit 55 at RIR 478690. Heavy use of
pronotional itenms was the second factor playing a key role in
Jack Daniels' repositioning. The presentation concl uded:

There are major opportunities to use nontraditional
channels to effectively reach the 18-20 snoker market
-- to reach them speak in their own | anguage including
the right synbols and cues, and be relevant. This is
the heart of the Jack Daniels and Budwei ser success
stories and no cigarette conpany is doing it -- at

| east not right!

Exhi bit 55 at RIR 478771.



i nclude: "Goody GCoodies," "Preps/GQ s/Discos,” "Rockers/Party
Parties," "Punkers" and "Burnouts." Exhibit 55 at RIR 478757.

The social subgroups were ranked from extrenely conform st
(" Goody Goodi es") to extrenely nonconform st ("Burnouts”). Exhibit
55 at RIR 478757. Suggestive of the subgroups found in teen filns
such as "The Breakfast C ub" and "Fast Tinmes at Ri dgenont High,"
RIR expressed a keen interest in penetrating this high school
market by creating peer pressure to eventually nmke RIR the
uni versal brand of choice anong teenagers and young adults. To
reach young snokers, the report noted:

In marketing to younger adult snokers, the critical

reactionis "Hey, they're talking to ne." This suggests

t hat vi abl e positioni ngs and executional thenmes nust nore

than just "appeal” to YAS, they nust appeal to YAS in a

way that "differentiates" themfromall other groups and

differentiates our brand fromall others in a neani ngful

way .

Exhibit 55 at RIR 478772.

Conparing the conclusions reached in the "Are Younger Adult
Snokers Inportant?" report to those found in the Youth Target
report is telling. Both reports categorized teenagers into
distinct groups in order to identify which subgroup would nbst
effectively start a trend anong all the various peer groups. Like
t he Yout h Target study, the "Are Younger Snokers | nportant?" report
noted that "[a]ll [FUBYAS] groups tend to admre the nost non-
conform ng groups."” Conpare Exhibit 55 at RIR 478763 to Exhibit 51

at 21. Were the Youth Target report concluded that the nost
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i kely teenage market was the "T.GI1.F." group who |ikes ear drum

assailing music, the "Are Younger Adult Snokers Inportant?" report

concludes that the "Rocker/Party Parties,” "Punkers," and
"Burnouts,” are the nost likely replacenent market. Conpar e

Exhibit 55 at RIR 478772 to Exhibit 51 at 52. The "Are Younger
Adul t Snokers I nportant?" report concl udes that although "you woul d
not target a brand to Punkers, one m ght consider a new brand i dea
in light of whether or not there is at | east one group where the
brand could first "seed.'" Exhibit 55 at RIR 478768. Similarly,
where the Youth Target report determ ned that "Tonorrow s Leaders,"
"Quiet Conforners,”™ and "Small Town Traditionalists" were not
likely to take up snoking, the Are Younger Adult Snokers | nportant
report concl uded that "Goody Goodi es"” "Preps/ GQ s/ Di scos" were not
likely to take up snoking.2 Conpare Exhibit 55 at RIR 478772 to
Exhibit 51 at 42.

In addition to the simlarities between these U S. and
Canadi an reports, the concept of "group sociability positioning"
was di scussed at an Oct ober 28, 1982 neeting between various staff
fromRIR, RIR International, RIR Macdonald and RIR s Puerto Ri can

unit. See Exhibit 56 at 1, menorandumregarding "G oup Sociability

2 These reports denonstrate why anti-snoki ng canpai gns
featuring "nerdy"” and "uncool" children are not effective in
reaching those teens nost likely to take up snoking. |If a

t eenager admres the nost non-conform ng group, these canpaigns
woul d only reinforce the image that only "uncool" kids are non-
snokers.
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Posi tioni ng Di scussions -- Cctober 28, in Wnston-Sal enf' (Novenber
9, 1982). At this neeting, it was reported that a brand's
"positioning" appeals to young adults regardl ess of the countries
exam ned. Exhibit 56 at 1. In other words, the know edge gai ned
from the Canadian Youth Target Report on 15-24 year-olds was
equally applicable to Anerica s teens. Specifically, the
menor andum st at es:

The group sociability positioning seens to have been
successful in appealing to young adults regardl ess of the
country examned. It also has appealed to both nmal e and
femal e young adults which indicates its breadth. Once
est abl i shed, brands using this position have denonstrat ed
the ability to grow anong al nost all segnents all ow ng
them to acquire mgjor portions of the market (i.e.,
Bel nont in Venezuel a, Hollywood in Brazil and Players in
Canada) .

Exhibit 56 at 1. (Enphasis added.)

The "group sociability positioning"” discussed at this neeting
is precisely what Dr. Teague identified in 1973 as the first of
four factors to entice the "pre-snoker” to snoke. Regarding "group
identification," Dr. Teague wote:

Pre-snmokers learn to smoke to identify wth and
participate in shared experiences of a group of
associates. |If the mgjority of one's closest associ ates
snoke cigarettes, then there is strong psychol ogi cal
pressure, particularly on the young person, to identify
with the group, followthe crowd, and avoid being out of
phase with the group's value system even though

paradoxically the group value system may esteem
individuality. This provides a |large incentive to begin
snoki ng.

Thus a new brand ainmed at the young snoker nust
sonehow becone the "in" brand and its pronotion should
enphasi ze t oget herness, bel ongi ng and group accept ance,
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while at the sanme tinme enphasizing individuality and
"doi ng one's own thing."

Exhibit 2 at 6, "Some Thoughts About New Brands of Ci garettes for
t he Youth Market."

A glance at the | evel of detail in the Youth Target study, the
RJR- Macdonal d namil panel data, the 1982 Export Famly Strategy
Docunent and the "Are Younger Adult Snokers |nportant?" docunent
| eaves little doubt of the extent of RIR s investnent in gathering
all the information necessary to target children with precision.
Truly, no one knows teens better than RIR

E. Despite RIR' s CaimThat Peer Pressure Is To

Blame, RIR s Internal Docunments Denonstrate That

Advertising Can And Does Get Kids To Snoke
C garettes

RJR has dogmatically maintained that peer pressure is the
| argest factor in a teenager's decision to snoke, asserting that
advertising is conpletely ineffective at getting a non-snoker, |et
al one a non-snoking teenager, to take up snoking. Putting aside
the fact that RIR s own advertising agency disagrees with this

assertion -- during deposition, the Vice-President in charge of the

Joe Canel account testified that he could design advertising that

would get children to beqgin snpbking cigarettes -- these

protestations were summarily rejected by the district court in Penn

Adver. v. Mayor of Baltinore, 862 F. Supp. 1402, 1410 (D. M.

1994). The court observed:

This Court holds that it renmains appropriate in the
wake of Edenfield to accept the judicially-recognized
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proposition that advertising increases consunption.
Furthernore, if advertising increases consunption anong
t he general population, it is also reasonable to accept
the proposition that advertising increases consunption
anong_yout hs. | f anything, this statenment nay be nore
applicable to the youthful population than to the adult
population due to the inpressionable nature of
youngst ers.

862 F. Supp at 1410. (Enphasis added.)

Interestingly, RIR s own internal docunents denonstrate the
frivolity of RIRs mantra that peer pressure, not the Joe Canel
canpaign, is exclusively to blane for the increase in underage
snoki ng. | ndeed, according to RIR marketers, it was Marlboro's
aggressi ve advertising that single-handedly supplanted Wnston as
t he nunber one cigarette brand:

3. In connection with our marketing discussion
the foll owi ng points seem pertinent:

(a) The Reynolds marketing group feels that
the favorable share trend for Marlboro as conpared to
Wnston is due alnpbst entirely to the fact that Mrl boro
has hit wupon a highly successful advertising copy

appr oach.

Exhibit 8 at 4-5, "Ci garette Product Formulation." ( Enphasi s
added.)

Contrary toits public position, RIR knows that peer influence
does not operate automatically to the exclusion of advertising, as
RIJIR would have the public believe. RIR s internal marketing
docunents explain that the Joe Canel canpaign deliberately

exploited teens' vulnerability to peer influence as part of its

advertising strateqgy to get themto buy Canel cigarettes. |ndeed,
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the "CAMEL Marketing Strategy,” as explained by Young & Rubicam
(RIJR s advertising agency) was "[t]o build preference by | everagi ng
CAMEL' s appeal anong 18-34 adult snokers, particularly those with

an ‘irreverent, |l ess serious' mnd set, gradually breaki ng down t he

pervasi ve peer acceptance of Marlboro." Exhibit 57 at RIM 007174,

"Canel Advertising Overview' (Decenber 4, 1980). |In other words,
RJR used Canel's appeal with 18-24 year-old snokers -- those
persons whomteens aspire to be -- to build preference with teens
and generate peer pressure favoring Canel rather than Marl boro.
RIJIR intended to create the very peer pressure that it clainms | eads
to teen snoking by positioning Canmel as the brand snoked by
t eenagers' trendsetting "cool" peers.

| ndeed, the co-devel oper of the Joe Canel canpaign (R ck T.
Caufield), in a nmenorandumto the Vice-President of Marketing David
| auco, seeking executive approval of the strategic direction the
new Joe Canel canpaign was about to take, explained that this is
exactly what Joe Canel was designed to acconplish. Joe Canel would

be directed toward usi ng "peer acceptance/influence"” to "notivate

the target audience to take up cigarettes.” See Exhibit 58 at 1,
menor andum r egar di ng " CAMEL New Adverti sing Canpai gn Devel opnent”
(March 12, 1986). Caufield articulated the Joe Canel "advertising
obj ective" as:

Overall, CAMEL advertising will be directed toward using

peer acceptance/influence to provide the notivation for

target snokers to select CAMEL. Specifically,
advertising will be developed with the objective of
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convincing target snokers that by selecting CAMEL as
their usual brand they will project an inmage that wll
enhance their acceptance anong their peers.

Exhibit 58 at 1. (Enphasis added.)

Just prior to the 75th Anniversary Joe Canel T-shirt
pronotion, the RIR report "Are Younger Adult Snokers Inportant?”
exam ned the neans by which peer pressure could be created anpng
influential young trendsetters in those groups. Exhi bit 55.
Ostensibly looking at 18-20 year olds, the "Are Younger Adult
Snokers Inportant?" report discussed differentiations within the
First Usual Brand Young Adult Snoker (FUBYAS) peer groups:

The segnents that FUBYAS know are their social groups.

These are large, loosely knit BUT H GILY LABELED sub-

soci eti es FROMVWH CH FUBYAS DRAWTHEI R | DENTI TY, i.e., by

BELONG NG to the group and using the group TO BE

DI FFERENT from ot her younger adults.

Exhibit 55 at RIR 478754. This is the very thing that Dr. Teague
had determ ned ten years earlier when he explained that "a new
brand ai ned at the young snoker nust sonehow becone the "in' brand
and its pronotion should enphasize togetherness, belonging and
group acceptance, while at the sanme time enphasizing individuality
and “doing one's own thing.'" See Exhibit 2 at 6.

Finally, the "Are Younger Adult Snokers Inportant?" report
descri bes how the FUBYAS subgroups are regi nented and defined by
role playing. Any successful marketing canpaign ained at these

groups would hinge upon providing a necessary item for their

particul ar role:



Wth regard to "Social G oup" participation, FUBYAS tend

toliveina MWVME. . . They knowthe roles . . . [t]hey
know the script . . . [t]hey know the costunmes . . .
[t] hey know the props. W want to supply one of the
props -- their brand of cigarettes.

Exhibit 55 at RIJR 478760. It describes how RJR sought to create
the very peer pressure which it clainms encourages youngsters and
t eenagers to snoke:

Di fferent groups have credibility to start certain types

of trends . . . . Fads & Trends help satisfy FUBYAS
needs: [t]o belong to the group . . . [t]o be different
via the group . . . [f]lor excitenent in being in on a
trend . . . [f]or success in showing you're in on a
trend.

Exhibit 55 at RIR 478765.

This sane point -- advertising can get kids to snpoke -- was
made in greater detail in the 1986 Canel "Wiite Paper." The "Wite
Paper"” explained that Joe Canel's test marketing "resulted in
dramatic share growh of nore than ten snoker share points" anong
its target market. Exhibit 5 at 2. The report explained that:

"CAMEL has an opportunity to capture the vounger adult snoker

mar ket as evi denced by the hi gh responsi veness that it has already

denonstrated in the nmarketplace anpbng younger adult snokers."

Exhibit 5 at 1. I ndeed, the Joe Canel inmage was trenendously
successful as the 1985 Joe Canel T-shirt pronotion drew a response
three tines greater than expected:
1 Redenption of the T-shirt offer was nearly three
times higher than CAMEL's average participation in

FSI coupons. The profile of participants included
70% of adult snokers 34 years old and under and
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extrenely high redenption of 40% anong target
conpetitive snokers.

Exhibit 5 at 2. Finally, the "Wite Paper" concluded that the

results of the test marketing "would suggest an opportunity to

provide a nore relevant and notivating targeted inmnge via new

advertising" Exhibit 5 at 2. (Enphasis added.)

In 1990, Young & Rubi cam echoed the statenents made in the
Canel "White Paper.” In the "H storical Overview' section of its
"Canel Advertising Overview, " Young & Rubi camexpl ai ns that RIR was
substantially wunderdevel oped as against the Marlboro brand.
Exhibit 57 at RIM 007173, " Canel Advertising Overview"
Recogni zing the powerful ability of advertising to grow snoker
share, Young & Rubi cam expl ai ned:

- RIR has identified CAMEL as the Brand best able to
buil d share agai nst this segnent

- The successf ul 75t h Bi rt hday "event" and
introduction of Joe provided the first evidence
that CAMEL could deliver against this objective

- The subsequent "evolution"™ of Joe continues to
build the Brand's vitality, increasing CAMEL'Ss
momentum as refl ected in both awareness and share-
of - snoker dat a.

Exhibit 57 at RIJM 007173. (Enmphasi s added.) In other words
advertising, especially Joe Canel advertising, entices people to
snoke Canel cigarettes

These and many ot her docunents denonstrate that RIR has | ong

acted wth the conviction that Dr. Teague got it right when he

observed that the only way to get kids to take up snoking is to use
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the "wholly irrational" appeal of advertising to persuade themto
do sonet hing they woul d ot herwi se be unlikely to do. As Dr. Teague
expl ai ned, snoking has no rational attraction to soneone who i s not
yet hooked on nicotine.

For the pre-snoker and "learner" the physical
effects of snoking are |argely unknown, unneeded, or
actually quite unpleasant or awkward. The expected or
derived psychol ogi cal effects are |l argely responsi bl e for
i nfluencing the pre-snoker to try snoking, and provide
sufficient notivation during the "learning" period to
keep the "learner" going, despite the physica
unpl easant ness and awkwar dness of the peri od.

In contrast, once the "l earning" periodis over, the
physi cal effects becone of overriding inportance and
desirability to the ~confirned snoker, and the
psychol ogi cal effects, except the tension-relieving
effect, largely wane in inportance or disappear.
Exhibit 2 at 2.

Today, of course, RIR executives go to hilarious lengths to
di stance thenselves fromthe all-too-candid remarks of Dr. Teague
about scouring "high school books”™ in order to pitch their
cigarettes to the proper audi ence. But the advertising specialists
hired to execute the Joe Canel canpai gn knew that what RIJR wanted
was the sanme thing Dr. Teague wanted -- Kkids.
V. MARKETI NG EXPERTS AND CONSULTANTS ARE CONVI NCED THAT

THE JOE CAMEL CAMPAI GN WAS | NTENTI ONALLY DESI GNED TO
TARGET M NORS

In addition to review ng several mllion pages of interna
docunent s produced by RIR and its advertising agencies, we revi ewed
dozens of studies conducted by marketing experts know edgeabl e
about teenage tobacco usage who investigated cigarette marketing

- 64 -



and its affects on children, including research expressly
di scussing the Joe Canel canpaign. Havi ng undertaken this
exercise, we are convinced that RJR and its advertising agencies
intentionally and illegally targeted 14-17 year-olds with the Joe
Canmel canpaign. W are also convinced that the Joe Canel canpaign
was effective in achieving this purpose.

A The Pervasiveness O Joe Canel Advertising And

Promotions Is An Inportant Ingredient In Joe
Canel 's Success Wth The Child Market

Research indicates that young people are exposed to
substanti al and unavoi dabl e adverti sing and pronoti on, even though
cigarette advertisenments have been banned from radio and
tel evision. 2 |ndeed, next to autonobiles, cigarettes are the nost
advertised and pronoted consuner products in the United States.3
Advertising and pronotional expenditures account for nore than 10%
of the total revenue generated by the tobacco industry in the

United States.® O the $4-6 billion spent annually, nore than

39/ See, e.qg., Fischer PM, MP. Schwartz, J.W Richards,
A. O Coldstein and T.H Rojas, "Brand Logo Recognition by
Children Aged 3 to 6 Years. M ckey Muse and O d Joe Canel," 266
JAMVA 1345 (1991); and M zerski R, K.  Straughn and J. Fel dman,
"The Rel ati onshi p Between Cartoon Trade Character Recognition and
Product Category Attitude in Young Children," presented at
Mar keting and Public Policy Conference (1994).

sy Centers for Disease Control, "C garette Advertising --
United States, 1988," 39 Morbidity and Mortality Wekly Report
261 (1990).

32/ Federal Trade Comm ssion, Report to Congress for 1990:
Pursuant to the Federal Cigarette Labeling and Adverti sing Act,
Washi ngton, DC. Federal Trade Comm ssion (1992).
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75% of these funds are allocated for pronotions. 3 O the
remai ning 25% nearly half is spent on outdoor advertising --
billboards and transit posters and point of sale posters.3 The
i nportance of spending such vast suns is not news to RJR who knows
that the best way to attract young new snokers is to flood the air

with adverti senents:

4. | believe it is amstake to pernit Marlboro to
spend as nuch for advertising and pronotion as W nston.
Wiile | cannot prove it, all of ny experience would

i ndicate that a brand which has the | argest market share
should consistently spend nore for advertising and
pronotion than brands with snaller shares and that this
shoul d particularly be true when one of the snmall er share
brands is rapidly gaining share. | think it would be
good i nsurance for Reynolds to spend at | east $10, 000, 000
annually nore on Wnston than Marl boro is spending.

Exhibit 8 at 6, "Cigarette Product Formul ation." (Enphasis added.)

Such vast suns are spent on advertising and pronoti on because
advertising that is repeated frequently and in as many different
media as possible is nost likely to ensure that its nessage is
received by the maxi mum nunber of consuners.%¥ Each separate

advertising venue, in and of itself, does not produce the entire

33/ Federal Trade Comm ssion, Report to Congress for 1990:
Pursuant to the Federal Cigarette Labeling and Adverti sing Act,
Washi ngton, DC. Federal Trade Comm ssion (1992).

34/ Federal Trade Comm ssion, Report to Congress for 1990:
Pursuant to the Federal Cigarette Labeling and Adverti sing Act,
Washi ngton, DC. Federal Trade Comm ssion (1992).

35/ Flynn B.S., J.K Wrden, R H Secker-Walker, G J.
Badger, B.M GCeller and M C Costanza, "Prevention of Ci garette
Snoki ng Through Mass Media Intervention and School Prograns," 82
Anerican Journal of Public Health 827 (1992).
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effect. Taken together, the effect of each adverti si ng exposure is
magni fi ed beyond each discrete exposure to create the inpression
that cigarette use is wdespread and w dely accepted. Every
presentation adds to and buil ds upon the i magery and appeal created
for a product category or a particular brand. 3 Due to the
pervasi veness of cigarette advertisenments, people, particularly the
yout h, overestinmate the preval ence of snoking.3 Simlarly, those
who snoke tend to overestimate snoking preval ence. 2 However

whi | e consuners overestimate the effect that advertising has on the
mar ket in general, they routinely underestimate its effect upon

them and their own purchasing choices.% Overestimating the

36/ Food and Drug Adm nistration, "Regulations Restricting
the Sale and Distribution of Cigarettes and Snokel ess Tobacco to
Protect Children and Adol escents,” 61 Fed. Reg. 44396, 44467
(August 28, 1996).

v Johnson C. A, "Untested and Erroneous Assunption
Under |l ying Antisnoking Prograns” |In: Pronoting Adol escent
Health: A Dialogue On Research And Practice, New York: Academ c
Press (1982); Chassin L., C. C. Presson, S.J. Sherman, E. Corty
and R W QO shavsk, "Predicting the Onset of Ci garette Snoking in
Adol escents: A Longitudi nal Study," 14 Journal of Applied Soci al

Psychol ogy 224 (1984).

L Sherman S.J., C C Presson, L. Chassin, E. Corty and R
A shavsky, "The Fal se Consensus Effect in Estinmates of Snoking
Preval ence Underlying Mechanisns," 9 Personality and Soci al
Psychol ogy Bulletin 197 (1983); MCarthy WJ. and ER Gitz,
"Teenagers, Cigarette Snoking and Reactions to Selected G garette
Ads," Paper presented at the Western Psychol ogi cal Associ ation
Meeting: Los Angeles, California, April 6, 1984.

39/ @Qunther A.C. and E. Thorsen, "Perceived Persuasive
Ef fects of Product Comrercials and Public Service Announcements:
Third Person Effects in New Donmains," 19 Communi cati on Research
574 (1992).
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preval ence of snoking has been found to be one of the strongest
predictors of the decision to take up snoking.4 This aspect in
t he words of one expert is "the No. 1 factor in building confidence

the plain old fashioned nmatter of friendly fanmliarity."4¥

The FDA determ ned that despite the author's criticismof its use
of this term the phrase "friendly famliarity" accurately
describes the effect of nmassive marketing that uses a variety of
media and saturates potential consunmers with information and
i mgery. 4 | ndeed, researchers have found that "the ubiquitous
di splay of nessages pronoting tobacco use clearly fosters an
environnent in which experinentation by youth is expected, if not

inmplicitly encouraged. "4

4o/ Chassin L., C.C. Presson, S.J. Sherman, E. Corty and
R W d shavsk, "Predicting the Onset of Cigarette Snoking in
Adol escents: A Longitudinal Study," 14 Journal of Applied Soci al
Psychol ogy 224 (1984); Collins L.M, S. Sussman, J. Mestel -Rauch
C.W Dent, C A Johnson, WB. Hansen, et al., "Psychosocia
Predi ctors of Young Adol escent Ci garette Snoking: A Sixteen-
Mont h, Three-Wave Longi tudi nal Study," 17 Journal of Applied
Soci al Psychol ogy 554 (1987); S. Sussman, C.W Dent, J. Mestel-
Rauch, C. A. Johnson, WB. Hansen and B.R Flay, "Adol escent
Nonsnokers, Triers and Regul ar Snokers' Estimates of Ci garette
Snoki ng Preval ence: Wien Do Overestimations Cccur and By Whonf?"
18 Journal of Applied Social Psychol ogy 537 (1988).

41/ Burnett L., Communi cations of an Adverti si ng Mn,
Chi cago (1961).

42/ 61 Fed. Reg. at 44475.

43/ Bonnie R J. and B.S. Lynch, "Tine to Up the Ante in the
War on Snoking," 11 Issues in Science and Technol ogy 33 (1994).
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RIR wel |l knows the inportance of saturating the market with
its advertisements and was extrenely successful in achieving this
goal . A "Canel Advertising Overview' discussing Joe Canel's
"Evolutionary Principles,"” "Strategies" and "Qbjectives," reports
that the Joe Canel canpaign had "set the stage for an exciting
1991" because the work to date had "reinforce[d] . . . Brand
ubiquity." Exhibit 57 at RIM 007177. Expl aining Joe Canel's
"Evolutionary Principles,"” this overview describes RIR s flooding
the air with Joe's cartoon inmage:

CAMEL is the brand for the "90s and, wherever CAMEL'Ss

message is, it is there in a big way. If a market is

covered, it is covered ubiquitously. If we run a one-

shot ad or a local pronotion, the execution nust be so
provocative and unexpected that it transcends its nmedi um

Exhibit 57 at RIM 007178. (Partial enphasis added.)

Even brief exposure to tobacco advertising can cause sone
young peopl e to have nore favorabl e beliefs about snoking.# There
i's considerabl e evidence that young peopl e are exposed to tobacco
ads, that those who snoke are especially likely to be aware of
cigarette advertising, and that liking of cigarette advertising

anong young people is predictive of snoking behavior.% As such,

44/ Pechmann C. and S. Ratneshwar, "The Effects of
Anti snmoki ng and Cigarette Advertising on Young Adol escents’
Perceptions of Peers who Snoke," 12 Journal of Consuner Research
25 (1993); see also Hock J., P. CGendall and M Stockdal e, "Sone
Ef fects of Tobacco Sponsorship Advertisenments on Young Males," 12
International Journal of Advertising 25 (1993).

45/ 61 Fed. Reg. at 44475.
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it is not surprising that the California Departnent of Health
Services concluded that Canmel was particularly effective at
reaching 12- to 13-year-ol ds:

Among 12- to 13-year-olds, alnost two-thirds nom nated
both Marl boro and Canel as advertised brands. A nmuch
smal l er 13%nom nated Virginia Slins as a brand that they
knew was advertised, followed by Wnston, Salem and
Newport, all wth small percentages. This pattern
remai ned essentially the sane anong ol der age groups,
with slightly higher recall rates. Based on these data
we estimated that Canel has achieved 96% of its total
penetration anong 13-year-old teenagers, Marlboro has
achi eved 82% and Virginia Slins 69% 4%

B. Advertising's Role In The Overall Marketing Schene

Brand specific advertising can be used to generate narket
share by creating a demand in new users of a product category.%
It can also be used to generate market share by convincing those
who are already consumers of a product category to "switch" from
one brand to another.# A secondary benefit of brand specific
advertising is increased demand for the overall product category. 2

Because 90% of all persons who take up snoking do so before the age

a6/ Pierce J.P., E. Glpin, DDM Burns, E Walen, B.
Rosebr ook and D. Shopl and, California Departnent of Health
Servi ces, Tobacco Use in California 1992: A Focus on Preventing
Upt ake in Adol escents, p. 111 (1993) ("1992 California Study").
(Enmphasi s added.)

an Ray M L., Advertising and Conmuni cati on Managenent,
Engl ewood diffs, NJ: Prentice Hall (1982).

48/ McCarthy E.J. and WD. Perreault, Basic Marketing: A
Manageri al Approach, 8th ed. Honmewood, IL: Irwin (1984).

49/ Ray M L., Advertising and Comuni cati on Managenent,
Engl ewood Aiffs (NJ): Prentice Hall (1982).
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of 18 and virtually no-one begins snoking after age 24, generally
creating increased demand in snoking is beneficial to RIR By
creating a new snoker, albeit one who currently snokes a
conpetitor's brand, RIR at | east has an opportunity to attract that
snoker through "sw tching" tactics. VWile "swtching" is very
difficult to achieve, if that person had never taken up snoki ng RIR
woul d have no chance of getting his business as virtually no one
starts snoking after age 24.

To acconplish these tasks, advertising creates a matrix of
attributes for a product or product category and beliefs about the
product and its possessor.2 Advertising comruni cates information
about the product in order to create a structure of attitudes and
beliefs in the consuner that wll foster interest in purchasing the
product . 3 According to the "elaboration, |I|ikelihood nodel of
per suasi on, " persuasi ve conmuni cati ons, such as adverti senents, can
persuade people either: (1) by the "central route,” or (2) by the

"peripheral route."%

v/ 61 Fed. Reg. at 44467.

5 Ray M L., Advertising and Comuni cati on Managenent,
Engl ewood A iffs, NJ: Prentice Hall (1982); Kotler P., Mrketing
Managenent: Analysis, Planning, Inplenentation, and Control, 7th
ed. Englewood diffs, NJ: Prentice Hall (1991).

52/ Petty R E. and J.T. Cacl oppo, Comunication and
Persuasion: Central and Peripheral Routes to Attitude Change,
Springer-Verlag, New York, p. 3 (1986).
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The "central route" refers to the process by which a person
reads the nessages or information contained in the advertisenent,
t hi nks carefully about it, and is influenced by the strength of its
argunent s. & The "peripheral route" is a process in which
individuals are nore likely to pay attention and be persuaded by
peri pheral cues such as attractive nodels, col or and scenery, which
are unrelated to the primary parts of the nessage. St at ed
differently, advertising conmunications can be factual in nature
(e.qg., product price, product ingredients or product features), or
suggestive in nature (e.g., inmages of the types of people who m ght
use the product or associations of the product with certain
settings or enotions). Children typically process tobacco
advertising via the peripheral route.%

RIR and its advertisers are well aware of these basic
mar keti ng tenets. RIR designed its Joe Canel advertisenents so
they woul d be sinplistic and easy to understand. |ndeed, research
conduct ed by Young & Rubi camdenonstrated that an i nportant el enent

of Joe Canel's success was its ability to walk the |ine between

= Petty R E. and J.T. Cacl oppo, Comunication and
Persuasion: Central and Peripheral Routes to Attitude Change,
Springer-Verlag, New York, p. 3 (1986).

54/ Petty R E. and J.T. Cacl oppo, Comuni cation and
Persuasion: Central and Peripheral Routes to Attitude Change,
Springer-Verlag, New York, p. 3 (1986).

59/ Petty R E. and J.T. Cacl oppo, Comunication and
Persuasion: Central and Peripheral Routes to Attitude Change,
Springer-Verlag, New York, p. 3 (1986).
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"sinplistic and easy to understand” and "still entertaining/
interesting enough to keep their attention.”™ Exhibit 59 at RIW
017770, nmenorandum regarding "CAMEL Creative Exploratory Focus
G oup” (Novenber 27, 1989). 1In other words, the Joe Canel canpaign
is a"lowinvol venent" canpaign -- the nature of which is effective
at reaching children.

1. Contrary To RIR s Cains, The Joe Canel

Canpaign Is Principally Designed To Attract
New Users, Not To Obtain "Switchers”

Advertising designed to attract new users is markedly
different than advertising designed to pronote "sw tching" gains.
In order to effectively attract new cigarette wusers, the
advertising used nust nmake the new user feel that the product can
satisfy his un-net or wun-satisfied physical or psychol ogical
needs.%® Alternatively, the advertising nust nmke the new user
feel a previously unacknow edged need for the product.®  This
advertising tactic is known as "image" advertising or "trans-
formati onal " advertising.® |nmage advertising is |ess effective at
attenpting to build market share through sw tching gains. The

principal way to pronote brand switching is through adverti sing

56/ Ray M L., Advertising and Conmuni cati on Managenent,
Engl ewood A iffs, NJ: Prentice Hall (1982).

5 Ray M L., Advertising and Comuni cati on Managenent,
Engl ewood A iffs, NJ: Prentice Hall (1982).

58/ Puto C.P. and WD. Wlls, "Informational and
Transformational Advertising: The Differential Effects of Tine"
I n: Advances in Consuner Research, vol. 11 (1983).
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whi ch comrunicates information to the existing user about the
superior performance of the new brand -- e.g., lower price, better
val ue or better characteristics.®® Such infornmational canpaigns
have been denonstrated to capture conpetitive advantage wth
respect to the "inveterate snoker" but do little to expand the
mar ket by attracting new snokers. 8

Throughout the Mangini litigation, RIR vociferously asserted
that the Joe Canel canpaign was solely designed to build narket
share through "switching gains.” |Indeed, President and CEO Janes
W Johnston testified to Congress: "I have a huge opportunity. The
opportunity to grow ny conpany is by taking [Philip Mrris']
snmokers away from[then] and switching themto ny brands . . . ."&
We know differently. Johnston's statenents contravene 40 years of
research conducted by RIR on this issue. As Burrows explained in
her conprehensive 1984 report "Younger Adult Snokers: Strategies
and Qpportunities,” it is inpossible to grow market share through

switching: "any brand/conpany which is underdevel oped anpbng 18-

vear-olds nust achieve net switching gains just to break even."

Exhibit 32 at 3. (Enphasis in original.) Burrows expanded on her

59/ McCarthy E.J. and WD. Perreault, Basic Marketing: A
Manageri al Approach, 8th ed. Honmewood, IL: Irwin (1984).

50/ Martineau P., Mbtivation in Advertising: Mtives That
Make People Buy, New York: McGawH Il (1957).

8 Testi nony of James W Johnston before the House of
Representatives Conmttee on Energy and Conmerce, Subcommttee on
Heal th and the Environnent at p. 729 (April 14, 1994).
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concerns explaining that it is attracting new "Younger Adult

Snokers" and not switching that drives Marl boro's growh, and that:
Al though a conpetitor could slow this nonmentum by
attracting switchers, the "first brand" would hold the
hi gh ground of brand loyalty in such a battle.

Exhi bit 32 at 4.

Mor eover, the Joe Canel canpaign is not a "sw tching" canpaign

because, as with nost cigarette advertising, the Joe Canel canpaign

provides little, if any, newinformation. Instead, Joe Canel is an
I mage canpai gn concentrating on peripheral cues. It was designed
to attract, and did attract, new snokers -- 90% of whom are younger
than 18. According to its own advertising agency's internal

docunents, by 1990 the Joe Canel canpaign had "helped realize
tangi ble increases as a FUBOC [first usual brand of choice], as
reflected in recent SOS [share of snokers] nunmbers.” Exhibit 57 at
RIJM 007177, "Camel Advertising Overview"

Finally, in Dunagin v. Oxford, 718 F.2d 738, 748 (5th Grr.

1983), the court rejected simlar claims raised about
advertisenents for alcohol. The advertiser's expert, a professor
i n sociology specializingin alcoholism testifiedthat adverti sing
nmerely affected brand loyalty and market share, but did not
increase overall consunption or consunption of individua
consuners. 718 F.2d at 748. Inrejecting the industry's argunent,
the court concluded: "W sinply do not believe that the |iquor

i ndustry spends a billion dollars a year on advertising solely to
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acquire an added narket share at the expense of conpetitors.” 718
F.2d at 750. The court explained its reasoning:

It is beyond our ability to understand why huge suns of
money would be devoted to the pronotion of sales of
[iquor w thout expected results, or continue wthout
realized results. No doubt conpetitors want to retain
and expand their share of the market, but what
busi nessperson stops short with conpetitive conparisons?
It is total sales, profits, that pay the advertiser; and
dollars go into advertising only if they produce sal es.
Money tal ks: it talks to the young and the old about
what counts in the marketplace of our society, and it
tal ks here in support of M ssissippi's concerns.

718 F.2d at 749.

2. The I nmportance O Inmagery In Advertising
Directed At Teens

Snoking is a pediatric disease. Children face a daunting
range of hazards when confronted with the deci si on about whether to
start snoking, yet they are generally ill-equipped and |ack the
necessary maturity to nake such a deci sion. % The 1992 study by
the California Departnment of Health Services determ ned that
"approxi mtely 40% of California adol escents were susceptible to
snmoking in 1992 "& This is where advertising becones so

i nfl uenti al .

62/ U S. Departnent of Health and Human Servi ces, Reducing
the Health Consequences of Snpbking -- 25 Years of Progress, a
Report of the Surgeon CGeneral, pp. 212-16 (1989) ("1989 Surgeon
General Report").

83/ 1992 California Study at 3.
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a. | mmage Advertising Is More Effective Wth
Teens Than I nformation Adverti sing
Because Teens Pay Less Attention To
Factual |nformation

The nost inportant aspect of cigarette advertising is the
i mgery used and the psychol ogi cal notivations conmunicated to the
consuner. Evidence from social psychol ogy and marketing research
shows that inmage-based advertising is particularly effective with
young people, and that the information conveyed by imagery is
likely to be nore significant to young people than information
conveyed by other neans in the advertisenent.® For children, the
notivation and ability to "elaborate" wupon the argunents (pay
attention to and think about the factual information) contained in
cigarette advertising is relatively low, making them nore
susceptible to influence from peripheral cues such as color and
i magery. 5% According to the American Psychol ogi cal Association
children generally have |less information-processing ability than
adults, and are less able, or wlling, to pay attention to the
factual information in the advertisenents.& This group has

expl ai ned that young people do not evaluate advertising nessages

54/ 61 Fed. Reg. at 44468.
85/ 61 Fed. Reg. at 44468.

86/ See Anerican Psychol ogi cal Associ ation coment,
di scussed at 61 Fed. Reg. at 44468.
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directly through | ogi cal analysis, they do soindirectly with their
enot i ons. &

| mmgery enhances the ability of advertising to comunicate
nmore quickly in "lowinvol vemrent" situations and in qui ck exposure
contexts.® Low invol venent conditions are those that occur when
a reader skins a magazine advertisenent rather than carefully
searching an advertisenent for information about price, taste,
rel ative "safety" of the product or product inprovenent.® Those
unnmotivated or unable to carefully consider the argunents in a
message -- such as teenagers -- are only likely to be persuaded
t hrough i magery. X Pictorial information is renmenbered nuch better
than verbal information, as pictures perform a function of
"organi zing" the qualities of the product as depicted with an

imge. Y Cenerally, as the pictures or inmages in an adverti senent

s See Anerican Psychol ogi cal Associ ation coment,
di scussed at 61 Fed. Reg. at 44468.

88/ Lutz KA and RJ. Lutz, "Effects of Interactive | magery
on Learning: Applications to Advertising," 62 Journal of Applied
Psychol ogy 493 (1977); Hendon D.W, "How Mechani cal Factors
Affect Ad Perception,” 13 Journal of Advertising Research 39
(1973); Hol brook MB. and D.R Lehmann, "Form Versus Content in
Predicting Starch Scores," 20 Journal of Advertising Research 53
(1980); Twedt D.W, "A Multiple Factor Analysis of Advertising
Readership," 36 Journal of Applied Psychol ogy 207 (1952).

69/ 61 Fed. Reg. at 44467.
o 61 Fed. Reg. at 44468.
el Lutz KA and RJ. Lutz, "Effects of Interactive | magery

on Learning: Applications to Advertising," 62 Journal of Applied
Psychol ogy 493 (1977); Hendon D.W, "How Mechani cal Factors
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increase (both in nunber and the proportion of the advertisenent
occupied by the imge), the advertisenent is nore likely to be
recogni zed, and the brand nanme nore likely to be renenbered.? |In
nmost cases, pictorial or inmage advertising is a nore robust and

fl exi bl e communi cati ons nedi um and can be used to comuni cate with

the functionally illiterate or the young person in a hurry.Z
Color, like image, is an inportant conponent of adverti sing.
It is used to pronote a "feeling" and a nessage -- i.e., blue is

cool, red is hot, greenis nenthol.? Advertising that is diverse,

i mge-1 aden and colorful is particularly effective in attracting

Affect Ad Perception,” 13 Journal of Advertising Research 39
(1973); Hol brook MB. and D.R Lehmann, "Form Versus Content in
Predicting Starch Scores," 20 Journal of Advertising Research 53
(1980); Twedt D.W, "A Multiple Factor Analysis of Advertising
Reader ship," 36 Journal of Applied Psychol ogy 207 (1952).

2 Lutz KA and RJ. Lutz, "Effects of Interactive | magery
on Learning: Applications to Advertising," 62 Journal of Applied
Psychol ogy 493 (1977); Hendon D.W, "How Mechani cal Factors
Affect Ad Perception,” 13 Journal of Advertising Research 39
(1973); Hol brook MB. and D.R Lehmann, "Form Versus Content in
Predicting Starch Scores," 20 Journal of Advertising Research 53
(1980); Twedt D.W, "A Multiple Factor Analysis of Advertising
Reader ship," 36 Journal of Applied Psychol ogy 207 (1952).

s Lutz KA and RJ. Lutz, "Effects of Interactive | magery
on Learning: Applications to Advertising," 62 Journal of Applied
Psychol ogy 493 (1977); Hendon D.W, "How Mechani cal Factors
Affect Ad Perception,” 13 Journal of Advertising Research 39
(1973); Hol brook MB. and D.R Lehmann, "Form Versus Content in
Predicting Starch Scores," 20 Journal of Advertising Research 53
(1980); Twedt D.W, "A Multiple Factor Analysis of Advertising
Reader ship," 36 Journal of Applied Psychol ogy 207 (1952).

4/ 61 Fed. Reg. at 44467.
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attention in a cluttered advertising environnent.?® Studies have
showmn that four-color advertisenents significantly increase
attention and recall relative to two color or black-and-white-
advertisenents.’® The inportance of color in advertising becones
nore salient when it is considered that nost consuner behavior
occurs in conditions of "l owinvolvenent."Z Not surprisingly, the
Joe Canel canpaign uses a multi-color format rather than black and
whi t e. | ndeed, as Young & Rubicam explains in determning the
"paraneters" to be used "to appeal nost to our target prospects:

-- [t]hey seemdrawn by the bright colors, fun, and irreverent

tonality." Exhibit 59 at RIWO017770, "Canel Creative Exploratory
Focus Goups." (Enphasis added.)

Finally, perceived source credibility plays an inportant role
in the decision-making process.? Children are particularly
susceptible to the influence of others regarding the decision to
start snoking or to use snpkeless tobacco. For mnors, the
"source" of the persuasive nessage in tobacco advertising is

conveyed by the inmagery presented in the advertisenent.”? 1|n other

e 61 Fed. Reg. at 44467.

18/ Hanssens D. and B. Witz, "The Effectiveness of
I ndustrial Print Advertisenents Across Categories,"” 17 Journal of
Mar keti ng Research 294 (1980).

Ay 61 Fed. Reg. at 44467.
8 61 Fed. Reg. at 44468.
9 61 Fed. Reg. at 44468.



words, since the mnor does not know the witer personally, he
attributes source credibility to the advertisenent itself.8 To
the extent that characters featured i n tobacco advertising, such as
Joe Canel or the Marl boro Man appear credible and appealing, they
are perceived as credible sources, and can influence children
regardi ng the decision to snoke. &

This is exactly what RIR sought to acconplish with Joe Canel.
The inportance of portraying Joe Canel as a hero was nmade in the
"Canel Advertising Overview " Exhibit 57. This overview expl ains
that the "Heroic Canel" executions of 1989 "nade several key
contributions” including, "it turned Joe into a cult nedia hero."
Exhibit 57 at RIM007176. Simlarly, Young & Rubicamexplains, in
addition to the "bright colors,” the "central focus"” of the
canpaign was to portray Joe Canel as a "hero," to be admred.
Exhibit 59 at RIJW 017770, "Canel Creative Exploratory Focus
G oups. " Specifically, Young & Rubicam explains a paraneter
appealing to RIR s "target prospects” as: "Ad Joe as the central
focus of the advertising . . . the hero." Exhibit 59 at RIW
017770. As Young & Rubi cam expl ai ned:

Joe is the hero in all of CAMEL's communi cations. But

he's not a spokesman, a salesman, or a shill. He is the

larger-than-life personification of all that we, in our

nonents of playful fantasy, aspire to be. Always the
W nner, on top of the situation, beating the system and

80/ 61 Fed. Reg. at 44468.
81/ 61 Fed. Reg. at 44468.
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covering the scene, whatever he does he does with a style
and joie de vivre all his owm. The twinkle in his eye
and that "cat that ate the canary"” expression on his face
say it all.

Exhibit 57 at RIM 007180, "Canel Advertising Overview " (Enphasis
added.)

RIR knows that children | ook up to and believe their heroes.
In this case, Joe Canel is telling themthat if they want to be
cool, they need to snoke Joe's cigarettes. In the words of Dr.
Teague:

If one values, for exanple, an adventurous,
sophisticated, adult inmage. . . . If one values certain
characteristics in specific individuals or types and
t hose persons or types snoke, then if one al so snokes he
is psychologically a little nore Iike the val ued i mage.
Thi s sel f-i mage enhancenent effect has traditionally been
a strong pronotional thene for cigarette brands and
shoul d continue to be enphasi zed.

Exhibit 2 at 7, "Some Thoughts About New Brands of Ci garettes for
t he Youth Market."
b. Advertising Thenmes O Rebel | i ousness,
| ndependence, Individuality And Fun Are

The Best Thenmes To Motivate Teenagers To
Try G garettes

Peopl e under the age of 18 are still formng attitudes and
bel i ef s about tobacco use, and see snoking as a copi ng nmechani sm
a badge of maturity, a way to enter a new peer group, Oor as a nmeans
to di splay independence.® Not surprisingly, the npst successful

t eenage brands, such as Canel, are those offering i magery rich with

82/ 61 Fed. Reg. 41314, 41329.
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connotations of independence, freedom from authority and self
reliance.® As explained by Dr. Richard Pollay of the University
of British Colunbia, these inages are inportant to teens because
they are "going through a stage where they are seeking to express
their independence and individuality under constant pressure of
being accepted by their peers."& According to the Anmerican
Psychol ogi cal Associ ati on, adol escents are particul arly susceptible
to cigarette advertising because they are searching for autonony
and social acceptance, and working toward an identity of their
own. & Research has shown that:

[ T] he psychol ogical satisfactions are . . . the best

material for advertising thenes and appeal s, because t hey

carry their own reassurance. They are enotional supports

whi ch have devel oped in Anerican society to nmake snoki ng

seemreasonabl e, justifiable, and highly desirable. They

obvi ously cannot be thrown in people's faces in their

bare essence; but when they are inplied, when they are
communi cat ed, they are understandabl e and sati sfying. &

83/ Pollay R W, The Functions and Managenent of Cigarette
Advertising, Vancouver (Canada): Faculty of Conmerce, University
of British Colunbia, H story of Advertising Archives, Wrking
Paper, 1989b.

84/ Pollay R W, The Functions and Managenent of Cigarette
Advertising, Vancouver (Canada): Faculty of Conmerce, University
of British Colunbia, H story of Advertising Archives, Wrking
Paper, 1989b.

85/ See Anerican Psychol ogi cal Associ ation comrent
di scussed at 61 Fed. Reg. at 44468.

86/ Marti neau P, Motivation in Advertising: Mdtives That
Make People Buy, New York: McGawH Il (1957).
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O her research has reached the sane conclusion. King et. al.
di scussed the inportance of the "independence thene" in cigarette
advertisenents.& |In his research, Dr. King deternmined that the
nmost frequently pictured activities to reach young nen were
"individualism" "work," "recreation" and "adventure."2 Anot her
study found that of 9th- and 10th-grade students, those whose
reported ideal self-inmge which matched the perceived imge of
snokers, typically reported that they intended to snoke.& These
students reported that they perceived the inage of a snoker to be
"tough," "foolish,"” "act big," disobedient” and "interested in the
opposite sex."2 These inpressions, which create an i mage of the
brand, and sonetimes an image of the brand's user, are very
influential to children and adol escents. For these reasons, RIR
designed the Joe Canel canpaign so as to "rely on clearly

aspirational appeals (the nme | want to be versus the ne | anm to

87 King KW, L.N. Reid, Y.S. Mon and D.J. Ringold,
"Changes in the Visual Imagery of Ci garette Ads, 1954-1986," 10
Journal of Public Policy & Marketing 63 (1991).

88/ King KW, L.N. Reid, Y.S. Mon and D.J. Ringold,
"Changes in the Visual Imagery of Ci garette Ads, 1954-1986," 10
Journal of Public Policy & Marketing 63 (1991).

8y Chassin L., C.C. Presson, S.J. Shermnan, E. Corty and
R W d shavsk, "Self-inmges and Ci garette Snoking in
Adol escence,"” 7 Personality and Social Psychology Bulletin 670
(1981).

v/ Chassin L., C.C. Presson, S.J. Sherman, E. Corty and
R W d shavsk, "Self-inmges and Ci garette Snoking in
Adol escence,"” 7 Personality and Social Psychology Bulletin 670
(1981).
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provide the notivation for target snokers to select CAMEL."
Exhibit 58 at 2, "CAMEL New Advertising Canpaign Devel opnent."
Such results show the inportance of themes such as "rebellion,"
"freedont and "escape" being communi cated to the audience.

Not surprisingly, these are the very inmages sought to be
communi cated by the Joe Canel canpaign. |Indeed, the co-devel oper
of the Joe Canel canpaign stated its "rationale" as: "Aspirationto
be perceived as cool/a nenber of the in-group is one of the
strongest influences affecting the behavior of young adult
snokers. " Exhibit 58 at 4. He stated that the canpaign's
"obj ective" was:

[ T]o | everage the non-conform st, self-confident m ndset

historically attributed to CAMEL users so that the brand

becones a rel evant, appealing choice for today's younger
adul t snokers.
Exhibit 58 at 3.

Simlarly, in discussing the Joe Canel "Leader of the Pack"
executional approach, Young & Rubicam summarized Joe Canel's
allure. 1t concl uded:

O all the executional approaches, "Leader of the Pack"

was the consistent favorite across all groups. It

conbi ned the el enents favored in the current canpaign --

Camel as hero, bright colors, sinple yet involving

scenarios -- but al so added a stronger sense of Joe being

nmore i nvol ved in the acti on/ adventure. There was al so an
el enent of Joe as the rebel.

e As detailed herein, the terns "Young Adult Snokers" and
"Younger Adult Snokers" are euphem sns for persons aged 14-24.
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Exhibit 59 at RIW 017768, "Canel Creative Exploratory Focus
G oups." (Enphasis added.)

The sanme dichotony identified by Teague, Tredennick and the
Youth Target study -- group acceptance while maintaining
individuality -- was built into the Joe Canel canpai gn. Essen-
tially, Joe Canel was being devel oped as a "notivational" tool to
portray an inmage of rebelliousness, self-confidence and non-
conformty in order to convince new snokers that by snoking Canel
cigarettes they will be accepted "anong their peers.” Exhibit 58
at 1-2, "CAMEL New Advertising Canpaign Devel opnent." Joe Canel
was designed to tell new snokers that by snoking Canels, they wll
be a "non-conformst," snoking a "one-of-a-kind brand," yet
accepted anong their peers. Exhibit 58 at 4.

There is no doubt that Joe Canel was effective at
comruni cati ng these nessages to kids. 1n 1994, the Surgeon General
explained that the Joe Canel canpaign exploited the malleable
attitudes of children by convincing kids that they are joining the
"5-S club -- that they're slim they' re sexy, they're sociable,
t hey' re sophisticated, and successful."22 Youths with arelatively
low self-imge (i.e., who view thenselves as not being snart

heal thy or tough), or who are becom ng interested in the opposite

92/ Statenment by U. S. Surgeon Ceneral regarding U S.
Departnent of Health and Hunan Services, Preventing Tobacco Use
Anong Young People, a Report of the Surgeon General (1994). See
Federal News Service (February 24, 1994).
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sex, are drawn to snoking as a way of enhancing their |ow self-
i mage. ¥ They are drawn to snoking because advertising tells them
that the attributes portrayed will be gained if they snoke.2
Simlarly, the California Departnent of Health Services has
concl uded:

Tobacco advertising reaches nobst of the adolescent

popul ati on and markedly i ncreases their susceptibility to

snoke. Tobacco advertising appears to have this effect

by convi nci ng young chil dren/adol escents that there are

benefits to snoking, particularly for handling socia

interactions. ¥

Finally, an executive fromGiffin Bacal, one of the |argest
advertising agencies in New York, explained how visual inmagery

wor ked wi th young peopl e:

Pictures sell. Visuals count . . . even those
visuals that seemngly have nothing to do with the
product sale. . . . [including |ocations, sets, props,
war dr obe, colors, nunbers, sexes and ages of people in
the ads] . . . Kids want to be |ike each other. G oup
acceptance, and Iliving the Ilife of the gang, 1is
critical. . . . Simlarly, kids define thensel ves by the
product choices they make and share. Be sure your

advertising nmakes the "worl d" accessible and "invites"
the viewer to join. %

93/ U S. Departnment of Health and Human Servi ces,
Preventing Tobacco Use Anbng Young People, a Report of the
Surgeon Ceneral, p. 8 (1994).

94/ U S. Departnment of Health and Human Servi ces,
Preventing Tobacco Use Anbng Young People, a Report of the
Surgeon General, pp. 175-84 (1994).

95/ 1992 California Study at 3.

96/ Kurnit P., "10 Tips From Top Agency- Exec Expl ai ns How
Giffin Bacal Scores with Kids," Advertising Age Suppl enent,
February 10, 1992, at pp. 19-20.
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In summary, the significant neaning of Joe Canel ads cones
fromthe illustration. The copy is secondary. The Joe Canel
canpai gn effectively reaches new teenage snokers by using inmages,
and not words, to portray a lifestyle that is very attractive to
teens. The image advertising enployed by RIR has transforned the
Canmel brand, and thus Canel snokers, by providing a distinct
identity.

C. The Cartoon Nature O The Joe Canel Ads

Make The Canpaign Particularly Appealing
To Children

RIJR utilized a cartoon format because cartoon characters are
known to be extrenely appealing to children, as evidenced by the
hours of Saturday norning cartoons religiously watched by children
t hroughout the United States. Indeed, a 1973 internal RIR docunent
denonstrates that RIR knew the dramatic i npact cartoon adverti sing
has on kids: "In view of the need to reverse the preference for
Mar | bor o anong younger snokers, | wonder whether comc strip type
copy m ght get a nuch hi gher readership anong younger people than
any other type of copy." Exhibit 8 at 5, "Cigarette Product
Formul ation."

To see just how effective cartoon advertising is wth
children, one need only look at the success enjoyed by other
advertising canpaigns selling children's products through cartoon
characters, such as Tony the Tiger, Trix the Rabbit and t he Keebl er

El ves. One recent study investigated 7th and 8th graders’
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preference anong cigarette advertisenents picturing the cartoon
advertisenents (Joe Canel), human nodel s and copy only.2Y Students
preferred the advertisenents using the cartoon Joe Canel over the
advertisenents utilizing human figures or tonbstone adverti sing. %
These students reported that Joe Canel had the attributes of being
"cool" and being "fun."%¥ Moreover, the positive attributes they
ascribed to the cigarette advertisenents were also described as
attributes of the their ideal self-inages.1 Confirmng the
results of the earlier research, this study reported that buying
preferences anong those students who snoked parallelled the

reported ad appeal . 1%

el Huang P.P., D. Burton, H L. Howe and D.M Sosin
"Bl ack-Wiite Differences in Appeal of Cigarette Advertisenent
Anmong Adol escents,” 1 Tobacco Control 249 (1992).

98/ Huang P.P., D. Burton, H L. Howe and D.M Sosin
"Bl ack-Wiite Differences in Appeal of Cigarette Advertisenent
Anmong Adol escents,” 1 Tobacco Control 249 (1992).

99/ Huang P.P., D. Burton, H L. Howe and D.M Sosin
"Bl ack-Wiite Differences in Appeal of Cigarette Advertisenent
Anmong Adol escents,” 1 Tobacco Control 249 (1992).

1000 Huyang P.P., D. Burton, H L. Howe and D.M Sosin
"Bl ack-Wiite Differences in Appeal of Cigarette Advertisenent
Anmong Adol escents,” 1 Tobacco Control 249 (1992).

01 King KW, L.N. Reid, Y.S. Mon and D.J. Ringold,
"Changes in the Visual Imagery of Ci garette Ads, 1954-1986," 10
Journal of Public Policy & Marketing 63 (1991).

102/ Huang P.P., D. Burton, H L. Howe and D.M Sosin
"Bl ack-Wiite Differences in Appeal of Cigarette Advertisenent
Anmong Adol escents,” 1 Tobacco Control 249 (1992).
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Simlarly, the 1992 California Study reported that in all

under - age groups, children preferred Joe Canel advertisenents to

Mar | boro advertisenents: in the 12- to 13-year age group, nearly
four times as many children picked Canmel as their favorite
advertisenent conpared to Marlboro; anong 14- to 15-year-olds,
twce as many preferred Canel to Marlboro; anong 16- to 17-
year-olds, 69%preferred Canel to Marl boro. The 1992 California
Study <concluded that "[s]alient advertising pronotes future
snoki ng. Having a favorite brand of advertisenent doubled the
proportion of adol escents over the age of 14 who were susceptible
to snoking. It also had a marked effect on the susceptibility of
12- to 13-year-old children. "% This concl usion was confirnmed and
augnented in a subsequent 1994 California Study, which determ ned:

[Having a favorite cigarette advertisenent is inversely

related to the respondent's age. For each age group from

12 to 25 years, nore than half of respondents were able

to nane a favorite cigarette ad. After age 25, the

proportion of respondents with a favorite ad decreased

dramatically and linearly to approximately 22%of adults

ol der than 60 years. Two thirds of 16-year-old

adol escents nomnated a favorite advertisenent, the
hi ghest | evel of any group.%®

108/ 1992 California Study at 113.
104 1992 California Study at 8.

19 pierce J.P., N Evans, A J. Farkas, S.W Cavin, C
Berry, M Kraner, S. Kealy, B. Rosebrook, W Choi and R M
Kapl an, California Departnment of Health Services, Tobacco Use in
California: An Evaluation of the Tobacco Control Program 1989-
1993, p. 85. (1994) ("1994 California Study").
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Again, this know edge is not new to RIR or its advertisers.
In discussing Joe Canel's appeal to its "target prospects,” Young
& Rubicam noted that "[t]hey enjoy the fantasy aspect which lets

their imaginations run free . . . the cartoon-like rendering of the

ads, adds to this dinension. Exhibit 59 at RIW 017770, "Canel

Creative Exploratory Focus G oups." (Enphasis added.) Earlier in
this internal nmenorandum Young & Rubicam explored a new
advertising approach which it described as "Roger Rabbit (rea

phot ography with animation)." Exhibit 59 at RIW017768. However,

Young & Rubi cam recommended that the sinple cartoon nature of the
Joe Canel canpai gn not be changed:

The "Roger Rabbit" canpaign direction was the |east

favorabl e anong these prospects . . . . Partici pants
mssed the storyline, felt it was too static and
still/not enough action. |In addition they believed that

t he characters and situations often overwhel med Joe. The
juxtaposition of the real photography and cartoon Joe
whil e sophisticated, made the participants feel the ads
were trying to neke Joe too real. Therefore, versus the
cartoon approach, it left too little to the viewer's
i magi nation and felt too contrived.

Exhibit 59 at RIW017770. (Enphasis added.)

Anot her mar keting proposal submtted to RIR early in the Joe
Canel canpaign again enphasized the inportance of cartoon
characters in effectively marketing cigarettes to children. On
Decenber 9, 1988, Flanigan Enterprises sent a chilling marketing

proposal to Richard A Kanpe (President, RIJR Tobacco Devel opnent



Co.), and RIR s top marketing peopl e. 1 Exhibit 60. Understandi ng
RIR's critical need to attract new young snokers if it was to
survive, the proposal states:

| magi ne a five-year old child, who will be a future
custoner of your cigarettes in the next few years. How
can your conpany begin to attract/tap into this next
generation? As a creative strategic marketing conpany,
Fl ani gan Enterpri ses has devel oped a concept that will be
i nnovative, have a repeatable advertising effect in the
home, and be a new source of revenues for R J. Reynol ds.

The young children of this country have a curious
desire to be instantly entertai ned, educated and expand
their horizons. The parents of these children (yuppies
with discretionary incones) want the best for their
children and are wlling to pay if quality and
reliability are present. These parents place a prem um
on hi gh-technol ogy and nodern advances to ensure their
children are keeping pace with today's dynamc rapidly
changi ng envi ronnment .

The concept is a sinple one -- Flanigan Enterprises
is proposing a children's video be nade to advertise the
Camel product. This can be done through a series of
full-cell animation (Disney style) videos directed
towards the youth of today. Children |ove cartoons and
these can be incorporated into the purchasing of
cartons/ packets of Canel cigarettes.

The Canel synbol can be transfornmed into a noving,
talking, animated cartoon for children. It can al so
i ncl ude the actual footage of visitinglive canels in the
zoo and in their native environment. Children love to

106/ | nterestingly, Flanigan knew exactly who to send its
proposal to, anong others: E. A Horrigan, Jr. (Chairman and CEQ
RIR), F.H Christopher, Jr. (D rector of Marketing Research,
RIR), J.T. Wnebrenner (Senior Vice-President of Marketing,
RIRTI), Lawence W Hall (Vice-President of Marketing, RIR),

Ell en N. Monohan (Vice-President of Planning, RIR USA) and G W
Mckenna (Vi ce-President of Marketing, RIR Devel opnent Co.).
Exhibit 60 at 2. In addition, there was a post-it note
forwardi ng the proposal to David Fishel (Vice President of
Public Relations for RIR). Exhibit 60 at 51361 2438.
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watch animals (repeatability) and this video can
i ncor porate an education/entertai nnment thene. How often

are snokers told, "It is a bad exanple for the children
in our home to see you snoke." Here is a positive way to
enhance the imge of R J. Reynolds in the honme -- to

engrain a positive imge of the conpany to the children
and non-snoker while linking the video to purchase of
cigarettes.

Thi s video concept can generate revenues from

1. Sale of the animation tape to national rental
di stributors. In other words, the videotape
can be placed in all the l|ocal video rental
nei ghborhood outlets across the country.
These outlets are looking for children's

nmovi es/stories to fill a need.

2. Sal e of the animation/live footage tape can be
sold to the special niche market you already
have -- the parents who are snokers. Only a
positive enhanced imge can be gained with
good wll response from the non-snoking
spouse. ***| magi ne all the repeatable

advertising for Canmel going into homes across
this country that produces revenue! ***

3. Sale of the animation tape can be marketed
into children's toy stores/outlets. This can
only enhance the Canel inmage while adding to
t he revenue-generating process.
Exhibit 60 at 1-2, proposal regarding "Tapping into the Next
Ceneration" (Decenber 9, 1988). (Enphasis added.)
Al t hough RIJR can claim that it never accepted the Flanigan
proposal, the proposal confirmed to RIJR that wusing cartoon
characters in its marketing was certain to attract children. As

every marketer knows, one of the best ways to effectively advertise

to children is to use cartoons.



C. The Magazi nes RIR Sel ected To Run Joe Canel
Advertisenents Were Known To Be Wdely Read By
Teens

Magazi ne advertising is inportant because this nmedium can be
used to selectively target specific market segnents. According to
one i nternal docunent, the nost effective way to reach young nal es
was to place advertisenents in sports related publications:

(b) The best use of advertising nmedia presents an
interesting problem especially in view of the apparent
need for reaching younger people as effectively as
Mar | boro seens to be doing. Qoviously maxi numuse shoul d
be nade of nmgazines which are known to be read by
younger peopl e. However, these have limtations in
circul ation. The necessary reach can probably be had
only through optimum nethods of using newspapers and
billboards. |1 would guess that young nmen give prinary
attention to sport pages and comic pages in the
newspapers.

Exhibit 8 at 5, "Cigarette Product Formul ation." (Enphasis added.)
Fourteen years later, the Youth Target study reached the sane
concl usi on. The Youth Target study determned that Player
cigarettes were favored by the 15-24 year-old T.GI.F. Goup
Exhibit 51 at 47, Youth Target. It explained that "Export [RJ.R

MacDonal d' s | eadi ng Canadi an yout h brand] and Sports Illustrated go

together, simlar to TV sports. This is probably the area where

the npbst serious challenge to Players could be mounted." Exhibit

51 at 60. (Enphasis added.)
Not surprisingly, RIR spends mllions nore dollars to
advertise the Joe Canel canpaign in sports nmgazines and car

magazi nes, including Sports Illustrated, Inside Sports, Car and
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Driver and Road and Track than it does in other nagazi nes, in order

to target m nors and encourage themto snoke Canel cigarettes. RIR
al so placed Joe Canel advertisenents in other nmagazi nes having

| arge underage readerships, such as Details, Rolling Stone, Spin,

Ganes Magazi ne, Cosnppolitan, Mudenoiselle, damour, The Cable

GQui de, Redbook and Vogue. Indeed, the only apparent |ink between

t he magazi nes i n which Joe Canel advertisenents were placed is that
they all have a significant underage readershinp.

Finally, another factor indicating that Joe Canel nagazine
advertisenments were directed at youths is RIR s use of a "pop-up"
format. \Wen the nagazine is opened, Joe Canel and his cronies
st and- up. This same "pop-up" format is well-known to appeal to
children, as evidenced by its prevalence in children's books.

D. Qut door Advertising Is A Very Effective Medi um For
Reachi ng The Youth Market

Qut door advertising was vital to the success of Joe Canel. 1In
1988, cigarettes ranked first anong products advertised i n outdoor
medi a. 22 Qut door advertising was inportant, at |least in part, due
to its cost effectiveness. Because billboard and point of sale
advertising is nore permanent than mnagazine ads, outdoor
advertising has an extrenely |low cost per exposure. Thei r

permanence allows nultiple exposures for all age groups who are

1077 Centers for Disease Control, "Cigarette Advertising --
United States, 1988," 39 Morbidity and Mortality Wekly Report
261 (1990).
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going to school, to work, to stores or anywhere el se.® Qutdoor
advertising is also inportant because it allows the industry to
target its advertising at the neighborhood |evel, as well as by
et hni c segnentation.¥ Because outdoor advertising is a "low
i nvol venent"”  medi um I mge canpaigns |ike Joe Canel are
particularly useful in communicating subjective values to attract
and mai ntain custoners.

Al billboards, regardless of placenent, are seen by
significant nunbers of children. ¥ It has been repeatedly
denonstrated that billboard advertising is inportant in creating
cigarette brand awar eness anong children. 1Indeed, in an "Executive
Summary" entitled "Operating in a Restricted Environnment"
di scussing, anong other things, RIR s strategy for handling the
"antis," RIJR admtted that it was difficult to defend against
charges that outdoor advertising is the nost effective nethod to
target youth. RIR conceded:

Qut door advertising continues to bear the brunt of anti -
snoker criticismas regards [to] unrestricted exposure to

108 Schooler C. and MD. Basil, "Alcohol and Cigarette
Advertising on Billboards: Targeting the Social Cues," Paper
presented at the International Communi cation Association
Conference, Dublin, Ireland, June 1990.

19 Schooler C. and MD. Basil, "Alcohol and Cigarette
Advertising on Bill boards: Targeting the Social Cues," Paper
presented at the International Communi cation Association
Conference, Dublin, Ireland, June 1990.

100 61 Fed. Reg. at 44505.
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youth, and in fact, it is the nediumthat we are | east
able to defend in these terns.

Exhi bit 61 at RIM072025, executive sunmary regarding "Operating in
a Restricted Environnent"” (early 90s). (Enphasis added.)

The 1992 California Study found "that through the creative use
of billboard advertising and other devices, the tobacco industry
has succeeded in achieving high |levels of penetration even in the

very young. " For exanple, the results of one survey conducted

for Advertising Age showed that 46 percent of children 8 to 13
years old said they nost often saw cigarette advertising on
bi |l boards. 2 |t stated that 34 percent of children 14 to 18 years
old cited billboards as the predom nant advertising nmedium for
t obacco products. ¥ Even the Roper Study that was comni ssi oned by
RIRin testing children's recognition of advertising characters and
sl ogans determned that 51% of children 10 to 17 years of age
responded that they had seen Joe Canel on billboards. ¥  That
anmount of recall shows that billboards represent a very effective

advertising nedium and belies the industry's assertion that

1Y 1992 California Study at 63.

12/ Jevin G, "Poll Shows Canel Ads are Effective Wth
Ki ds: Preteens Best Recognize Brand," Advertising Age, April 27,
1992, at p. 12.

13 Levin G, "Poll Shows Canel Ads are Effective Wth
Ki ds: Preteens Best Recognize Brand," Advertising Age, April 27,
1992, at p. 12.

114 See infra, Exhibit 79, "Advertising Character and
Sl ogan Survey" ("Roper Study") at 10, 22.

- 97 -



bil |l boards are not an effective source of advertising information
for children.
In the words of billboard nmarketers, "( Qutdoor: |It's not a
medium it's a large'). “You can't zap it. You can't ignore it
It asks little tinme, but leaves a long inpression.' "% This
sane publication notes, " Qutdoor is right up there. Day and
night. Lurking. Witing for another anbush.'"1¥

E. RIR Used Point O Sale Marketing To Target Teens

Anot her method RIR enployed in targeting children was to
identify convenience stores near high schools and double its
efforts to ensure that these stores prom nently displayed Canel
si gnage, pronotions and product.

1. RIR I dentified Conveni ence Stores And O her
Locati ons Wiere Teens "Hang Qut" And Made

Sure That The Joe Canmel |nmage WAs Prom nently
Di spl ayed

An inportant aspect of the Joe Canel canpaign was RIR s
"Permanent Younger Adult OCH [out of hone] Plan." Exhibit 62,
docunent regardi ng "Permanent Younger Adult OOH Pl an" (undated).

The "Overall Objectives"” of this plan were to "[a] ssure conti nuous

OOH [ out of hone] presence for highest potential brands, utilizing
| ocations, units and creative executions that are uniquely and

single m ndedly rel evant to younger adult snokers." Exhibit 62 at

15 61 Fed. Reg. at 44505.

116/ Comment to 21 C.F.R Part 801 et al. See 61 Fed. Reg.
at 44505.
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RIJW 022177. (Partial enphasis added.) Locati ons frequented by
teens were called a "Younger Adult Show ng," which RIR described
as:

1 Wher ever younger-adult snokers "hang out" or, for
ot her reasons, gather on a regular basis, e.g.,

- Near venues where rock concerts are regularly
hel d.

- Along cruising strips/streets wth heavy
concentrations of fast food restaurants and
conveni ence stores.

- Near technical colleges, mlitary bases, video
gane arcades, basketball <courts, npotocross
tracks, major record stores, etc.

Exhibit 62 at RIW022179. (Enphasis added.)

RIR recogni zed that with respect to "younger adults" -- 14-17
year-olds -- "[t]raditional OOH selection paraneters do not
necessarily apply!"™ Exhibit 62 at RIW022179. Unlike with ol der
consuners, "[h]igh "daily effective circulation' not critical --

maybe YAS only in area on weekends -- that's OKI" Exhibit 62 at

RIW 022179. (Enmphasi s added.) Clearly, assuring "continuous"

presence in | ocations such as "rock concerts,"™ "cruising strips,"
"vi deo arcades," "basketball courts" and "record stores" where the
target audience is only present on the "weekends" -- because this
target audience is in school during the week -- has but one

purpose. The purpose is to ensure that Joe Canel advertisenents

reach RIR s target audi ence -- Kkids.



Several internal RIR nenoranda describe how RIR | ocated YAS

venues. One nenorandum headed "VERY | NMPORTANT, PLEASE READ

CAREFULLY!'!'! '™ Division Manager J.P. McMahon asked his "Sal es Reps”
to identify stores, frequented by "young adult shoppers"” that are
| ocated near high schools, colleges or other areas frequented by
such i ndi vi dual s. X Exhibit 63 at RIW000024, nenorandumr egar di ng
"Young Adult Market" (January 10, 1990). Specifically, D vision
Manager McMahon wr ot e:

| need all of you to study the attached scroll |ist of

mont hl y accounts in your assignnent that are presently

doing nore than 100 CPW|[cartons per week] for purposes

of denoting stores that are heavily frequented by young

adult shoppers. These stores can be in close proximty

to colleges, high schools or areas where there are a
| arge nunber of young adults frequent the store.

Exhi bit 63. (Enphasis added.)

Wiile RIRtried to distance itself fromMMhon with a fornal
reprimand, MMhon's letter is fully consistent with RIR s
"Per manent Younger Adult OOH [out of hone] Plan," to create

"Tclontinuous, high inpact visibility in the npbst YAS-oriented

nedia avail able.™ Exhibit 62 at RIW 022176. Mor eover, NMcMahon

explained his actions by stating that this nmenorandum sinply

17 Over the follow ng pages we identify and extensively
gquote several ex-RIR enpl oyees by nane and confirmthe
information provided to the public at large. In this paper it
has not been, for privacy reasons, our practice to identify those
we have spoken with on an informal basis. W have done so here
because these people were extensively interviewed on 60 M nutes
and/or by the author of Snokescreen: The Truth Behind the Tobacco
| ndustry Cover-up (Philip J. Hlts, 1996).
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refl ected t he ent husi asmgenerated during a Sal es Managers' neeting
held in Atlanta. Exhibit 64 at RJW 000015, nenorandum regardi ng
"Corrective Action Dated April 11, 1990" (May 1, 1990). Contrary
to RIR s attenpt to portray this menorandumas an i sol ated i nci dent
by a renegade enployee, MMhon's conduct was directed by RIR
executive managenent. |Indeed, several Florida sales representa-
tives objected to these very tactics being enployed by RIR to no
avail. Terrance Sullivan, a sales representative under MMahon,
stated in an interview "W were targeting kids, and | said at the
time it was unethical and may be illegal, but I was told that it
was just conpany policy."” Sullivan was subsequently fired by the
Conpany and has instituted a wongful dismssal suit.

M ke Shaw, anot her Florida sal esman at RJIR, confirned that the
Conmpany's YAS program was intended to target kids. In an
interview, this 20-year RIR veteran stated: "At just about every
nmeeting | ever attended, the question cane up, how can we get our
share of the convenience store business where Philip Mrris was
doing so well. The convenience stores are where kids buy their
cigarettes, one pack or two at a tine." Shaw went on to state that
"we wanted to get into that market, and used the pronotional itens,
tee shirts, baseball caps, and one hot itemwere |ighters, know ng
full well the people we were giving these away to was kids half the

tinme."
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Moreover, identical conduct was undertaken in Cklahona by
D vision Manager R G \Warli ck. See Exhibit 65 at RIM 059431,

menor andum r egar di ng "Young Adult Market Account G ouping” (Apri

5, 1990). D vision Manager Warlick wote to all "Area Sales
Representatives," "Sales Representatives" and "Chain Service
Representatives" asking them to resubmt their "list of Y.A S

accounts” and identify "[a]ll package action calls [locations which
sell cigarettes by the pack rather than the carton, 1i.e.,
conveni ence stores] |located across from adjacent to are [sic] in

the general vicinity of the H gh Schools or Coll ege Canpus. (under

30 years of age)" Exhibit 65 at RIM 059431. (Enphasis added.)

I n di scussing the McMahon and Warlick letters, Shaw stated:
"We actually would do exactly what those letters said. . . . Kids
is what we're tal king about; nost are not adults. These are kids."
I n descri bing how RIR targeted conveni ence stores with high teenage
traffic, Shaw stated "if you got a high school on a bl ock, and at
the end of the block you got a Seven-11l, that's one YAS outlet.
The criteria you would use was sinple. The stores were the ones
where the kids hang out."” In discussing the policy of flooding
conveni ent stores having high teenage traffic with pronotional
itenms, Shaw explained that this policy was intended to be verbal,
and not witten down. Specifically, Shaw stated: "The nmanagers
weren't supposed to wite it down. These two guys who wote it in

their menoranda were just a little nore stupid than the others.
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They were told to do sonething and they did it." Finally, Shaw
stated that after the MMahon nenorandum appeared in the press,
each division office was issued a shredder and many of the
docunent s about the program were destroyed.

Simlarly, in discussing RIRs assertion that MMahon and
War | ick m sunderstood the Conpany's policy, Gary Belcher (a Chain

Store Account Manager in South Florida) responded that he was at

the sane sales neetings and has read the nenoranda. Bel cher
stated: "I find nothing inconsistent in the nmenoranda wth what
went on in that neeting." The Young Adult Snokers "canpai gn took
a nore aggressive posture than any | had ever seen. It was nore
overt. The purpose and intent was clearer than ever." Bel cher

described the plan as identifying stores that were "young people's
hangouts” in order to heavily concentrate pronotions there. In his
words, he was told to "nmake sure you never run out there, nmake sure
there's always a chance buy a “deal pack' of sonme kind there."
Significantly, Belcher confirmed that once the McMahon nenorandum
| eaked to the press, docunents were recalled and shredded. Wen
asked whet her the YAS program was ever term nated, he stated that
whil e the program had been renaned, it went on as before.

One final piece of evidence denonstrating that McMahon's and
Warlick's nmenorandum were not aberrations, but instead cane from
the executive level of the Conpany, cones from RJR sales

representative Terrance Sullivan. Sullivan recalled attending a
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regi onal sal es neeting where soneone from the audi ence asked who
the young people were who were being targeted, were they junior
hi gh school kids, or even younger? The RIR headquarters executive
who answered this question stated: "They got |ips? W want 'em"”
2. Once Conveni ence Stores And O her Locations
Where Teens "Hang Qut" Were ldentified, RIR

Enpl oyed Techni ques To Ensure That The Joe
Canel | nage WAs Seen By Teenagers

A 1983 report nenorializes an i dea generati on sessi on between
RJR and the aptly named 13-30 Corporation. Exhi bit 66, report
regarding "13-30 Corporation R J. Reynolds Session" (June 29,
1983) . The purpose of the neeting was to devel op concepts for
medi a vehicles for use in or around conveni ence stores to satisfy
t he needs of RJR, conveni ence store custoners and conveni ence store

owners. Exhibit 66 at RIR 468292. The docunent first identifies

sever al i mages associated wth convenience stores ("Youth
Oiented,” "Hang-Qut" and "Video Ganes"), with convenience store
custonmers ("Younger," "Children Wth Them" "Late at Night -

Younger" and "Kids on Friday N ght Buying Evening 6-Packs"), and
W t h conveni ence store purchasers ("Young, Single" and "People with
Less Spendi ng Money"), Exhibit 66 at RIR 468293-468296. It then
identifies various "Beginning | deas” for generating cigarette sal es
at conveni ence stores. Exhibit 66 at RIR 468298-468302. | deas
ainmed specifically at children are included such as having an
"[a]ctivity booklet appealing to young people -- things to do,"
"[ n] ei ghbor hood gane -- ongoing," "[d] evel op a " Free-phone Center'
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wthatinmer," "[d]evel op an outside, curb service capability. All
in one vendi ng machine -- don't have to go in." Exhibit 66 at RIR
468298, RIJR 468300. This way kids could buy cigarettes w thout
having to get past the store clerk.

Even nore outrageous ideas were generated fromthis session,

including to "[d]evelop a bike rack for kids with bikes - create ad

space.” Exhibit 66 at RIR 468302. (Enphasi s added.) The very
next idea discusses "[h]ow to deal wth concept of 1illegal
advertising to mnors." Exhibit 66 at RIJR 468302. O her
outrageous ideas generated at this neeting specifically aim at
chi | dren. It was suggested that RIJIR "Hook up cigarettes with

ot her youth purchases,"” and "[h]ow to have a vi deo gane t oken gi ven

away wWith purchase [of cigarettes]." Exhibit 66 at RIJR 468310.
(Enphasi s added.) Ained at the young MIV generati on, an additi onal
idea was to "[c]reate a nusic channel that is closed circuited into
[ conveni ence store] that is on target to youth market." Exhibit 66
at RJR 468315. Finally, under the heading "Additional ldeas to
Personal Youth Analogy," the first idea is one which clearly
contradicts RIR s position that it does not attenpt to market its
products to high school students: "Sone kind of gane or contest,
untried via proof of purchase - with a weekly winner. Could be

video ganme - high school sports quiz." Exhibit 66 at RIJIR 468318.

(Enphasi s added.) The intent of the narketers at this neeting is

all too clear.
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An COctober 1989 internal nmenorandum succinctly explains why
poi nt of sal e advertising at conveni ence stores frequented by teens
is so effective

Not everyone over the age 16 snokes cigarettes.
Not everyone who snokes, snokes Reynol ds brands.

However, al nbst everyone over the age of 16 owns or
operates sone type of notor vehicle. (Mtorcycle, car,
truck, etc.)

This nmeans gas, tires, oil, lube jobs etc.

| f Reynol ds coul d make sone ki nd of deal with one of the
maj or oil conpanies, | feel it could change our sales
per cent ages.

By putting sone sort of coupon or token in each package
or carton of cigarettes. Exanple (X nunber of coupons =
Y gal l ons of gas).

This savings would benefit young people with part tinme
jobs .

Exhi bit 67, interoffice menorandumregardi ng "Suggestion” (Cctober
9, 1989). (Enphasis added.)

F. The Role O Pronpbtions In Marketing G garettes

A second broad conponent of an overall marketing canpaign is
pronotional efforts. Wile advertising is used to create a desire
or interest in snoking, pronotional efforts are then used to get
t he consuner to act on those desires. ¥ |t serves to convey inages

that are recalled | ater when an event pronpts the consuner to think

118/ Kotler P., Marketing Managenent: Analysis, Planning,
| npl enentation, and Control, 7th ed. Englewood diffs, NJ:
Prentice Hall (1991).
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about a purchase. ¥ Use of pronmotions is the fastest-grow ng
category in the product marketing area. O the $4-6 billion
spent annually on cigarette advertising and pronotion, nore than
75% of these funds are currently spent on pronotions.
Pronotional spending is at this high level because pronotion
activities build on the consuner's attitudinal predisposition and
| eads himto act.2 |ndeed, the actual purchase of a product is
often achi eved by the use of a specific pronotion. 2

Agai n, the concepts di scussed above were and are well known to
RIR In the words of RIR pronotions marketer, the "objective" of

RJR s pronotional efforts is to:

19 61 Fed. Reg. at 44467.

120/ Kotler P., Marketing Managenent: Analysis, Planning,
| npl enentation, and Control, 7th ed. Englewood diffs, NJ:
Prentice Hall (1991).

121/ Federal Trade Comm ssion, Report to Congress for 1990:
Pursuant to the Federal Cigarette Labeling and Adverti sing Act,
Washi ngton, DC. Federal Trade Comm ssion (1992).

122/ Popper E.T., Sanpling and Couponi ng Pronoti onal
Activity in the Donestic Cgarette Market: A Report to the Ofice
on Snoking and Health, US Departnent of Health and Human
Services, Ofice on Snoking and Heal th, Interagency Task Force on
Snoki ng and Heal th, Washi ngton, DC (June 4, 1986); Davis R M and
L. A Jason, "The Distribution of Free Cigarette Sanples to
M nors," 4 Anerican Journal of Preventive Medicine 21 (1988).

123/ Popper E.T., Sanpling and Couponi ng Pronoti onal
Activity in the Donestic Cgarette Market: A Report to the Ofice
on Snoking and Health, US Departnent of Health and Human
Services, Ofice on Snoking and Heal th, Interagency Task Force on
Snoki ng and Heal th, Washi ngton, DC (June 4, 1986); Davis R M and
L. A Jason, "The Distribution of Free Cigarette Sanples to
M nors," 4 Anerican Journal of Preventive Medicine 21 (1988).
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Devel op a targeted pronotion concept that:

- Increases trial/retrial/conversion rates anong
conpetitive snokers.

- Bui | ds pronotion equity.
- Provi des a nechani sm for neasurenent of results.

- Supports the brand's personality and reinforces
brand positioning.

- Provi des snokers with a conpelling reason to buy
CAMEL ci garettes.

Exhibit 68 at RIR 129784, proposal regarding "CAMEL BRAND a
Target ed Marketing Qpportunity” (Novenber 28, 1990).
Simlarly, the "Are Younger Adult Snokers |nportant?" report

recogni zed the inportance of pronotional itenms used by other

canpaigns to reposition a product: "Pronotional nerchandise,
especially clothing, is a maor elenent in [Jack Daniels']
mar keting program” Exhibit 55 at RIR 478691. The report

di scussed how itens can be marketed through a "general store"
concept which RIR ultimately utilized by offering Canel Cash that
coul d be redeened for nmerchandise. Cearly, RIRwas cogni zant that
such nmerchandi se coul d be used to entice children by turning them
and their peers, into wal king bill boards:
[Jack Daniels] is an exanple of a viable positioning,
executed in a "non-standard" but authentic and
unpretentious way, which reaches [young adult] consuners

not only through their books, but by converting [young
adults] into wal ki ng bill boards.

Exhi bit 55 at RIR 478692. (Enphasis added.)
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Recent data has confirmed that children and teens are nore
price sensitive than adults.¥ This recent data goes on to explain
that pricing has an i medi ate and direct inpact on cigarette sales
to mnors.1Y Reducing the cost of cigarettes nakes it affordable
for mnors totry snoking. Pronotions, |ike cigarette lighters, T-
shirts or hats, reduce cost sensitivity by increasing, or giving
the appearance of increasing, the value of the purchase. 2
Accordingly, <cigarette marketers, including RIR use several
different types of pronotions to attract new snokers and devel op
brand |oyalty. O course, successful canpaigns |ike Joe Canel
require effective advertising and pronotion working in concert.
Simlarly, coupons actual ly reduce cost-sensitivity by | owering the

price of the product.

124/ Kessler D.A., J.P. Wlerfeld, L.J. Thonpson, "The Food
and Drug Adm nistration's Rule on Tobacco: Bl ending Science and
Law," 99 Pediatrics 884 (June 1997).

128 Kessler D.A., J.P. Wlerfeld, L.J. Thonpson, "The Food
and Drug Adm nistration's Rule on Tobacco: Bl ending Sci ence and
Law," 99 Pediatrics 884 (June 1997).

126/ Popper E.T., Sanpling and Couponi ng Pronoti onal
Activity in the Donestic G garette Market: A Report to the Ofice
on Snoking and Health, US Departnent of Health and Human
Services, Ofice on Snoking and Heal th, Interagency Task Force on
Snoki ng and Heal th, Washington, DC (June 4, 1986); Davis R M,
L. A Jason, "The Distribution of Free Cigarette Sanples to
M nors," 4 Anerican Journal of Preventive Medicine 21 (1988).

127/ Popper E.T., Sanpling and Couponi ng Pronoti onal
Activity in the Donestic G garette Market: A Report to the Ofice
on Snoking and Health, US Departnent of Health and Human
Services, Ofice on Snoking and Health, Interagency Task Force on
Snoki ng and Heal th, Washington, DC (June 4, 1986); Davis R M,

- 109 -



| ndeed, RIJR and its pronotion supplier, Total Marketing,
expressly recogni ze the i nportance of pronotional itens that appeal
to teenagers. Exhibit 69, proposal regarding "CAMEL BRAND
Pronotion Qpportunities” (May 4, 1990). Under the heading
"Attitudinal and Lifestyle Considerations,” this report explains

that "[t]arget snokers are approaching adulthood, hence they are

sensitive to peer group perceptions regarding their maturity and
mascul inity."” Exhibit 69 at RIR 129789. (Enphasis added.) It
states that the "key interests" of Canel's target "include girls,
cars, nusic, sports and dancing -- all of which . . . can be
acconplished on alimted budget.” Exhibit 69 at RIR 129789. Wth
respect to price sensitivity, this docunent explains that:

G ven their age and environnental /econom c conditions,

target young adult snokers have |limted disposable

i ncones. Therefore, they try to get as nmuch as they can

for their dollar spent.

Exhibit 69 at RIR 129789.

In addition, the "Key |ssues Positions Papers" denonstrates
RIR s know edge of this inportant concept. Exhibit 42 at RIR
469238. In identifying "price elasticity" as a "key issue,"” this
docunent explains that increasing the cost of cigarettes wll
negatively i npact RIR because, "[c]urrent snokers/ new snokers w |l |

be forced/kept out of the mnmarket on pure economc reasons.”

Exhibit 42 at RIR 469238. It explains that if new snokers are kept

L. A Jason, "The Distribution of Free Cigarette Sanples to
M nors," 4 Anerican Journal of Preventive Medicine 21 (1988).

- 110 -



out of the market, "[c]orporate profit margins will be jeopardized
toremainwthininelastic range" and that "[a] bsol ute sales/profit
will fall below long-termgoals.” Exhibit 42 at RIR 469238.
Finally, Burrows wote two nenoranda anal yzing 1981 studies
researching teenagers' price sensitivity as it affects cigarette
purchase patterns published by the National Bureau of Econom c
Research ("NBER').12 Burrows prefaced her report by explaining
t hat : "Teenagers and younger adult males are highly price
sensitive." Exhibit 70 at RIM 061035, nenorandum regardi ng "NBER
Model s of Price Sensitivity by Age/ Sex" (Septenber 20, 1982). The
NBER studies revealed to RIRthat if the $. 08 cent federal excise
tax on tobacco were doubled and passed on to consuners, total
cigarette consunption would fall. Exhibit 31 at RIM 047531,
"Estimated Change in Industry Trend Fol |l owi ng Federal Excise Tax
I ncrease.” One author of the NBER study stated:
"There is hardly any sensitivity at all of adult
snokers to price," commented Douglas Coate, one of the
aut hors. But he and his colleague, Eugene Lewit, did
find a significant price sensitivity "as we got down to

t eenagers and vyounqg adults," M. Coate said. For them
the elasticity approached one, neaning that a 10 percent

price rise would cut demand by the sanme anpunt. In the
long run, 15 percent fewer voung nales would start
snoki ng, the econom sts estimated . . . .2

128/ |ewit EM, D. Coate and M G ossnman, "The Effects of
Gover nment Regul ati on on Teenage Snoking," Journal of Law and
Econom cs (Decenber 1981); Lewit EM and D. Coate, "The
Potential for Using Excise Taxes to Reduce Snoking," 1 Journal of
Heal th Econom cs 121 (1982).

129 Robert D. Hershey, Jr., "A Taxing Cigarette Problenf
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It was the potential reduction of the nunber of teen snokers
and the inevitable i npact on RIR s profits which concerned Burrows,

who focused on the price sensitivity of snokers aged 12-17 in her

series of nenoranda. |In her Septenber 20, 1982 nenorandum Burrows
wote to Philip E. Galyan of RIR s Forecasting G oup regarding the
"Estimated Change in Industry Trend Follow ng Federal Excise Tax
Increase.” Exhibit 31 at RIM047531. Burrows noted that a "ngjor
i nplication" of the NBER nodels was that "[i]ncidence anong 12-17
year-olds (male and female) has a price elasticity of -1.19. |If

prices were 10% higher, 12-17 incidence wuld be 11.9% |ower."

Exhibit 31 at RIM047531. (Enphasis added.) Know ng that the only
source of replacenment snmokers are children selecting their first
brand because "[i]f a man has never snoked by age 18, the odds are
three-to-one he never will, and that by age 24, the odds are
twenty-to-one" (Exhibit 31 at RIM 047532), Burrows concl uded:

In terms of immediate inpact, the effect of price on
mal es 35+ is nost inportant. Half (50% of the tota

drop in industry volune is attributable to males 35+,

conpared to 24% from younger adult males, and 7% from
teenagers. (Calculated in Attachment A)

But, the loss of younger adult nales and teenagers is
nore inportant to the long term drying up the supply of
new snmokers to replace the old. This is not a fixed | oss
to the industry: its inportance increases withtine. 1In
ten vyears, increased rate per day would have been
expected to raise this group's consunption by nore than
50%

Exhibit 70 at RIM 061036. (Enphasis added; footnote omtted.)

New York Tines, January 18, 1982, at D2. (Enphasis added.)
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Quite sinply, an increase in price wuld reduce RIR s
prospects in attracting the necessary teenage snokers.
Accordingly, RIRis in arace against tinme to attract the necessary
teen snokers in the 12-17 year-old age wi ndow. A price increase of
10% percent woul d shut the door by effectively pricing out at | east
ten percent of the new teen snokers of the market. To place these
statistics in perspective, Burrows expl ai ned:

I f these new snokers had averaged only ten cigarettes a

day, they woul d have accounted for 605 mllion cigarettes

in 1983 or about .1% of I|ndustry.

Sone of these people may | ater choose to start snoking.

However, for those 17-25, the odds are against it. If we

estimate that only half of the new snokers 17-25 are

permanently lost, the loss to Industry by 1987 would

still amount to .1%

Exhibit 31 at RIM 047533, "Estimated Change in Industry Trend
Fol | ow ng Federal Excise Tax Increase."

Burrows' conclusions about the inportance of the possible
i npact of increased cost of cigarettes on attracting new young
snokers was conveyed to the highest |evels of RIR A Septenber 20,
1982 nmenorandum fromthe RIR group director of marketing services
to, anong others Janes W Johnston (board nenber and Executive
Vice-President of Sales and Marketing), summarized Burrows'
concl usi ons about the NBER data. This nmenorandum st at es:

Qur Forecasting Goup has determ ned that younger adult

snokers, particul arly younger adult mal e snokers, tend to

be very price sensitive. The effect of a price increase

on _younger adult male snokers could be three to four

times qgreater than on snokers in general, in terns of
negati ve inmpact on vol une.
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Thi s has obvious inplications to the growm h of Marl boro,
as well as inplications to our own Project VB.

Exhibit 71 at RIM 051656. (Enphasi s added.)

Finally, even a quick perusal of the types of pronotiona
itens given away denonstrates their attractiveness to teens: Bl ank
"Canel Cassette Tape[s]" that can be used to "record a friend's
al bumor CD' or to "record nmusic off the radio" (Exhibit 69 at RIR
129791); Canel "custom zed cassette tape or CD' including songs
whi ch "maxi m ze[] Canel target consuner appeal (Exhibit 69 at RIR
129794); a "Canmel Wl kman Case" (Exhibit 69 at RIR 129796); "Canel
Cassette Carrier" (Exhibit 69 at RIR 129797); "Canel "~ Cassette
M ni Headphones"” (Exhibit 69 at RIR 129797). In addition to nusic

oriented pronotions, RIR offered ganes enjoyed by youngsters such

as: "The Canel Pocket Gane" including mniature, nagnetized
versions of "Chess/Checkers, Dom noes, Parchisi, Backgammon,
Scrabble, etc. The choices are unlimted.” (Exhibit 69 at RIR

129799); and "Canel Sliders" a "table-top gane" where the "object
is to get closest to the target"” simlar to other children's
"slider" tabletop ganmes |ike paper triangle footballs and three-
penny hockey (Exhibit 69 at RJR 129800).

Who spends their time taping nusic, listening to wal kmans and

pl ayi ng ganes? The answer is clearly children.
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G The Use O Event Sponsorship To Reach The Youth
Mar ket

1. Sponsorship O Sporting Events |Is An
Effective Method Of Advertising To Teenagers

Sports sponsorship is another way that RIJR used t he Joe Canel
canpai gn to successfully nmarket its cigarettes to mnors. Inlight
of the restricted nunber of venues where cigarette advertising may
be posted, sponsorship events are a very cost effective nmechani sm
for reaching youth.¥ Sports sponsorship provides RIRw th access
for its advertising to reach a youth market, given the heavy
concentrations of young peopl e in the audi ence. ¥ Sponsored events
that typically last for 2 to 3 hours ensure that those attending
the event or viewing it at hone on television are exposed for a
sustai ned period of tine. 1 Mor eover, sponsorship of public
events, such as nonster truck racing, noto-cross and NASCAR raci ng
allowed RIR to circunvent the bans agai nst broadcast adverti sing.

The presence of tobacco advertisenents at sporting events not
only reaches teens, it also boosts credibility and famliarity of

t he product, particularly in youngsters. Sponsorship events create

130/ Buchanan D.R. and J. Lev, Beer and Fast Cars: How
Brewers Target Blue-Collar Youth Through NMotor Sport
Sponsor shi ps, Washi ngton, DC. AAA Foundation for Traffic Safety
(1990).

131/ Buchanan D.R. and J. Lev, Beer and Fast Cars: How
Brewers Target Blue-Collar Youth Through NMdtor Sport
Sponsor shi ps, Washi ngton, DC. AAA Foundation for Traffic Safety
(1990).

32 61 Fed. Reg. at 44467.
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an associ ati on between tobacco and event enthusiasts. ¥ For
young people, brand nane sports sponsorship produces nenorable
associ ati ons between the sport and the tobacco product and brand
name. As expl ai ned above, young people pay attention to and rely
on peri pheral cues such as the col or and the i nagery of adverti sing
for some of their information about products. Tobacco sponsorship
creates powerful i1mages of fun and excitenent to add to the
"information" mx.2¥ Finpally, as a result of brand sponsorship,
cigarette snoking inpliedly receives an endorsenent fromthe race
car drivers.X These conclusions are supported by an i ndependent
study investigating mnors aged 10 through 17, and their awareness
of cigarette advertising at sponsored events.Z2¥ The study
determ ned that nore than 50% of youths aged 12 and ol der correctly
associated at |east one sponsored sport wth the sponsoring

cigarette conpany and brand.

183 61 Fed. Reg. at 44530.

134 Connecting the Canel brand name and the Joe Canel inmage
with such events is an advertising association that can al so act
tolimt opposition to cigarettes anong fans. BlumA., "The
Mar| boro Grand Prix, Circunvention of the Tel evision Ban on
Tobacco Advertising," 324 New Engl and Journal of Medicine 913
(1991).

1% Ledwith F., "Does Tobacco Sports Sponsorship on
Tel evision Act as Advertising to Children?" 43 Health Education
Journal 85 (1984).

3¢/ Aitken P.P., D.S. Leathar and S.|I. Squair, "Children's
Awar eness of Cigarette Brand Sponsorship of Sports and Ganes in
the UK' 1 Health Education Research 203 (1986).
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RIJR | eads the industry in sports marketing. Joe Canel was
featured at sporting events, including nonster truck races, noto-
cross events and auto races -- places where parents bring their
children to spend enjoyabl e recreational tinme together.

2. In Addition To Sporting Events, RIR Al so

Sponsored Local Cultural Events In Order To
Market Its Cigarettes To Teens

RIR did not limt its event sponsorship to sporting events.
A 1989 docunent entitled "Diez Y Seis Fiesta Event Summary"
describes the Diez Y Seis Fiesta held in Denver. Exhibit 72 at RIR
062083, event summary regarding "Diez Y Seis Fiesta" (1989). This
famly festival provided an excellent venue for RIR to advertise
its Canel cigarettes at an event certain to be attended by H spanic
children. Indeed, this docunent reports that, "[t] he day began at
11: 00 with a Catholic mass held on one of the stages. The other

festivities began after the mass and i ncluded kiddie rides, vendor

booths and live entertainnent on both stages.” Exhibit 72 at RIR
062083. (Enphasis added.) The event sunmary descri bes the success
of the Canel booth and the visibility of the Canmel col ors and | ogo:

The Canel booth was the nost popul ar and a constant |ine
existed all day as people waited to play the basketbal
gane. Sanplers distributed 275 caps, 480 pl ayi ng cards,
and 596 nugs as prizes. . . . The Canel booth was al so
the nost visible wth its banners and yellow flags
clearly standing out in the crowd.

* * *

137 |'n 1990, the tobacco industry spent over $125 nmillion
on sports marketing.
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People of all ages came to the festival and many
were in famly groups.

Canel was definitely the strongest presence at the
event. Canel hats could spotted everywhere throughout
t he crowd.

Exhibit 72 at RIJIR 062083. (Enphasi s added.)

The Hi spanic market was not the only ethnic market which RIR
targeted. RIR also targeted the Black and Jewi sh narkets: "Since
1965 R J. Reynol ds has spent $5, 260,000 tailoring advertising to
t he Negro, Spanish-Language, and Jew sh special markets." Exhibit
73 at RIM 060587, "A Study of Ethnic Mrkets" (Septenber 1969).
Per haps the nost troubling statement nmade in this ethnic study is
stated in the discussion about the "Negro market":

New y-acqui red pride and sel f-confi dence are changi ng his
buyi ng habits. Advertising nust be structured to appeal
to this pride, keeping in mnd that this is a segnment of
t he popul ation which is only beginning to energe out of
econom ¢ dol drunms. General nedia nessages are ained at
the white nasses who have "arrived" at a confortable
econom c level. Negro nmasses are only at a point intine
when econom c security is a possibility. They have only
begun to feel the freedomof economc security. Quality
rates as a cherished attribute. Negroes buy the best
Scotch as long as the noney |l asts, nost nmarketers agree.

Exhibit 73 at RIM 060646. (Partial enphasis added.)

H. RIJR s Advertising And Marketing People Know Joe
Canel 's Real Target

That RJR s advertisers understood that Joe Canel's target was
kids is evident fromthe types of proposals submtted in connection

wi th the Joe Canel canpai gn, sone of which were i npl enented by RIR
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A "Snooth Moves Tip" -- titled "Dreant -- clearly indicates who its
target audience is:
It's hunting season
You've cone to a clearing in the woods.
I nstead of spotting Wiite Tail deer, you see dozens
of nude young nynphs basking in the sun. Bras & panties
hang i n the bushes around you. That's right! I1t's "Canp

Wannaneck for Grls!" Just as you start to party, "your
Momyells "WAKE UP! YOU RE LATE AGAI N'"

WHAT DO YOU DO?
Pl ay dead.
Hug your rifle and go back to sl eep.
Spin your head, and throw up pea soup.

Light up a Canel, quit your job & beconme a Forest
Ranger.

Exhibit 74 at RIJW 003867-003869, "Snmooth Moyves Tips" (undated).
(Enphasis added.) O course, this proposed ad clearly targeted
ki ds, because the only peopl e woken up by their nons are t he people
who read "high school history books."

O her Joe Canel marketing ideas simlarly reveal that RIR s
advertisers believed Joe Canel's target audience was children. A
1982 nmenorandum from RIR s Marketing Devel opnent Departnent to the
Canel and Wnston brand groups attenpts to come up with sone
i nnovative ideas for these brands to help in the Marl boro attack.
Exhibit 75 at RIJR 500165-500168, nenorandum regarding "ldea

Ceneration” (July 12, 1982). The docunent depicts the foll ow ng
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line of reasoning which is unm stakably ainmed at pronoting Canel
cigarettes to children
How can CAMEL be a step ahead of Marl boro

- pronotions that quickly react to today's young
adul t mar ket

- CAMEL Hunt on Atari:; or in arcades.

Exhibit 75 at RIJR 500167. (Enphasis added.)

An interesting interoffice nmenorandum dated August 24, 1987
seeks approval to inplement certain progranms in recognition of
Canmel's 75th anniversary. Exhibit 76, nenorandum regarding
"Canel's 75th Anni versary" (August 24, 1987). One programinvol ved
an "art contest” inviting children to draw Joe Canel, with the 12
best draw ngs being featured in RIR s newsl etter/ nagazi ne Caravan:

1. Kid's renderings of Add Joe. I'd like to run an

itemin the Cct. or Nov. Caravan inviting children and

grandchil dren of enpl oyees and retirees to send in their
rendering of what A d Joe |ooks like. W'd pick 12 and

run one each nonth in 1988. Each budding artist would

recei ve a share of stock or, if that's too conplicated a
process, a Savi ngs Bond.

Exhibit 76. (Enphasis added.)
Thi s same nenorandum adds anot her suggestion to put the Canel
| ogo and image in front of children:

Anot her i dea bounced around with sonme of the staff is the
possibility of arranging for one of the nights the Barnum
& Bailey circus is in town being RIR night. The conpany
could buy the tickets and give themaway to enpl oyees (in
a drawing, if necessary). |If the circus would go al ong
with it, one enployee would be picked as the honorary
ringmaster for the night, and the | eading act woul d be,
you guessed it, the canels, all wearing Canel 75
bl anket s.
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Exhi bit 76.

A 1989 brainstormng session generated over one hundred
di fferent suggestions/ideas. Exhibit 77 at RIR 055495-055504,
report regarding "1989 Marketing Plan" (1989). Many of the
recommendati ons were obviously neant to appeal to very young
i ndi vi dual s. Nunmber 33 on the list reads: "How to make Canel
stories (fun, like children's stories) w a noral." Exhibit 77 at
RJR 055497. Nunmber 57 suggests building a thene around Friday
ni ght suggesting a building block for that thene as sonething every
junior high or high school student |oves about Friday night -- "no
homewor k. " Exhibit 77 at RJIR 055499. Finally, nunber 81 suggests
"[s] how what Canel |ooked like in the 20s, etc., WV, WANI,"
of fering the anal ogy: "like Mckey Muse, always adult but changes
“look' over tine." Exhibit 77 at RIR 055501. RIJR s target is thus
soneone who |ikes children's stories and M ckey Muse, and who has
no homework on the weekends. Yet another egregious exanple is
found in a proposal suggesting that RIR give skateboards and Joe
Canel dolls away as premumitens. Exhibit 78 at RIW016276.

While many of these proposals were never used by RIR --
presumabl y because they were sinply too blatant in their targeting
of children -- the nere fact that RIJIR s enpl oyees, professiona
mar keters and advertisi ng conpani es woul d even propose such ideas
speaks vol unmes about the clear understanding conveyed by RIR t hat

Joe Canel's purpose was to get kids to snoke. These and many ot her
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docunents denonstrate that RIR has |ong acted wth the conviction
that Dr. Teague got it right back in 1973 when he observed that the
only way to get kids to take up snoking is to use the "wholly
irrational" appeal of advertising to persuade themto do sonething
they would otherwise be unlikely to do. For, as Dr. Teague
expl ai ned, snoking has no rational attraction to soneone who i s not
yet hooked on nicotine. Today, of course, RJR executives go to
hilarious lengths to distance thenselves fromthe all-too-candid
remarks of Dr. Teague about scouring "high school books" in order
to pitch their cigarettes to the proper audience. But the
advertising specialists who were hired to execute the Joe Canel
canpai gn knew t hat what RIR wanted was the sane thing Dr. Teague
want ed -- kids.

V. THE JOE CAMEL CAMPAI GN WAS TREMENDOUSLY SUCCESSFUL | N
ADDI CTI NG TEENS TO Cl GARETTES

The best way to neasure an advertising canpaign's
effectiveness in reaching its target audience is to determne if
sales increased. Wthin just three years of its launch, the Joe
Canmel cartoon character had an astounding influence on children's
snoki ng behavi or. Because of the Joe Canel canpaign, Canel
cigarettes becane the brand of choice anobng mnors in California.
Anmong those who buy cigarettes, children are twice as |likely as
adults to identify Canel as "their" brand. Upon inplenentation of
the Joe Canel canpaign, the brand's popularity with teenagers
surged 33- to 66-fold as determ ned by various studies. A 1991
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study estimated that RIR s share of the illegal teen nmarket soared
from.05%in 1988 to 33%in 1991, and that teen snokers accounted
for $476 mllion of Canel sales in 1991 conpared with just $6
mllion garnered before the Canel canpaign.:® A 1992 study found
that the illegal teen market-share for Canel cigarettes was 16% - -
and growing.:¥ Wiile RIR disputes the anpunt of increase, it
concedes that underage sales of Canel cigarettes increased to 13
percent as a result of the Joe Canmel canpai gn.

In addition, according to the 1994 California Study,
California's multi-mllion dollar anti-snoking television ad
canpai gn had sharply cut snoking by adults and by teenagers unti
the advent of the Joe Canel canpaign, at which tine the downward
trend for teenagers reversed. |In the wake of Joe Canel, while the
nunber of California adults who snoke continued to steadily decline
to all-tinme |ows, Y snpoking by teenagers remained unchanged at
8- 9% 14 The 1994 California Study explai ned:

Snoki ng preval ence anong 16- to 18-year-olds declined
fairly steadily from 1975 through 1981 and underwent a

138 DiFranza J.R, J.W Richards, P.M Paul man, N. Wl f -
Gllespie, C. Fletcher, RD. Jaffe, et al., "RIR Nabisco's
Cartoon Canel Pronotes Canel Cigarettes to Children," 266 JAVA
3149 (Decenber 11, 1991) ("1991 D Franza Study").

139 The George H. Gllup International Institute, Teen-age
Attitudes and Behavi or Concerni ng Tobacco, p. 18 (Septenber
1992) .

140/ 1994 California Study at 59.
1Y 1994 California Study at 52.
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second period of continuous decline between 1984 and

1988. During the |atter period, preval ence declined at

an average rate of 1 percentage point per year. After

1988, this declining trend was abruptly reversed and

snoki ng preval ence anong Cal i forni a adol escents began to

increase rapidly at an average of 0.7 percentage points

per year. 14

This was the first study to denonstrate that the increase in
teen-age snoking was tied to the Joe Canel advertising canpaign.
The 1994 California Study concl uded: "Snoking preval ence anong 16-
to 18-year-old Californians appeared to be increasing sharply
followi ng the introduction of the "Joe Canel' tobacco adverti sing
canpai gn. "*#¥ |t graphically denonstrates the snoking trends anong
16 to 18 year-old Californians before and after the Joe Canel

canpai gn:

142/ 1994 California Study at 51.
143 1994 California Study at 59.
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1994 California Study at 52.

That the Joe Canel canpaign effectively encouraged teens to
snoke is accepted by all but RIR A 1990-91 study by the
California Departnent of Health Services determ ned that Canel was
recogni zed as the nost advertised brand anong t he youngest group of
adol escents surveyed, 12 to 13 year-olds. ¥ |t reported that the
recognition of Canel was greatest "anong t hose adol escents who were
contenplating snoking but had not yet experinmented wth
cigarettes."1¥ The 1990-91 California Study explai ned:

Tobacco advertising, particularly the Canel cigarette
advertising canpaign wusing cartoon characters, was
differentially recognized by younger adol escents. The
recognition of cigarette brand advertising was closely
related to the brand of <cigarettes purchased by
adol escent snokers, suggesting that tobacco adverti sing
may pronote snoking initiation anong adol escents. 4%

Utimately, the 1990-91 California Study concluded that:

These data indicate that tobacco advertising 1is
preferentially seen by the young, but that all tobacco
advertising canpaigns are not the sane in their appeal to
yout h. The snpoth character cartoon advertising canpai gn
for Canel cigarettes clearly targets the youngest group
of adol escents as well as those who have not yet begun to
snoke. These data, when conbined wth the high

144/ Burns D. and J.P. Pierce, California Departnment of
Heal th Services, Tobacco Use in California, p. 109 (1992) ("1990-
91 California Study").

148 1990-91 California Study at 109.
146/ 1990-91 California Study at 4.
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proportion of young snokers who buy Canel cigarettes,
strongly suggest that tobacco advertising is a nmajor
force in pronoting young people to take up snoking. X7
Simlarly, a national survey by BKG Youth, a research and
mar ket i ng conpany, directed to 8 to 13 year-olds and 14 to 18 year-
ol ds, concluded that the Joe Canel cigarette advertising canpaign

is highly effective in reaching young peopl e, especially kids under

13. 4%  |jkewi se, a 1992 Gl lup Report studying brand recall, found
that Canel is the brand that nost often conmes to mnd first anong
both teen snokers and non-snokers (36% each).¥ |n the words of
one researcher:

Ad Joe Canel cartoon advertisenents are far nore

successful at marketing Canel cigarettes to children than

to adults. This finding is consistent wth tobacco

i ndustry docunents that indicate that a maj or function of

t obacco advertising is to pronote and mai ntain tobacco

addi cti on anong chil dren. &Y

Even Advertising Age, a publication which consistently urges

that "any proposal to ban tobacco advertising be rejected as a
violation of the First Amendnent," has publicly stated:
RJR deni ed the canpai gn encourages kids to snoke.

RIR is wong, and is courting disaster with these
ads. VWile we join RIR s skepticism about the JAMVA

147 1990-91 California Study at 109. (Enphasis added.)

148  Gry Levin, "Poll Shows Canel Ads are Effective with
Ki ds; Preteens Best Recognizing Brand," Advertising Age, April
27, 1992, at p. 12.

149/ 1992 Gal |l up Report at 61.
150/ 1991 Di Franza St udy.
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studi es' statistics, the conpany has crossed the divider
between its legal right to advertise and its unique
social responsibility to the general public.

Many ot her canpai gns for cigarettes try to position
snoki ng as gl anorous, sexy and hip. Mst feature adult
nmodel s in adult settings. But the Ad Joe ads are
decidedly different. Sprightly cartoon ads |i ke the ones
featuring AOd Joe my appeal to young adults but,
unfortunately, they al so attract children's attention; as
a result, dAd Joe subtly encourages youngsters to
snoke. &Y

VI. THE RESULTS OF RIR S OMN ROPER POLL DEMONSTRATE JOE
CAMEL' S EFFECTI VENESS | N REACHI NG CHI LDREN

In the face of the overwhel m ng evi dence di scussed above, in
Novenber 1993 RIR released a study it had conm ssioned entitled
"Advertising Character and Sl ogan Survey, Novenber 1993," conducted
by Roper Starch (the "Roper Study"). Exhibit 79. Even this study
-- which was paid for and revised by RIR -- supports the findings
of the various i ndependent studies described above. Inits final,
wat ered down form the Roper Study states that:

There woul d seemto be no question about the nenorability

of trade characters as an advertising device to reach

young peopl e. O those characters included in this

survey, all but one enjoy very high levels of clained

awareness and of identification wth the product
categories adverti sed.

Joe Canel is no exception -- nor, however, is he
t he best known of the characters studied.

Exhibit 79 at vi. (Enphasis added.)

1Y "Ad Joe Must CGo," Advertising Age, January 13, 1992,
at p. 16. (Enphasis added.)
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Significantly, Roper Starch's original, un-edited concl usion
dramatically differed from the version that was revised and
ultimately released by RIR See Exhibit 80, original unedited
version of "Advertising Character and Sl ogan Survey" (Novenber
1993). The true conclusion of this RIR study is that trade
characters such as Joe Canel are unquestionably effective in
reachi ng children

There would seem to be no question about the

effecti veness of trade characters as an advertising

device to reach young people. O those characters
included in this survey, all but one enjoy very high

| evel s of clainmed awareness and of identification with
t he product categories adverti sed.

Joe Canel is no exception -- nor, however, is he
t he best known of the characters studied.

Exhibit 80 at vi. (Enphasis added.)

I ndeed, in its final form the Roper Study found that 2% of
Anerica's youth answered the open question of how they would
descri be Joe Canel by stating he ""tries to get kids to snmoke.'"
Exhibit 79 at vi. According to 1990-1993 census data, this neans
that as determ ned by the Roper Study, approximately 1.4 mllion of
Arerica's youth think that Joe Canel is trying to get themto
snoke. The Roper Study al so concluded that 35% of the children
i nvol ved accorded Joe Canmel "the youthfully positive attribute of
"coolness.'" Exhibit 79 at 14. That neans that according to RIR s
own study, 23 mllion children in Anerica think that Joe Canel --

and thus snoking Canels -- is "cool." Wth respect to adverti sing
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sl ogans for Canel cigarettes, the Roper Study found that of the 11
nmost typical responses, the vast majority attributed "cool ness" or
"snoot hness" wth the Joe Canel advertising canpaign:

Exanpl es of the incorrect slogan responses for Cane
cigarettes are .

Joe the Canel Be like the Canel
Cool Joe Canel Be cool man
Joe Cool Great tasting, cheaper now

l'd walk a mle for a canel

Partially correct slogan responses for Canmel cigarettes
are .

Snoot h Cool snpoth
The snpboth one Snoot h Cool Joe

Exhibit 79 at 6. (Enphasis added.)

These typical responses indicate that children perceive the
Joe Canel advertising canpaign to be making the statenent: "Be
i ke the canel and snoke Canel cigarettes and you will be cool."
This nmessage echoes Dr. Teague's proposal for a new advertising
canpai gn ai ned at ki ds:

ldeally, the name chosen should have a double
nmeani ng; that is, one desirable connotationin "strai ght"
| anguage and another in the jargon of youth. A current
exanpl e nay be Kool, which reads on "cool" cat in youth
jargon, and alsoliterally connotes a refreshing physical
sensation. Another way of approaching the nanme or inmage
would be to choose one which evokes different but
desirabl e responses fromdifferent age groups. Thus the
Mar | boro western t hene suggests i ndependence, clean air,
open spaces and freedomto the youth group, while at the
sane tinme suggesting the "good old days," hard work
white hats over black hats, and the |like to the ol der
generati on.

A careful study of the current youth jargon,
together with a review of currently used high school
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Aneri can hi story books and |i ke sources for val ued thi ngs

m ght be a good start at finding a good brand nane and

i mge thene.

Exhibit 2 at 10, "Sone Thoughts About New Brands of C garettes For
the Youth Market." (Enphasis added.)

Finally, confirm ng the concl usi ons of the Surgeon CGeneral and
the California Departnent of Health Services, the Roper Study found
that the Joe Canel canpaign resulted in higher than nornal
unassi sted recall of the product that was being advertised in

conparison to products that are extensively advertised on

children's tel evision shows: "Joe Canel is identified correctly as

advertising cigarettes by 95%of those youth who cl ai mawar eness of

the character.” Exhibit 79 at 11, Roper Study. (Enphasis added.)

This percentage was higher than youths who knew that Ronald
McDonal d sol d hanmburgers (93% or that the Jolly Geen G ant sold
vegetables (92% . Exhibit 79 at 12.

VI1. IN ADDI TI ON TO THE GENERAL PUBLI C, RJR DECEIl VED
CONGRESS

Ast oni shingly, RIR denies that the Joe Canel canpaign targets
ki ds while claimng never to have investigated the issue. Despite
overwhel m ng evidence to the contrary, Maura Payne, a spokeswonman
for RIR clainms the Conpany does not have information on sal es of
cigarettes to children: " W purposely exclude it' from market

research, Payne said. "W don't want to know what would notivate
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children to snoke.' "2 Sinmilarly, in April 1994, RIR s president
and CEQ, Janmes W Johnston, swore under oath to Congress that RIR
never surveyed persons younger than 18: "Now, | want to be very
cl ear. We do not survey anyone under the age of 18."15% As
evi denced above, RIR s denials ring holl ow

The position taken by RIJR echoes simlar denials made to
Congress in the late 70s. In response to inquiries by the
Subcomm ttee On Health & The Environnent, a representative of the
Tobacco Institute, "confirnmed" that none of its tobacco conpany
menbers -- which includes RIJR -- had ever |ooked at underage
snoking. Exhibit 81, letter regarding confirmation that no t obacco
conpany conducted research "Directed at Children" (March 6, 1978).
Due to its brevity, the Tobacco Institute's response is quoted in
its entirety:

Dear M. Chairman:

Certain inquiries were made by the Subcomm ttee during ny

testinony on February 15 (see Transcript p. 117, 1. 23,

through p. 119, 1. 9). | amwiting to confirmthat | am

unaware of any consuner study conducted by any of our

menber conpanies with regard to children nor of any

cigarette advertising canpaign directed at children,

whet her mal e or female. | have comuni cated wi th each of
our cigarette manufacturing nenbers and advi sed t hem of

152/ paul Raeburn, "Studies Suggest Advertising Causes
Children to Snpke," San Francisco Exam ner, Decenber 11, 1991, at
A- 3.

15/ Testinmony of James W Johnston before the House of
Representatives, Commttee on Energy and Comrerce, Subcommittee
on Health and the Environnment at p. 732 (April 14, 1994).
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t he Subcomm ttee's request for such material, should any
exi st .

Exhi bit 81.

Qoviously, RIR was |less than forthcomng. As RIJR s internal
docunents show, since at |east the 50s, RIR has studi ed underage
snoking and the evidence is irrefutable that RIJR targeted our
yout h.

VI1l. RECOVMENDATI ONS

Repeat ed st udi es, conducted both within and outside the United
States, have determ ned that adol escents consistently snoke the
nost advertised brands.¥ Al nedia collectively along with the
anount of exposure tine to young people, I ncreases the
ef fecti veness of the advertiser's nessage. ¥ Advertisenents pl aced
i n magazi nes and sporting and ot her events sponsored by the tobacco
industry have a dramatic affect on children. Simlarly,
bill boards, regardless of placenent, are seen by significant
nunbers of children. Mor eover, billboards near schools or

pl aygr ounds expose chil dren to unavoi dabl e adverti si ng nessages for

184 McCarthy WJ. and ER Gitz, "Teenagers, Cigarette
Snoki ng and Reactions to Selected Cigarette Ads," Paper
presented at the Western Psychol ogi cal Association Meeting: Los
Angel es, California, April 6, 1984; Baker W, P. Honel, B.

Fl aherty and P. Trebilco, The 1986 Survey of Drug Use by
Secondary School Students in New South Wal es, Sydney (Australia):
New Sout h Wal es Drug and Al cohol Authority, (1987); D Franza
J.R, J.W R chards, PM Paulman, N WIf-Gllespie, C
Fletcher, R D. Jaffe, et al., "RIJIR Nabisco' s Cartoon Canel
Promotes Canel Cigarettes to Children," 266 JAMA 3149 (1991).

155 61 Fed. Reg. at 44467.
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a nore prolonged period of tine than bill boards they pass on the
hi ghway. %¢ The trend toward t he use of many nedi a as a coordi nat ed
effort to comuni cate an adverti si ng nessage supports the need for
a conprehensive approach to mtigating the effects of tobacco
adverti sing.

One effective way to inhibit new teen snoking is to prohibit
the industry from any advertising that m ght reach our children.
Because exposure to cigarette advertising and pronotions creates
per suasi on, reducing that exposure will inpede that process. |t
clearly makes sense that, as a neans to protect children from
t obacco advertising, tobacco advertisenents should be prohibited
from magazines and billboards, as well as other outdoor
advertisenents such as gas stations and convenience stores,
sporting and cultural events.

In addition, based on established |earning about the price
sensitivity of teenagers we know that teens have a |limted anount
of noney that they can spend on cigarette products. Thus, severe
nmonet ary sanctions should be inposed agai nst tobacco conpanies if
yout h snoking rates do not quickly decline. In order to provide an

econom ¢ disincentive, these penalties should be inposed on a

158 61 Fed. Reg. at 44467.

157 Lavidge R J. and G A Steiner, "A Mdel for Predictive
Measurenments of Advertising Effectiveness,” 25 Journal of
Mar keting 59 (1961); McCGuire WJ., "Persistence of the Resistance
to Persuasion Induced by Various Types of Prior Belief Defenses,"
64 Journal of Abnormal and Social Psychol ogy 241 (1962).
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conpany by conpany basis rather than industry wde, such as
proposed in "NO Tobacco for Kids," HR 1772, 105th Cong. (1997).
In this matter, the econom c dynamcs driving the conpanies to
attract kids to their products will be replaced by a new econom c
incentive not to addict kids. Such nonetary sanctions will have
the affect of driving up the price of cigarettes popular with kids,
whi ch as the industry and the experts agree, is the nost effective
way to discourage potential new young snokers not to take up this
life |l ong addiction.

Finally, a strong anti-youth snoking advertising and nedi a
canpai gn shoul d be inplenmented copying nmany of the attributes so
successfully enployed by RIRin its Joe Canel canpaign. This anti-
snoki ng nessage shoul d be pitched to the "Punkers," the "Rockers,"
the "Non-Conform sts" and the "T.G1l.Fs." Once this critica
mar ket segnent is convinced that snoking is not "cool" peer
pressure will ensure that the children of the future do not becone
addicted to the tobacco industry's deadly products. Anti-snoking
messages ai med at the "Goody Goodi es" and "Tonorrow s Leaders" are
not likely to reduce teen snoking, and may well have the opposite
effect. As RIR s market research reveals, "[s]queaky clean | ooks
good to us, but it is likely to be seen by themas NOT speaking to
t hem [ FUBYAS], NOT understandi ng, NOT relevant to their lifestyle."

Exhibit 32 at 48, "Younger Adult Snokers."
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| X, CONCLUSI ON

RIR s view that advertising does not affect consunption is
contradi cted by i ndustry experience, |logic and evidence. It is not
credible that the tobacco industry spends nore than $6 billion
annually nerely to maintain brand share and to try to swtch
current snokers. As stated by one well-known advertising
executive, this argunent defies commobn sense:

| am al ways anmused by the suggestion that advertising, a

function that has been shown to increase consunption of

virtual ly every ot her product, sonehowm racul ously fails
to work for tobacco products. ¥

158 Foote E., "Advertising and Tobacco," 245 JAVA 1667
(1981).
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