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Plaintiffs Amanda Sateriale (“Sateriale™), Jeftrey Feinman (“Feinman”), Pamela Burns
(“Burns™), Patrick Griffiths (“Griffiths™), Jackie Warren (“Warren”) Heather Polese (“Ms.
Polese™), Dan Polese (“Mr. Polese™), Fred Javaheri (“Javaheri”), Richard Holter (“Holter”)
and Donald Wilson (“Wilson”) individually and on behalf of all persons similarly situated, by
and through counsel, bring this class action complaint for damages against defendant R.J.
Reynolds Tobacco Company (“RJR Tobacco” or “defendant™) for breach of contract,
promissory estoppel, and unfair and deceptive business practices. Plaintiffs a_llege the
following based on knowledge of their own acts and upon information and belief as to all
other allegations:

NATURE OF THE ACTION

1. Defendant RJR Tobacco is a corporation incorporated under the laws of the
State of North Carolina, with its principal place of business in North Carolina. RJR Tobacco
conducts a substantial amount of its business in California which is one of the largest, if not
the largest, markets for defendant. Defendant is the second largest manufacturer of cigarettes
in the United States, and Camel is its most popular cigarette brand. According to the RJR
Tobacco website, Camel is currently the third best-selling cigarette brand in the United States.
Camel had a market share of 7.39% in 2007, and has a slightly higher market share today.

2. In 1991, defendant began a loyalty program called "Camel Cash". The Camel
Cash loyalty program worked like this: defendant sold together with each pack of Camel
cigarettes Camel Cash certificates. Defendant represented on the Camel Cash certificates that
the certificates were redeemable for various items of merchandise listed in catalogs distributed
by defendant. By enrolling and participating in the program, consumers were encouraged to,
and did, increase their use of defendant’s products. As explained below, like members of
frequent flyer prograins, members of the Camel Cash program had a vested right to redeem
the certificates they purchased and saved in reliance on defendant’s promise that at least
limited quantities of merchandise would be available throughout the duration of the program.

3. Defendant carefully examined the parameters of the program, including

recognizing the necessity of recording a financial reserve for the liability it incurred as a result
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of its obligations under the program, calculating that financial reserve, and the amount and
value of merchandise defendant would be required to make available to members of the
program. Defendant performed pursuant to the program for nearly fifteen years and reaped
substantial rewards from the program, as the market share of Camel cigarettes nearly doubled
from approximately 4% in 1991, to 7.39% in 2007. |

4. The contract with defendant was as follows: in order to join the program,
plaintiffs purchased Camel cigarettes together with Camel Cash. Plaintiffs then performed,
or, as explained below, were excused from performing, each and every subsequent act
required by the contract between plaintiffs and defendant. Plaintiffs registered for the Camel
Cash program by filling out an enrollment form and submitting such a form to defendant.
Defendant then accepted and processed each plaintiff’s enrollment form and provided each
plaintiff with an enrollment number and one or more catalogs containing merchandise. The
catalogs listed the merchandise available, the number of certificates needed to receive the
merchandise and the procedures to be followed to receive the merchandise. Defendant stated
that quantities of merchandise were “limited”, however, principles of good faith and fair
dealing required defendant to provide merchandise in reasonable quantities. As of October 1,
2006, defendant breached the contract by failing to provide any merchandise or catalogs.
Defendant’s breach excused plaintiffs from any further performance under the contract and, in
fact would, and did, render any attempt at further performance by plaintiffs, futile.

5. Through these acts and communications, the paﬁies formed a contract that was
in effect until March 31, 2007, the date defendant terminated the program. Defendant gave
approximately six months prior notice of the termination of the program by a direct mail flyer
on or about October 1, 2006 (quoted, infra) stating that it would terminate the Camel Cash
program on March 31, 2007.

6. Plaintiffs do not dispute that defendant had the right to terminate the Camel
Cash program. However, defendant made a deliberate and calculated choice to waive any

right to terminate the program “without notice” and instead provided six months prior notice.
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Thus, during that six-month period, from approximately October 2006 through March 2007,
defendant was obligated to comply with the terms of its contract with plaintiffs.

7. Defendant, however, although internally recognizing it had incurred a
contractual obligation to plaintiffs and the Class, deliberately determined to breach that
obligation and suffer the consequences. Defendant decided it would rather take the risk of a
lawsuit than fulfill its obligations. Beginning in October 2006, defendant breached its
contract with plaintiffs and engaged in unfair business practices by failing to supply to
plaintiffs and the Class with any catalogs or merchandise (including merchandise such as trips
to Las Vegas, which required no inventory at all). Defendant stopped distributing catalogs in
order to deter customers from redeeming their coupons and failed to have merchandise
available for redemption. Thus, from October 2006 through March 31, 2007, any efforts by
plélintiffs or the Class to redeem their certificates were, and would have been, futile.
Defendant repudiated the contract through these acts and excused plaintiffs from any further
performance thereunder.

8. As aresult, defendant broke its promises to customers and consumers, engaged

in unfair business practices and caused them damages.

JURISDICTION AND VENUE

9. This Court has subject matter jurisdiction over this action pursuant to 28 U.S.C.
§ 1332(d)(2) because the matter in controversy, upon information and belief, exceeds
$5,000,000, exclusive of interests and costs, and this matter is a class action in which Class
members are citizens of a different state than that of defendant.

10.  Venue is proper in this Court pursuant to 28 U.S.C. § 1391 because the acts of
the defendant occurred in this County.

THE PARTIES

11.  Plaintiffs Sateriale (a resident of California), Feinman (a resident of New
York), Burns (a resident of California), Griffiths (a resident of California), Warren (a resident
of Texas), Mr. Polese (a resident of California), Ms. Polese (a resident of California),

Javaheri, (a resident of California), Holter (a resident of South Dakota) and Wilson (a resident
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of Iowa) purchased Camel cigarettes together with Camel Cash during all or part of the period
of time (1991 through March 2007) that the defendant offered the "Camel Cash" program.
Within that time, Sateriale, Feinman, Burns, Griffiths, Warren, Mr. Polese, Ms. Polese,
Javaheri, Holter and Wilson were smokers 21 years or older, purchased defendant’s cigarettes,
signed up with Reynolds and were assigned an enrollment number for participation in the
Camel Cash program. Plaintiffs purchased defendant's cigarettes together with Camel Cash in
reliance on defendant's promises set forth on the Camel Cash certificates (quoted, infra) that,
during the life of the Camel Cash loyalty program, they could exchange Camel Cash for
merchandise. By the time defendant breached the contract in October 2006, plaintiffs had
saved hundreds or thousands of Camel Cash certificates but were unable to redeem their
Camel Cash beCaﬁse defendant failed to make merchandise (or even catalogs containing such
merchandise) available.

12.  Defendant RIR Tobacco is a wholly-owned subsidiary of Reynolds American,
Inc. RIR Tobacco sells its products throughout the United States, including the State of
California, and sells millions of dollars worth of products annually in the State 6f California,
At the beginning of the relevant time period, in 1991, RJIR Tobacco was a wholly-owned
subsidiary of RJR Nabisco Holdings Corp. ("RJR Nabisco™). In 1999, RIR Nabisco spun off
RJR Tobacco to its shareholders. In 2004, RJR Tobacco combined with British American
Tobacco PLC to form Reynolds American, Inc.

CLASS ACTION ALLEGATIONS

13.  Plaintiffs bring this action as a class action pursuant to Rule 23 of the Federal
Rules of Civil Procedure on behalf of a Class consisting of all persons who reside in the
United States, who purchased Camel Cash together with defendant’s cigarettes, enrolled in the
Camel Cash program before October 2006 and received from defendant an enrollment number
and one or more catalogs of merchandise. Because defendant breached the contract as of
October 2006, any further performance by plaintiffs was excused or would have been |
rendered a futile act. Thus, under the circumstances of this case, no member of the Class

should be precluded from recovery for not having attempted to redeem their certificates
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between October 1, 2006 (six months before defendant ended the Camel Cash program),
through March 31, 2007, because of defendant’s prior breach, and because plaintiffs’ attempts
to obtain catalogs and to redeem certificates were and/or would have been, completely futile.
Excluded from the Class is defendant, any entity in which defendant has a coﬁtrolling interest,
and any of defendant's subsidiaries, affiliates, and ofﬁcers, directors or employees, and any
legal representative, heir, successor, or assignee of defendant.

14. Plaintiffs Sateriale, Burns, Mr. Polese, Ms, quese, Javaheri and Griffiths also
bring this action on behalf of a proposed California Subclass ("the California Subclass")
consisting of all California residents, who purchased Camel Cash together with defendant’s
cigarettes, enrolled in the Camel Cash program before October 2006 and received from
defendant an enrollment number and one or more catalogs of merchandise. Because
defendant breached the contract as of October 2006, any further performance by plaintiffs was
excused or would have been futile. Thus, under the circumstances of this case, no member of
the California Subclass should be precluded from recovery for not having attempted to redeem
their certificates between October 1, 2006 (six months before defendant ended the Camel
Cash program), through March 31, 2007, because of defendant’s prior breach, and because
plaintiffs’ attempts to obtain catalogs and to redeem certificates were and/or would have been,
completely futile. Excluded from the California Subclass is defendant, any entity in which
defendant has a controlling interest, and any of defendant's subsidiaries, affiliates, and
officers, directors or employees, and any legal representative, heir, successor, or assignee of
defendant.

15.  This action has been brought and may prbperly be maintained as a class action
pursuant to Federal Rule of Civil Procedﬁre 23(a) and (b)(3).

16.  The members of the Class are so numerous that joinder of all members is
impracticable. While the precise number of Class members and their addresses are unknown
to plaintiffs, plaintiffs believe that Reynolds retains a record of Class members’ names and

addresses. Plaintiffs are informed and believe, and on that basis allege, that thousands of
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persons are members of the Class. Class members may be notified of the pendency of this
action by published and/or mailed notice.
17.  There is a well-defined community of interest in the questions of law and fact

affecting the parties represented in this action.

18.  Common questions of law and fact exist as to all members of the Class. These -

common questions predominate over the questions affecting only individual Class members.

19. The questions common to members of the Class and/or Subclass are, inter alia:

a. - Whether defendant entered into a contract with plaintiffs and the other
members of the Class;

b. Whether defendant breached a contract with plaintiffs and the other
members of the Class;

c. Whether defendant is promissorily estopped;

d. Whether defendant made false and/or misleading statements of fact to
the Class and the public concerning Camel Cash;

e. Whether defendant's false and/or misleading statements of fact and
concealment of material facts concerning Camel Cash were likely to deceive the public;

| f. Whether, by the misconduct set forth in this Complaint, defendant has

engaged in unfair, fraudulent or unlawful business practices with respect to the advertising,
marketing and sales of Camel Cash;

g. Whether defendant violated the Consumer Legal Remedies Act; and

h. Whether, as a result of defendant's misconduct as alleged herein,
plaintiffs and the Class are entitled to damages, restitution and/or other remedies to which
Class members are entitled as a result of defendant's wrongful conduct, and, if so, the amount
and nature of such relief.

20.  Plaintiffs' claims are typical of the claims of the members of the Class and

California Subclass as all members of the Class and California Subclass are similarly affected
by defendant's wrongful conduct. Plaintiffs have no interests antagonistic to the interests of

the other membets of the Class, Plainiiffs and all members of the Class have sustained

THIRD AMENDED CLASS ACTION COMPLAINT
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economic injury arising out of the defendant's violations of common and statutory law as
alleged herein.

21.  Plaintiffs are adequate representatives of the Class because their interests do
not conflict with the interests of the members of the Class they seek fo represent; they have
retained counsel competent and experienced in complex class action litigation; and plaintiffs
intend to prosecute this action vigorously. The interests of members of the Class will be fairly
and adequately protected by plaintiffs and their counsel.

22. A class action is superior to all other available methods for the fair and efficient
adjudication of this controversy since joinder of all members is impracticable, Furthermore,
as the damages suffered by individual Class members may be relatively small, the expense
and burden of individual litigation make it impossible for members of the Class individually
to redress the wrongs done to them. There will be no difficulty in the management of this
class action. Individual litigétion presents the potential for inconsistent or contradictory
judgments. A class action presents far fewer management difficulties and provides the
benefits of single adjudication, economy of scale, and comprehensive supervision by a single
court.

SUBSTANTIVE ALLEGATIONS

23.  Since 1913, defendant or its predecessors have sold Camel cigarettes
throughout the United States.

24.  Inthe fall of 1991, defendant initiated a loyalty program called “Camel Cash”,
representing on the Camel Cash certificates, on packages of Camel cigarettes and in the media
that consumers who registered for its program could redeem Camel Cash certificates, or "C-
Notes", purchased together with Camel cigarettes, for merchandise described in catalogs
circulated by defendant. The purpose of this program was to increase sales of Camel
cigarettes by adding value to the Camel brand in order to retain then-current smokers and to
attract smokers of competitive brands.

25.  The Camel Cash program was extremely successful. In 1992, David Iauco,

senior vice-president of marketing for defendant, was quoted in the New York Times as
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attributing Camel's increase in market share over the previous year largely to the Camel Cash
program. By the time defendant discontinued the Camel Cash program on March 31, 2007,
Camel's market share had grown from approximately 4% in 1991 to 7.39% in 2007.

26.  Camel Cash certificates and/or program materials contained certain terms of
the program including the method to redeem Camel Cash or obtain a catalog from defendant.
The language on a Camel Cash "C-Note" stated:

USE THIS NEW C-NOTE AND THE C-NOTES YOU'VE BEEN SAVING
TO GET THE BEST GOODS CAMEL HAS TO OFFER. CALL 1-800-
CAMEL CASH (1800-266-3522) for a free catalog. Offer restricted to
smokers 21 years of age or older. Value: 1/1000 of 1¢. Offer good only in
the USA, and void where restricted or prohibited by law. Check catalog for
expiration date. Limit 5 requests for a catalog per household. (Emphasis
added).

27.  The Camel Cash program was open only to smokers 21 years or older. Like
frequent flyer programs, each of the plaintiffs joined the Camel Cash program by purchasing
defendant’s products, filling out and submitting signed forms to defendant. In response,
defendant sent each plaintiff a unique enrollment number that was used in future
communications between the parties.1 These communications included, among other things,
catalogs that defendant distributed to plaintiffs and the Class that contained merchandise that
could be redeemed in exchange for Camel Cash certificates.

28.  From time to time, defendant would issuc a new catalog with merchandise
offered in exchange for Camel Cash, either upon request, or by mailing catalogs to plaintiffs
and the Class. As explained more fully below, however, defendant breached its contract

beginning in October 2006 contrary to its representations and promises made to plaintiffs.

! For example, Burns enrolled in the program in approximately 1991 and was assigned enrollment number
296678357, Feinman’s enroliment number was 435388896 and Griffiths’ enrollment number was 149271639,
In addition, though they no longer have their enrollment numbers, Mr. Polese joined the program in
approximately 1995, Ms. Polese joined the program in approximately 1997, Sateriale joined the pregram in
approximately 2005, Warren joined the program in approximately the nid [990s, Holter joined the program in
approximately 2002 and Wilson joined the program in approximately the early 90s.

THIRD AMENDED CLASS ACTION COMPLAINT
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29.  The number of Camel Cash certificates needed to obtain merchandise offered
by defendant varied from as little as one hundred to many thousands. This encouraged
consumers to buy more packages of cigarettes together with Camel Cash and also to save or
obtain Camel Cash certificates to redeem them for more valuable items. Also, defendant
further encouraged plaintiffs and other Class members to collect their Camel Cash (as
opposed to redeeming them as soon as possible) because merchandise listed in defendant’s
catalogs for redemption by a greater number of coupons was disproportionately more valuable
than the merchandise which could be redeemed by fewer coupons.

30.  Loyalty programs such as the Camel Cash program create binding contracts
where the original owners of the certificates use or do business with the company offering the
incentive. Thus, through purchasing defendant’s products, registering for and being accepted
into the Camel Cash program, a contractual relationship was formed which vested the
plaintiffs with the right to accumulate and redeem their Camel Cash certificates for
merchandise and other rewards that defendant offered during the duration of the program.
The Camel Cash program \izas, in essence, modeled after similar rewards programs such as
frequent flyer programs. Both programs: (i) offered rewards to encourage greater use of the
company’s services or products; (ii) required participants to complete and submit the
company’s form; (iii) allowed consumers to earn rewards through purchasing the company’s
products; (iv) provided members with catalogs, or access to catalogs, that contained the
merchandise or services that were available for redemption; (v) stated the number of points or
certificates necessary to redeem for a variety of flights or merchandise; and (vi) provided that
the company would offer flights or merchandise throughout the duration of the program.

31.  Accordingly, through their mutual acts, the parties formed a contract that was
in effect until March 31, 2007, the date defendant terminated the program. The contract was
an agreement that upon the purchase of Camel cigarettes and enrollment in the loyalty
program, defendant would provide its members with a catalog and maintain a reasonable,
albeit limited, quantity of goods available for redemption. Thus, the agreement at issue is the

mutual obligations that the parties incurred as a result of participating in the Camel Cash

THIRD AMENDED CLASS ACTION COMPLAINT
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program; it was not a contract to obtain a specific item or good, such as a “Joe Camel” jacket
or ashtray.

32.  Also, the breach of contract alleged 1is not that Reynolds was prohibited from
terminating the program but that, during the program’s duration, Reynolds had the obligation
to perform through the program’s termination date. Certain (but not all) of the Camel Cash
catalogs state that Reynolds could terminate the Camel Cash program without notice.
Defendant, however, waived any right to terminate without notice when, on or about October
1, 2006, it announced by mailing a notice to program members, that the program Would
terminate as of March 31, 2007. Namely, defendant gave notice of termination and
represented that plaintiffs could redeem their Camel Cash certificates for six months.

33, Such announcement stated:

As a loyal Camel smoker we wanted to tell you our Camel Cash
program is expiring. C-Notes will no longer be included on packs,
which means whatever Camel Cash you have is among the last of its
kind. Now, this isn’t happening overnight—there’ll be plenty of time to
redeem your C-Notes before the program ends. In fact, you’ll have from
OCTOBER 06 through MARCH ’07 to go to camelsmokes.com and
redeem your C-Notes. Supplies will be limited, so it won’t hurt to get
there before the rush.

(Attached hereto as Exhibit A, emphasis added).

34.  Beginning in October 2006 (well before the announced termination date),
defendant, however, stopped printing and issuing catalogs and/or stated to plaintiffs and/or
Class members that it did not have any merchandise available for redemption. These acts
were in direct contravention of defendant’s promises and in clear breach of its contractual
obligations. Although defendant represented that quahtities would be “limited”, in fact,
defendant provided no merchandise. Moreover, despite defendant’s statements that quantities
of merchandise were “limited”, defendant’s course of dealing during the approximately 15
years of the program was to the contrary. When defendant determined that quantities of

merchandise on hand were insufficient, defendant’s practice was to reorder merchandise so
]

THIRD AMENDED CLASS ACTION COMPLAINT
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that redemptions could be satisfied. (See Exhibit B, annexed hereto, under “Fulfillment” at
Bates No. 50764 9214). “All available measures (air shipping, etc.) are being taken daily to
ensure continued expeditious fulfillment of all orders.”...“Weekly meetings are being held to
ensure premium inventory is maintained with reorders of premiums already initiated.”

After defendant repudiated the contract, any further performance by plaintiffs,

including attempts to redeem their Camel Cash certificates or obtain catalogs, was

excused; both because of defendant’s prior breach, and because such acts would have

been futiie.

35.  Further, plaintiffs’ investigation has uncovered internal documents from
defendant which shows defendant's recognition that, as a result of the Camel Cash
program, it had incurred liability and needed to create a financial reserve to cover such
liability. Through its own documents, it is clear that defendant intended to be, and
considered itself, bound to its obligations pursuant to the Camel Cash program --
specifically, that defendant was required to have a reasonable, albeit limited, quantity
of merchandise available in exchange for members’ certificates.

36.  Although additional discovery is likely necessary, these documents
show that the Camel Cash program was not simply a voluntary program or a mere
advertisement that defendant believed created no obligation or liability. To the
contrary, the Camel Cash program was a concerted, long term loyalty program that
defendant believed and understood was binding upon it and created obligations and
liabilities for defendant.

37.  Indeed, defendant’s documents show that the program was carefully,
thoughtfully and deliberately executed; that defendant recognized and admitted
internally that it had incurred liability in excess of $100 million as a result of the
program; that defendant created a financial reserve to cover this liability; that
defendant was concerned about the amount of the liability; and considered a variety of

means to limit its exposure.

THIRD AMENDED CLASS ACTION COMPLAINT
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38.  For example,
a. A Promotion Research Report released on October 13, 1992,
attached hereto as Exhibit C, which was produced by defendant in Mangini v
R.J Reynolds Tobacco Company, Civil No. 939359 ("Mangini") listed as among its
“Key Conclusions” that “C-Note exposure liability from unredeemed C-Notes is large
and will continue to grow....” (Bates No. 002469). Defendant warned of a C-Note
exposure “issue,” noting that “an estimated nearly $38 million worth of ‘extra’ C-

Notes is [sic] currently being held by people who are likely to redeem them at sotne

point” (Bates No. 002470, emphasis in original) and reasoned that “there will very
likely need to be a final extremely low value C-Note cétalog in conjunction with C-
Note expiration, unless the brand and the agency can devise other effective means to
continually siphon C-Notes out of the system at a greatly reduced cost” (Bates No.
(402479).

b. A report entitled “Camel Cash Promotion Evaluation Final
Report” dated October 1992, and produced by defendant in Mangini, analyzed
participation in Camel Cash II & III and admitted that according to two separate
projection models, the “financial liability” for Cash II and Cash 11l redemptions was
“higher than currently budgeted” (Bates No. 002489). Also, in a section entitled
“Exposure/Potential Liability at Conclusion of Camel Cash 117, defendant noted that
the “outstanding dollar liability (in terms of as yet unredeemed C-Notes) at the end of
Camel Cash IT will be about $37.5 million....” (Bates No. 002490). (A copy of this
report is attached hereto as Exhibit D).

C. Another document produced by defendant in Mangini, defendant found
that 82% of Camel smokers who saved C-Notes were stockpiling them for future use. (See
Bates No. 002507). Defendant recognized that "A large C-Note éxposﬂre/liability exists" and
expressed its concern that overall exposure would grow with each program (See Bates No.

002504). Detendant further noted that, "The remaining financial liability/exposure issue

THIRD AMENDED CLASS ACTION COMPLAINT
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needs to be addressed" (Bates No. 002505). (A copy of this document is attached hereto as
Exhibit E).

d. - Aninternal "Agenda for Camel Cash Brainstorming Meeting - Friday
10am-12pm", attached hereto as Exhibit F, produced by defendant in State of Minnesota et al,
v. Philip Morris et al., No. C1-94-8565 (Minn. Dist. Court. 2005) (the "Minnesota Action"),
outlines a meeting convened to discuss an anticipated last Camel Cash catalog. In a section
entitled “FACTS” defendant admitted that "[m]illions of unredeemed C-Notes in the
marketplace raise[s] a potentially serious liability issue" and, in the section entitled
“STRATEGIES”, considered the need to create “a new Camel Cash offering which [would]
act[] as a low cost ¢-note redemption vehicle” (Bates No. 51705 3739).

e. An internal document produced by defendant in Mangini, entitled
"Camel Cash", attached hereto as Exhibit G, estimated that the "Total Potential Liability"”
from Camel Cash programs I through IV would be “$152 [million]”. (Bates No. 50882 4016).
Defendant also noted the uncertainties surrounding the C-Note pool exposure (see Bates No.
50882 4017) and concluded there was a need to explore ways to siphon off the C-Note pool to
minimize liability (see Bates No. 50882 4018).

f. Another internal document produced by defendant in Mangini, attached
hereto as Exhibit H, examined lessons from Camel Cash 1. Defendant noted that
“continuation of program with same proofs increase liability tremendously” (Bates No. 50868
2017).

39.  Shortly after begihnjng the Camel Cash program, defendant considered various
methods to attempt to limit its liability from the program. For example:

a. A March 18, 1992 letter produced by defendant in Mangini, attached
hereto as Exhibit I, proposed an insert to be circulated to consumers, which “informed
consumets of the mechanics of the program™ and was intended to “limit the liability of Cash
IL...” (Bates No. 50764 4237).

b. A December 20, 1991 internal memorandum produced by defendant in

Mangini, attached hereto as Exhibit B (quoted, supra), expressed defendant’s concerns that

THIRD AMENDED CLASS ACTION COMPLAINT
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customers were improperly redeeming Camel Cash. The document noted defendant’s “effort

to minimize [its] financial liability due to the potential of suppliers or consumers [to obtain]

C-Notes through means other than product purchase” (Bates No. 50764 9213, emphasis
added).

¢. An undated internal memorandum produced by defendant in Mangini,
attached hereto as Exhibit J, stated defendant’s objectives were to “Minimize/eliminate long
term liability associated with C-Notes pool" (Bates No. 50929 6530, emphasis added). .
Defendant noted that by expiring C-Notes at the end of Cash IV, a “one time end to [its]
largest liability”, it could exploit slippage and save $8-12 million (Bates No. 50929 6530,
emphasis added).

d. An internal report produced by defendant in the Minnesota Action, attached
hereto as Exhibit K, contains a section entitled “Camel Cash Liability Management” and notes
that defendant has a “liability balance” of $10.8 million. (See Bates No. 52057 1911). The
report suggests expiring C-Notes as well as reducing cost per incremental competitive smoker
through the reduction of excess inventory, and by the “Offer [of] occasional high end items.”
(Id)

40.  In sum, defendant's internal documents show that defendant believed that the
Camel Cash program was not a mere “advertisement”, and that defendant could not simply
terminate the program, walk away, and incur no liability. Defendant believed that it had
incurred a multi-million dollar liability as a result of the Camel Cash Program. Defendant
recogﬁized this exposure, tried to limit this exposure and in fact, created a financial reserve to
cover the exposure.

41.  Inparticular, the creation of a financial reserve shows that defendant believed
that the Camel Cash program was not an advertisement or a voluntary program. An internal
memorandum entitled, “Accounting Policy Camel Cash Reserve” dated December 31, 1992,
attached hereto as Exhibit L, which was produced by defendant in the Minnesota Action,

described the Camel Cash program not as an “advertisement”, but stated that “Camel Cash is
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a promotional continuity program that began in October 1991.” (Bates No. 51705 4950,

emphasis added). The memorandum states that:

- The Company realized that a liability needed to be
recognized for C-Notes that were being saved by
consumers for use in future programs. Therefore a
reserve was established as of 12/31/92 to recognize this
[Camel Cash] liability. (Id., emphasis added)

The memorandum furthers states:

Accounting Methodology

The Company’s current accounting practice is to
recognize the estimated cost (premiums and fulfillment)
of continuity programs based on the percentage of offers
(or catalogs distributed) during the year. Program
participation and cost are based on management approved
forecasts. Premium items purchased in excess of
estimated redemption by the consumer are set up as
inventory until such time as they are utilized in future
continuity or retail promotional programs.

Camel Cash Reserve

The reserve establishes a liability for C-Notes saved by
consumers but redeemed during future Camel Cash
catalog programs. These C-Notes are not accounted for in
current program costs. Accounting for this reserve is
based on matching current period expense with current
period revenue. (Id.)

42. A financial reserve is only appropriate for those costs that are estimable and
probable (see FASB Rule 5, emphasis added). Accordingly, it would have been improper
under GAAP for defendant to create a financial reserve if it believed its performance was
merely voluntary.

43.  Defendant's budgets for the Camel Cash program assumed only a percentage of
the certificates issued would be redeemed. As the use of the internet grew in the late 1990s
and the early 2000s, customers began to trade or sell the Camel Cash certificates on the

internet and on websites such as eBay.com. Unlike a merchant who has no control over the
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demand for its products, defendant’s printing of Camel Cash certificates gave defendant
complete control over the number of certificates available for redemption.

44,  In or about 2006, Reynolds named a new brand manager for Camel. That new
brand manager reviewed the program and saw that Reynolds for years had deliberately issued
Camel Cash certificates without an expiration date and that Reynolds knew that many of those
certificates had been collected and remained outstanding.

45. On or about October 1, 2006, defendant determined to end the Camel Cash
program as of March 31, 2007. Reynolds gave six months notice in October that the Camel
Cash program would be terminated on March 31, 2007.

46.  Reynolds estimated that to supply merchandise and catalogs to permit the
redemption of certificates until the program terminated would cost Reynolds millions of
dollars. Upon information and belief, the Camel brand manager sought advice from Reynolds
whether he could simply decline to redeem the certificates and was told that he could not
lawfully do that. Nevertheless, the brand manager made the determination to do that anyway,
believing that the costs of compliance would, in fact, be much greater than the costs of
breaching Reynolds’ obligation.

47.  Defendant was aware that there were many millions of Camel Cash certificates
outstanding. Defendant knew, and defendant estimated that holders would attempt to redeem
many, if not all, of their Camel Cash certificates before the March 31, 2007 deadline. In fact,
defendant’s announcement falsely claimed that members of the Camel Cash program would
have “plenty of time to redeem [their] C-Notes before the program ends” (Ex. A).

48.  Plaintiffs, registered members of the program, like thousands of Class
members, accumulated Camel Cash certificates they wanted to redeem during the six month
period (from October 2006 through March 2007) that defendant claimed the program would
remain open. From in or about October 2006, defendant, however, failed to honor its
promise. Defendant stopped honoring any requests to redeem Camel Cash certificates and

stopped distributing catalogs in order to deter customers from redeeming their coupons.
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49.  In the six months prior to the program’s termination, each of the named
plaintiffs attempted to obtain a Camel Cash catalog to redeem his or her certificates, or was
excused from that performance because of defendant’s prior breach and because any attempt
to obtain a catalog and/or redeem certificates was, and would have been, futile. For example,
in or about October 2006, upon receiving notice that defendant was terminating the program,
Feinman visited defendant’s website, selected items he wanted to receive in exchange for his
Camel Cash and submitted his coupons, together with a completed order form to defendant.
Defendant refused to provide Feinman with merchandise and told him the items were not
available. Feinman repeated his attempts to redeem his coupons at least twice during the
period from October 2006 through March 2007 to no avail. In approximately January 2007,
Mr, Polese visited the website listed on the back of a C-note to obtain a catalog in order to
redeem his coupons. The website directed Mr. Polese to a phone number. Mr. Polese then
called the number, supplied the automated service with detailed information and requested a
catalog. Defendant, however, failed to mail Mr. Polese any catalog. Beginmng in January
2007, Holter visited defendant’s website a number of times to try to redeem his Camel Cash
certificates. Each time Holter logged on, however, defendant’s website stated that the items
were “sold out” or “no longer available”.

50.  Defendant ended the Camel Cash program and deliberately did not provide
merchandise to its program members. Defendant believed that many customers who had been
collecting or saving their Camel Cash certificates for long periods, entitling them to more
expensive items, would attempt to redeein them before the March 31, 2007 deadline.
Defendant deliberately decided to breach its contract, calculating that, rather than fulfilling its
contractual obligations to the plaintiffs and the class, defendant would rather run the risk of
paying damages for breach of the contract

COUNTI
(Breach of Contract)
51.  Plaintiffs, on behalf of themselves and the Class, reallege and incorporate

herein by reference each of the foregoing paragraphs as follows.
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52.  Defendant offered for sale Camel Cash certificates together with Camel
cigarettes and the rights of redemption afforded by the Camel Cash certificates. In response
to defendant’s offef, plaintiffs purchased Camel cigarettes to gether with Camel Cash and
submitted enrollment forms to defendant, who accepted such forms and provided plaintiffs
with an enrollment number. Plaintiffs thus joined thé Camel Cash program, which entitled
them to redeem their Camel Cash certificates in exchange for merchandise.

53.  Plaintiffs and defendant entered into a valid and enforceable contract when
plaintiffs enrolled in the Camel Cash program, pursuant to which defendant incurred hability
and the obligation to deal fairly and in good faith. Pursuant to the terms of the contract, prior
to the program’s termination, defendant was obligated, among other things, to maintain
reasonable, albeit limited, quantities of catalogs and goods available for the plaintiffs to
redeem in exchange for their Camel Cash.

54.  In or about October 2006, defendant announced that it was terminating the
Camel Cash program as of March 31, 2007. Thus, the contract was in effect until March 31,
2007 when defendant terminated the program.

55.  Beginning in October 2006, defendant, however, breached its contract
with plaintiffs and the Class when it stapped issuing catalogs and failed to make
merchandise available for redemption.

56.  After defendant repudiated the contract, any further performance by
plaintiffs and the Class, including attempting to redeem their Camel Cash certificates
or obtain catalogs, was excused as a result of defendant’s prior breach, and because
any such attempt was, and would have been, futile.

57.  Defendant's failure to provide reasonable quantities of merchandise redeemable
for Camel Cash constituted a breach of its duty of good faith and its contract with plaintiffs
and the Class.

58.  Asadirect and proximate result of defendant's breach of contract, plaintiffs and

the proposed Class have suffered monetary damages.
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COUNT 11
(Promissory Estoppel)

59.  Plaintiffs, on behalf of themselves and the Class, reallege and incorporate
herein by reference each of the foregoing paragraphs, and further allege as follows.

60.  From the commencement of the Camel Cash program, defendant promised
plaintiffs and members of the Class that if they purchased Camel Cigarettes together with
Camel Cash certificates and enrolled in the program, defendant would have reaseonable, albeit
limited, quantities of merchandise available to redeem for Camel Cash. The promise
reasonably induced reliance on it.

61.  Inreliance on this promise, to their detriment, plaintiffs and the Class
purchased Camel cigarettes together with Camel Cash, enrolled in the Camel Cash program,
and saved Camel Cash certificates.

62. From in or about October 2006, defendant, however, failed to honor its
promise. Defendant stopped distributing catalogs in order to deter customers from redeeming
their coupons and/or failed to have merchandise available for redemption.

63.  Defendant's failure to provide reasonable, albeit limited, quantities of
merchandise redeemable by Camel Cash constitutes a breach of its promise to plaintiffs and
the Class.

64.  Asaresult of defendant’s breach of promise, plaintiffs and the Class suffered
damages, in an amount to be determined at trial.

COUNT 111

(Unfair Business Practices Act
Cal. Bus. & Prof. Code § 17200 ef seq.)

65, Plaintiffs Sateriale, Burns, Mr. Polese, Ms. Polese, Javaheri and Griffiths, on
behalf of themselves and the California Subclass, reallege each and every allegation above as
if fully set forth herein, and further allege as follows.

66.  The Unfair Business Practices Act defines unfair business competition to

include any "unfair," "unlawful," or "fraudulent" business or practice. Cal. Bus. & Prof. Code

THIRD AMENDED CLASS ACTION COMPLAINT
20




WOoee =1 o n R W B e

[\ [\ [\ [\ [\ [\ | I N | N I R —_ = —_ = —_
== = e R N TN~ T - - BN B R ¥ I L =

§17200. Unfair competition also includes "unfair, deceptive, untrue or misleading
advertising.” The Act also provides for restitution for violations.

67.  Throughout the California Subclass Period, defendant ran its Camel Cash
program throughout the country, including the State of California, and described the terms of
the program on the Camel Cash certificates, and elsewhere. In or about October 2006,
defendant announced that it was terminating the Camel Cash program as of March 31, 2007.
Defendant represented that holders of the Camel Cash certificates could redeem their coupons
for another six months. Indeed, upon announcing the expiration of the program, defendant |
stated:

Now, this isﬁ’t happening overnight—there’ll be plenty of time to

redeem your C-Notes before the progrém ends. In fact, you’ll have from

OCTOBER ’06 through MARCH ’07 to go to camelsmokes.com and

redeem your C-Notes.
These representations were unfair and deceptive, as defined by Business & Professions Code
§17200, in that they stated that defendant would provide merchandise redeemable by Camel
Cash from at least October 2006 through March 2007 when defendant had no intention of
honoring any requests to redeem Camel Cash certificates. From in or about October 20006,
defendant did not provide merchandise, or even catalogs containing merchandise, to plaintiffs
and the California Subclass.

68.  Defendant's conduct is unfair in that the harm to plaintiffs and the California
Subclass arising from defendant's conduct outweighs the utility, if any, of those practices.

69.  Defendant engaged in conduct that is unlawful in that it is a violation of the
Consumer Legal Remedies Act, in addition to other potential statutory violations.

70.  As adirect and proximate result of the acts and practices alleged above,
pursuant to California Business & Professions Code §17203, plaintiffs and the California
Subclass are therefore entitled to: (a) full restitution of all fnonies paid to defendant as a result

of its deceptive practices; (b) interest at the highest rate allowable by law; and (c) the payment
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of plaintiffs' attorneys' fees and costs pursuant to, inter alia, California Code of Civil
Procedure §1021.5.

COUNT IV

(Deceptive Practices
Consumer Legal Remedies Act, California Civil Code §1750 ef seq.)

71.  Plaintiffs Sateriale, Burns, Mr. Polese, Ms. Polese, Javaheri and Griffiths, on
behalf of themselves and the California Subclass, reallege and incorporate herein by reference
each of the foregoing paragraphs.

72. At all relevant times, plaintiffs were "consumers," as that term is defined in
Civ. Code § 1761(d).

73.  Atall relevant times, Camel cigarettes and Camel Cash constituted "goods,” as
that term is defined in Civ. Code § 1761(a).

74. At all relevant times, defendant was a "per'son,“ as that term is defined in Civ.
Code § 1761(c). |

75. At all relevant times, plaintiffs and the California Subclass' purchases of
Camel cigarettes together with Camel Cash constituted a "transaction,"” as that term 1s defined
in Civ. Code § 1761(e).

76.  The policies, acts, and practices described in this Complaint were intended to
and did result in the sale of Camel cigarettes together with Camel Cash certificates to
consumers.

77.  Inor about October 2006, Defendant announced that the Camel Cash program
was ending as of March 30, 2007. Defendant further represented in this announcement that
Camel Cash certificates could be redeemed for another six months. However, beginning in
October 2006, defendant did not provide merchandise, or even catalogs containing
merchandise, to plaintiffs and the California Subclass;

78.  Had plaintiffs and members of the California Subclass known that they would
be unable to redeem their Camel Cash for merchandise as represented by defendant, they

would not have purchased Camel cigarettes and saved Camel Cash. Defendant, at all relevant
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times, knew that plaintiffs and members of the California Subclass did not know or could not
have reasonably discovered this fact prior to their purchases. “

79. Plaintiffs and the California Subclass were harmed by defendant's deceptive
acts when, after purchasing Camel cigarettes together with Camel Cash, they were unable
between October 2006 and March 2007, to obtain merchandise described in the Camel Cash
program as supposedly redeemable by Camel Cash.

80.  Defendant's practices, acts, policies, and course of conduct violated the
California Consumer Legal Remedies Act, California Civil Code §1750 et seq., (the
"CLRA"), in that defendant represented that goods had characteristics, uses and benefits or
quantities which they did not have, in violation of §1770(a)(5) of the CLRA.

81. Defendant's practices, acts, policies, and course of conduct violated the CLRA,
in that defendant advertised goods with intent not to supply reasonably expectable demand in
violation of §1770(a)(10) of the CLRA.

82.  Defendant's practices, acts, policies, and course of conduct violated the CLRA,
in that defendant represented that a transaction confers rights, remedies or obligations which it
does not have or involve, in violation of §1770(a)(14) of the CLRA.

83.  Asaresult of defendant's illegal conduct alleged herein, plaintiffs seek
damages and restitution of all monies received by defendant as provided in California Civil
Code §1780. Plaintiffs are informed and believe that the amount of said damages and
restitution is unknown at this time, but will seek relief to amend this complaint at the time of
trial when the same has been ascertained.

84.  In compliance with the provisions of Civil Code §1782, plaintiffs have given
written notice to defendant of their intention to file a complaint for damages under Civil Code
§1750, ef seq. However, over 30 days have elapsed, and defendant has failed to offer
appropriate consideration or other remedy to all affected consumers as described in the written
notice.

85.  Asaresult of violation of the CLRA, plaintiffs and the California Subclass

suffered damages, in an amount to be determined at trial.
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PRAYER FOR RELIEF

WHEREFORE, plaintiffs request on behalf of themselves and other members of the
Class and California Subclass, for judgment against defendant as follows:

1. An Order certifying the proposed Class and California Subclass herein under
Federal Rule of Civil Procedure 23 and Civil Code §1781, and certifying plaintiffs aé class
representatives and their undersigned counsel of record to represent the Class;

2. For actual damages for injuries suffered by plaintiffs and the members of the
proposed Class and California Subclass as a result of defendant's conduct toward plaintiffs
and the members of the proposed Class;

3. Awarding plaintiffs and the Class and California Subclass their reasonable
costs and expenses incurred in this action, including counsel fees and expert fees pursuant to
California Code of Civil Procedure §1021.5, California Civil Code §1780(e); and

4, Awarding such other and further relief as this Court may deem just and proper
including any extraordinary equitable relief as permitted by law or equity to attach, impound
or otherwise restrict defendant's assets to assure plaintiffs and the members of the Class and
California Subclass have an effective remedy.

JURY TRIAL DEMANDED

Plaintiffs hereby demand a trial by jury.
Dated: August [_L, 2010 GLAN C¥ B

Lionel 7. Glancy

1801 Avenue of the Stars, Suite 311
Los Angeles, California 90067
Telephone: (310) 201-9150
Facsimile: (310) 201-9160

BRAGAR, WEXLER, EAGEL AND
SQUIRE, P.C.

Jeftrey H. Squire

Lawrence P. Eagel

885 Third Avenue, Suite 3040

New York, NY 10022
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Telephone: (212) 308-5858
Facsimile: (212) 486-0462

Attorneys for Plaintiffs
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Given the success encountared with the CANEL Cash program in attracting and
conurtin¥ conpatitive smokers to CAMEL, the business unit {s woving forward with
plans to introduce the third CANEL Cash catalog.

While the BY had already established the C-Note structure for Cash 111 (15 cents vs,
14 cents in Cash 1), research was needad to address expected overal) participation
lavels relative to pravious Cash pregrams as well as incremental volume projections
and an evaluation of the number of inventory {tems teo bs ordared for premitm
fulfiliment. In order to addrass these last two {ssies, s differant methodological
approach was necessary versus that utilized in Cash 11.

Also, because the previous quantitative rasearch on the Cash II cataleg did not
provide projections for inventory fulfillment, this new methodology was also used for
the Cash II catalog to determine what ftam {nventory lavals were recommended. This
enabled the business unit to have a much quicker svaluition of the new sathod’s
foracasting accuracy. ’ .

RESEARCH ORJECTIVES:
® Pradict the Yevel of compatitive and franchise participation

¢ Project incrasental volume
& Project fulfillment nesds for sach item in the catalog

KEY, CONCIUSTONSs

® The GANEL Cash II1 Catalog is expactsd to sVightly outperform CANEL Cash 11 in
praviding {ntremental bu:i‘ms to CANEL, aqsuf.h: both are equally supported.

- Valus perceptions of Cash 111 relative ¢0 Cash I1 were significantly bettar
among both compatitive and franchisw participants. :

- Wodel projections fndicate that CAIEL Cash 11 should provide an fncremental .18%
SOK while the Cash 111 cataleg should provide a .17% incrementsl S0N X
support to sach catalog aqual to that provided to Cash 1), PP g

® Two-thirds of competitive smokers who played in Cash I ars expectad to continue
playing in eithar Cash 11 or Cazsh m.'

- The titive savers who are expected to drop out were only inal*
intcrmm with CANEL to begin with (thafr “pre-CASH® purchases of Eﬂ were
on avarage significantly below the CASEL purchasing rats of compatitive smokers
who plan to continue to save).

- Thers 1s an upside to0 competitive participation/incremental SOM which could be
obtained {f spending levels/axscution plan bshind CASH 111 are sufficient to
generate broadar awareness than was achieved in Cash'l. For every 8% increass

in program awareness, CAMEL Cash could resp an incremental .05% SOM gainm. H )
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e Projections for inventory/fulfillment suggest that budgets for both Cash II and
Cash 111 ars underfunded.

- Cash 11 projections indicate a "richer® mix than is eurﬂntly plumd. as the
currant trand of orders will shift later in the program when “stockpilers®
;m:: t:oi':-ut;-llous for 1tems with highar C-Nota costs (and a Mglur raal cost

or the brand).

- Similarly, Cash 111 projections indicate that a budget of $35MM 15 necessary
versus the current planned expenditures for presiums/fulfiliment of m.m

o (-Note exposurs/11ability from unredeened C-Notes s large and will continue ta
g::w with each program uniass redenption rates grow or €~ o valuas ire fyrther

- C-Note exposurs at the end of Cash 11 1s projected at $37.5MN bavond the $37.06M
fulfilizent projection.

INPLICATIONS:
¢ The incremental share ‘roloqtim and the estimates of total item and C-Mote
rademption in both catalogs are baswd on the fons that each catalog wil)

have marketing support 1dtntictl to that provided for

- simnmmmumm jven the same level of introdugtory suppavt
as Cash 1, the .13% incremental may not be fully réalized. However, given
the additions) support planned in 4092, CAMEL may reap some of this ‘ﬂﬂ‘lﬂﬂtﬂ
share during that time.

or tha Cash | program.

ﬁ

- Given that the introdu:tnry an behind Cull 111 1s sinflar to the Cash [ plam, -

the .17% incrementsl SON :Ilwld be realized over the course of the program.
Again, thers is an upsida to this projection 17 awareness of program (ind
intuitively eatalo! distrfwtton} is brosder than was obtained during Cash I.

- Also, a valid point that was raised after the presentation was that {f the
tising of the Cash 111 catalog introduction is different than {t was for Cuh
11 (1.¢., before the current catilog u: res rather than after 1t axpires), then
this could result in some percentige of the C-Notes projected to be redesasd in
Cash 11 being retained for redesgtion in cuu 1.
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CAMEL CASM 111 CATALOG QUANTITATIVE RESEARCH

HANAGEMENT m
(Continuad
AN ’3|.
INPLICATIONS: (Cont®d) Vel " Lol
® Because of exposure 1 'licatlons. the l\m-lgl C-Note value of itams in the catalog

should not be raissd significantly sbove current levels as the means of attracting
new competitive players into the progran.

- However, results do suggest that Tower cost of entry on some items may be
sffective at bringing new plmnﬁst dropouts into the program, mlblin; those
=1ight® occasiomal users of be easfly rewarded, thaveby quickly
proﬂ::ng them 3 tangible reasen to mtinuc smoking CAMEL more frasquently/to
convert,

« Therefore, items that ars "out of rsach® of most compstitive smokers (i.e.,

150 C-Notes) should be priced at C-Note valuss less then 15 cents to offset the \.

'lms leader® {tems priced adove 15 cents, 30 that the franchise ultimately
“pays for® the competitive incentives.

¢ The budget for culs 111 fulfiliment needs to be Increased. w.rlll this
that CAMEL should begin to plan in advance for a larger portion of 1ts total
budget to be used for CANEL Euh

- If ft 1s not, CAMEL will agsin he in the position of pulling supmt dnlh}
from Cash 1Y to pay for ful?iliment ln m. sintlar to mu\
in Cash 11 (which is uhy {t pay not provide tha projected sluu gains}. If this
*cycle® is not adjusted for, then we will witness a continual pattern of
*effective® programs followid by 'imﬂnttu' pro’qnu with the only real
difference being the effort and spending behind ‘the message, catalogs,
and any possible “bonus incentives® out to um-rs in a timely fishion.

® The C-Note "carryover? sxposurs. issue Baeds to be addressed., At the curremt
. G=-Note valus of 15 cants, an mmm nurlr = nﬂ“m m of 'utu :m

is currently being held hy ST 3k - AL S0 A

It should be assumed that 1f a Mot | 19, 3

redemption casts for Cish 11 m!d be M‘lc uut is gn-mtl.y Moeul ‘
- A C-Notas expiration dats is net a valid rge-nnutian assuming CANEL

does not have an extra $40 ai mfur fqlﬂ
If and whan an ending um:a

will very lﬂ:ﬂy M to b 3
conj tncm-

CORTIRG] simnc-llnu ot of e 1ystam st 1

of
greatly rmmd cost.

« In the meantime, the U lmdl to assess whather this carryover exposire s
"material® snough to warrant adding it to the corporats balance sheets.
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Background

The original Camel Cash promotion program generated signiﬂeant
response in the marketplace

- approximately 961M smokers redeemed C-Notes for merchandise
- approximately 5.5MM items distributed to smokers.

'IheCamelCashIlprogfamls underway and scheduled to run
through the end of Jannary 1993. Camel Cash Il is planned to follow the -
Camel Cash II program.

The original program’s success identified the need to better forecast
participation and fulfillment quantities

= internal projections underestimated marketplace redemptions

- BIADdevdopedaregrwslonbasedmoddtobettersﬂmatefulﬂllment

needs (i.e., to provide ballpark projections l’oreachiteminthemlogm
I’orCamelCashIl&n

- BIAD is also testing the MACRO promotion evaluation system on
Camel Cash II and Camel Cash IH to assess Its viability as an

improved forecasting approach.
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Objectives

The primary ohjectives of the MACRO promotion evaluation of Camel Cash II

and Camel Cash HI are to:

. E&imatembmmparﬁcipaﬁon
~ among franchise smokers
- among competitive usual brand smokers

* Project fulfillment needs for all items in the catalogs, and
. ForecastincrunmhlvolmnefortheCamelbrand
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Overview of Conclusions

e Cash I slightly outperforms Cash II in terms of incremental business

potential.
- PerceivedasbettervnluethanCashIl.

e Compared with BIAD forecasts, MACRO projects a higher number of
total C-Notes to be redeemed while projecting a lower number of catalog
items to be ordered for both Cash M and II1.

- MACRO projections skew more to high-ticket catalog items.

¢ Cash I and Cash III redemption budgets are low relative to projected

B

- orders.
e C-Note exposure is not only large, but it also grows with each successive
program. D
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Camel Cash I Penetration

e As one would expect, Camel Cash I generated its

among franchise smokers.

Amm'
Saved C-Notes
Redeemed C-Noies

Total
-%

we 2

Source: Camel Cash I Tracking
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Camel Cash I Penetration

e ‘While Camel Cash I generated strong levels of penetration among
franchise smokers on a percentage basis, more competitive brand users
saved C-Notes from a numbers point of view.

o Themajoﬂtyofmkmwbosavedc-NutesduﬂngtheCadeashldid
not redeem by the end of the program,

Total - Competitive
l Non-Menthol Camel UB - NM UB
: M?s M’s M’s
. - B )
- Redeemed 961 558 403 -5
-. Did Not Redeem  [1.950] 520 14 U3
gg 8 Source: Camel Cash I Tracking =2
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Camel Cash I: Projections vs. Actual

¢ Projections for Camel Cash I based on consumer data are in the balipark
relative to aetual levels obtained through the program. ‘

Projected As
MM’s MM'’s
Total Items 5.332 5.550 - 96%

Total C-Notes 141.974 127.878 111%

* Projections refiect the size of Camel UB and Comp. UB C-Note redeemer
groups (derived from tracking data) and reported redemption among our
consumer sample (21-64 years of age).
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- Camel Cash I Redemptions By C-Note Value

Millions

of
items
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25 or less 3340  75.100 140150
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Intent to Save C-Notes and Purchase Camel

___ Saved C-Notesin Cash1 __

. ‘ %
* Would Collect C-Notes
- Cash HI 8s
* Would Buy Camel Today
- Cash I
- CashI

ed

¢ Pwrchase Intent
(Top Two Box)
- Cash Il
- Cash I
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78
76

88
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Comp. UB
Total cam.un Cnmn._lm Nnn:Sam:s
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" Participation in Camel Cash II / X

* Roughly two-thirds of Camel Cash I participants are projected to save C-Notes in

Camel Cash Il and Il
- Most franchise smokers will continue to collect C-Notes

- About half of Comp. UB participants from Cash I will continue to save

C-Notes. |
. CamelCashmgeneratuasomewhatsWongalevelofparﬁdpaﬁonthan
Cash H. -
o Marlevelotinter&tforCamelCashllandlﬂamComp.UBsmokus
who did not participate in Cash 1. ‘
d. es in Camel Cash 1 Comp UB Smokers -
T.g;ﬂ cmum Cmp._lm Mﬂiﬂm e
CamelCash Xl . 64 89 | so . 23 t
Camed Cashtt 69 |  [os 54 23 oy
: T 3
“ Rttt 2
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Percewed Value of Cash 111 Items vs. Cash II Items
(Cell 1 Only)

™

Camel UB Comp. UB Comp. UB
Total Savers. Savers Non-Savers

v "d D nqryxg

98) (99) (113)
- % @ % % % -
o Perceived Value .
- Cash I is better value | 36 35 31 - 42
- Cash II is better valve 16 4 18 14
(2
| . ' =3
Note: "Savers® reflect participation in Cash I L3
[ S
* Includes Camel UB Non-participants & ;
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‘Sources of C-Notes / Basis For Catalog Orders

o Participants have three sources of C-Notes which they can use in Camel Cash

IVIIL,
c From c-no“tf:g:dﬂt;nd C-Notes Obtained
Notes of ,
Camel Purchases samet Cesh Pro | From Others
A A
Total C-Notes -
| %
o Smokers order items from the catalog based on the number of C-Notes they - * !
obtﬁinfmmaﬂmd&rmgthemoﬁhe(}amd&shmgmm. ,
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Distribution of Total C-Note Quanﬁties
For Camel Cash II / III

0%
0% f g
=y : 11 :
0% : i
Percant i : i .
o & : N Total Savers
20% i ' H!
Savers i i B comp. Savers
ulfmchiu Savers
t
10%)

om LAAN ; ' 3
100 or Less 101-449 ~ 450 or More

C-Notes C-Notes C-Notes
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Average Number 6f C-Notes:
Franchise & Competitive Savers

Total Camedd UB Comp. UB

Savers Savers Savers
Total C-Notes 312 473 14 -
¢ From Camel Purchases 152 266 33
s On Hand At End of 84 116 50
Camel Cash 1 ‘ [ gty )
- | -' o
¢ Obtained From Others 76 91 61 ik
| | o
1
=
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Projection of Items Ordered/C-Notes Redeemed

e Camel Cash TH s projected to deliver similar but somewhat stronger results than
Camael Cash I1. - .

Camel Cash1I  Camel Cash III -

hﬂﬁ% MM’s
Total Items 3.3% 3.515.
Total C-Notes = = 251.969 - 260329
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Budgeted vs. Projected Dollar Outlays

68¢Q (yaw

Financial liability for Cash II and Cash III redemptions is higher than currently
budgeted:
- Both models project higher fulfillment liability than budget.

Projected vs,
# C-Notes Budget
MM _ @.SJS.A!& Difference
Current Projection 182.649 $27.4MM - +$4.0MM
MACRO Projection 251.969 $37.8MM +$14.4MM
Budget (Premium '
 Fulfillment) $23.4MM bl
Current Projection 250.675 $37.6MM +$15.1MM T )
MACRO Projection 260.329 $39.0MM +$16.5SMM i1
Budget (Premium =3
R o
Byt =
o
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Exposure/Potential Liability at Conclusion of Camel Cash II

ding doM Iiability (in terms of as-yet unredeemed C-Notes) at the
end of the Cash II program will be about $37.5 million, assuming the following:

64% of Cash I participants continue to save in Cash Il
Total redemption, In terms of C-Notes, will be 252 million

24% of non-redeemers simply throw their C-Notes away

. Theoutsﬁn

l P

Savers - Cash I 2.911 MM -
% Saving (Cash II) __x64 %
Savers - Cash I 1.863 MM
Average Number C-Notes/Saver x 312 ' 8
Total C-Notes Saved 581.3 MM :,,;-'
Less Redeemed (Cash H) -252.0 MM 3
Non-Redeemed C-Notes 3293 MM r.a
Less C-Notes Discarded - _-“BOMM 3
Net C-Notes Outstanding 250.3 MM =
Liability of 15¢ 15 =
Exposure [ $37.55] MM
B yrmesr
TR s e -
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Camel Cash II and III -- !_t__t_azn Mix By C-Note Levels

¢ Camel Cash II and III should exhibit a similar pattern in item mix relative to the
. level of C-Notes required. .
- CamelCashmwithhigherpercentageinlheBS-ﬂl)range
= Camel Cash III with lower percentage in the 350+ range

Percant of Rams

0% - .
= Camel Cash Tl (MACRO)

weu oy i e ,*—,- PTG T T .,

== Camel Cash Il (MACRO) -
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Camel Cash II: Items for 35 C-Notes or Less

C-Note
- Catalog Jtem Number & Description
| (in M’s)
16 “Classic Camel" Collector’s Tin 20 105
17 “Pool Player” Collector’s Tin 20 87
18 "Deco Camel® Collector’s Tin ' 20 63
36 "Desert Biker” Lighter 20 136
37 "Piano Player” Lighter 20 88
39 Joe’s Mug 20 204
41 Smooth-1 License Plate ‘ 20 32
55 Classic Shot Postcards 20 3
6 Pack O-Lighters 25 106
20 "Golf Player” Stein 25 3
21 "Club Camel* Stein 25 58
22 *The Hardpack” Stein 25 29
23 "The Wides" Stein 25 24
35 Genuine Rebel Top Water Lure 25 191
7 Camel Stud Earrings 30 82
38 Team Camel Cap k| 150
15 Java Mug 35 52
44 Windshield Sun Sbield 35 22
® 18 items under 35 C-Notes

ﬁ?'b-«- R by - ekt A B LD

3.1
2.6
1.9
4.0
2.6
6.0
0.9

0.1
L]

3.1
0.9
1.7
0.9
0.7
5.6
2.4
4.4
1.5
0.6

Julfillment Projections
Cost  Numbher % of Total
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Camel Cash II: Items for 40 - 100 C-Notes

C-Note JFulfillment Projections

Cost Number % of Total
(in M’s) :
9 Camel! Casnals (Men's) 40 41 1.2
10 Camel Casuals (Women's) 40 A 0.7
25 Half Moon Ashtray 45 118 s
33 Camelfiage T-Shirt (LG) 45 34 1.0
34 Camelfiage T-Shirt (XLG) 45 “ 1.3
19 Women’s Nightshirt 50 99 29
8 Camel Charm Esirrings 60 54 1.6
40 Genuine Swiss Army Kaife 65 159 4.7
47 "Biker" Midnight Chreme Zippo 70 214 v 6.3
48 "Classic Camel” Midulght Chrome 2ippo 70 211 6.2
3 Tropical Shower Curtain - 75 6 0.2
45 "Barn To Be Smeoth” Sweatshirt (LG) 75 48 1.4
46 "Born To Be Smooth” Swedtshirt (XLG) 75 58 1.7
28 Camelfiage Long Johns (LG) _ 85 41 1.2
29 Camelflape Long Johns (XLG) - 85 37 | 1% S
13 Hard Pack Tour Bag % ] 23
4 Clsb Camel Watch (Men's) 100 71 21 !
5 Clab Camel Watch (Women's) 100 48 14 |
11 Souvesir Sweatshirt (LG) . 100 27 08 - .
12 Souvenir Sweatshirt (XLG) 100 0 09 ;. O
Rpint
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Camel Cash II: Items for Over 100 C-Notes

C-Note _Fulfitiment Projections
Cost Number % of Total
({in M’s)
Classic Camel Sweatshirt (LG) 130 44 1.3

32 Classic Camel Sweatshirt (XLG) 130 54 1.6
50 *The HardPack" Camel CoBector’s Mirror 130 10 0.3
51 "Biker® Camel Collecior’s Mirror 130 4 04
52 "Piano Player” Camel Collector’s Mirror 130 3 0.1
53 "Classic Camel" Camel Collector’s Mirror 130 20 0.6 .
54 "The Wides* Camel Collector’s Mirror - 130 3 0.1

30 Lava Buns 150 23 . 0.7

1 Cilub Camel Robe (Men’s) 200 61 . 1.8

2 Club Camel Robe (Women's) 200 . 27 08 &3
14 Joe’s Pub Dart Board : 250 80 24
26 Great Outdoor Jacket (LG) 360 26 08 71
27 Great Ostdoor Jacket (XLG) . 360 17 0.5 U3
42 Joe's Black Denim Jacket (LG) 450 54 6 .3
43 Joe’s Black Denita Jacket (XLG) 450 44 13 -
24 Ifluminated Sign 575 4 01 U3
49 Joe on Canvas 800 0 00

Grand Total - , 3396
B et

,’! T gt .
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Camel Cash III: Items for 35 C-Notes or Less -

Catalogue Jtem Number & Description

3
R
16
18
19
20

BEERABERAASER

-
@ w

Party Hugger

Hammock Hugger

Floating Keychain / Lighter
"Bustah’s® Shades

*Floyd's" Shades

*Max's" Shades

"Eddie"s" Shades

Wides Tin

Pool Player Tin

Qlassie Cigts. Tin

Camsel Road Cup and Cup Holder
"Wides Guys® Flip-Top Lighter
*Joe* Flip-Top Lighter

Camnel “Light® Flashlight / Keychala
*Joo's Garsge™ Keychain
Camel - The Game
Soaooth Deal Lighter Set

" Cammel Cash Clip

Wides Mag

' Max & Ray Salt and Pepper Shakers

Hard Pack Diner T-Shirt

* 21 Hexns under 35 C-Notes, but 15 of these are below the 25 C-Note Jevel
Whjﬂlhﬂuumnm

C-Note JFulfillment Projectiops.
Cos Number % of Total
({in M"s)
15 65 1.9
15 83 2.4
26 178 5.1
20 30 0.9
20 12 0.3
20 56 1.4
20 7 0.2
20 70 2.0
0 vy 2.2
20 102 2.9
20 27 0.8
20 84 2.4
20 7 2.0
20 20 0.6
20 4 0.1
25 22 3.5
s 108 30
28 % 1.3
30 16 0.5
30 4 2.4
as <] 2.4
R igets
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Camel Cash III: Items .for' 40 - 100 C-.Not'es.

C-Note _Fulfiliment Projections
Number % of Total
(in M’s)
1 Joe’s Diner Mug 40 49 14
9 Hard Pack BBQ Apron 40 a8 1.1
14 Chassic Cordurcy Cap 40 45 1.3
30 Ladies Beach Cap 40 46 1.3
46 Camel Crusin’ Cap 40 45 13
50 "Joe’s Garage™ T-Shirt . 40 80 2.3
8 Classic Camel Ashiray 45 109 3.1
33 "Joe’s Ou The Beach® Mesh Tauk Top 45 77 2.2 -
52 Headlight Ashiray 55 54 1.5
23 Party Lights 6 7 2.0
37 Smooth Dart Set - 60 159 45 €
7 Classic Camel Cup and Saucer Set 70 46 1.3 &9
15 Outdoor Zippo. 70 130 37 L%
6 Deco Chrome Lighter 75 117 33 =0d
43 Pyramid Ashiray 75 127 36 ;7
11 Classic Camel Collector’s Watch 100 o8 28 1}
24 Wides Pack Towel : 100 57 1.6 3
25 Max & Ray Towel 100 40 11 I~
28 Tumblers and Jce Bucket 100 5 1.7
51 “Joe's Journey® Waich 100 35 1.0 —_—
=
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Came.l Cash III: Items for Over 100 C-Notes

C-Note LFulfiliment Projections
8 Descrintion Cost Numbher % of Total
' (in M’s)

92 2.6
8 2.4
11 0.3
- 57 1.6
43 1.2
18 0.5

Joe’s Pilsner Glass Set 115

Camelflage Cooler Bench 120

Ladies Charm Bracelet 120

Classic Car Mats 135

Camelflage Thermos 150

"Cooler”" Beach Bag 150
Camel Fishing Vest 160 103 2.9

270

278

350

600

650

700

60 1.7
89 © 2.5
2 0.9

6 02 =y

Camel Pool Cue and Case
Joe’s Diner Jukebox
Neon Diner Clock
Open Road Jacket i
Neon Sigm -

B2 8RBBRANSS

7 02 .

Grand Total 3515 -1
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Overall Comparison of Projections

s MACRO projections reflect a lower number of items but higher number of
C-Notes redeemed relative to BIAD projections.

MACRO BIAD Internal
Projections Projections
MM’s MM’s
Camel Cash JI .
* Tetal Items 3.396 '3.726
¢ Total C-Notes 251.969 182.649
Camel Cash I
o Total Items - 3.518 3.800
e Total C-Notes 260.329 . 250.678

Note: The BIAD internal projections for Camel Cash HI utilize
consumer appeal measures obtained in the MACRO
promotion evaluation. The original BIAD projections were
for 4202 MM items and 149.9 MM C-Notes.
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Incremental Business Potential

o Incremental SOM potential for Camel is projected to be comparable for the two

Camel Cash Programs. The draw from competition is somewhat higher under
Camel Cash I (possibly reflecting the appeal for a broader selection of items at
lower C-Note levels).

Camel Cash [I ~ Camel Cash 1Y

Total Incremental SOM 015% 17%
e CamelUB 0.04 % 0.02%
e Comp.UB 0.11% 0.15 % >

Muaan
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Note: Projections assume that awareness of the program is maintained / not
increased, If awareness of the program increases among competitive
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Camel Cash Program’s Impact on
Franchise’s Preference for Camel

* While incremental SOM gains from franchise smokers are modest in an absolute
sense, preference for Camel vs. next choice brand is solidified after exposure to

the Cash II and Cash III catalogs.

Total Camel UB | 7 9 m &
- Camel Cash II ) 7 ‘m
- Camel Cash Il ™4 30 108 I3
. , -~
oz s
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Conclusions

¢ Cash III will be at least as effective as Cash II, assuming both are equally
 supported. Cash III may be better if it is supported and Cash Il is not.

- Higher participation in Cash fII among franchise.
- ValuepemepﬁonsforCashIHmbetterthanCashlIoveralL

¢ Compared to internal projections, MACRO projects fewer items to be ordered _
andmmC-Nnmmberedmdinbo&Cashnmm.

- Reflects more high-end and fewer low-end items to be ordered.
= Reflects testing among 21+ anly.

. Ihecompeﬂﬂvesamwhowﬂilmvethe im after Cash I are "marginal”

- Hypotheses for them leaving include: .

, ¢ Cost to redeetn went up, o
o Can't save enough C-Notes to justify the effort =2

¢ Dissatisfaction with product. F“:?
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Conclusions

e Fulfillment budgets for Cash II and Cash Il are underfunded.

¢ A large C-Note exposure/liability exists.

- Exposure at the end of Cash II is projected at $37.55MM (beyond the
Cash II projected fulfiliment cost of $37.8MM).

- Omﬂlexpesm(mberorC-Netes)grmmmwchpmgnm unless
redemption grows beyond projected levels.

- Therefore, a significant budget Lability remains unfunded from program to
program, The level of inancial ex josure is impacted both by the number of
C-Notuaniedomandtheamagevﬂmofnch—Nm =
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Implications

¢ Programs should be developed to retain former/attract new competitive smokers.

However, average cost per C-Note should not be raised signiﬁmnﬁy due to
financial implications

- Bonmlncenﬁvullowercostofentry onafewitemmayre-atlractCash

- ImmawmuﬂmpponbeMndCashMmayMnginmwcompetmve
smokers. o -

o CamelCashbudgelluﬂnohelmrmed.

ﬂ-

$14.4MM underfunded for Cash IT premium fulfifiment, €

- Potentially $16.5MM underfunded for Cash IIL =3
* The remaining financial liability/exposure issue nceds to be addressed: v . )
- Balance sheet considerations. £ >
- C-Note expiration date. g

¢ Learning from Camel Cash strongly supports not using normal packs as proofs
for any RJR continuity program.
- Nomytocontrolupomednetonnlimitedstockpﬂing
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Method of Acquiring C-Notes |

~ © The vast majority of those who acquire C-Notes (beyondshnply.purchasing
Camel) obiain them from friends or family members.

Method of Total Camel UB Comp. UB
Acqguisition - Savers® Savers Savers
3 ,(I:S)

%
From Friends 7 | s 65
From Family Mebers n | = 37
Actively Solicited - 1 -
Other Sources | 7 6 7
* "Savers* are Cash I participants

99

L]
A
e Uit e d

ENIL B

2

:
[ )
UVeag.

-

{

99 d ‘q yquyxyg

]

e AT ] 1TV T

‘l;nnhnn “1’

- ———

B —
- |lencwvrues c:ff‘"szf::mmg”y | _




L9 "d‘q yquyxyg

Ip—

T A L

10320 (MU

*Behavior of C-Note Savers Who Have Not Redeemed

o Of those consumers who have saved C-Notes but not yet redeemed them, the
mﬂmﬁynﬁﬂm&ﬁ&gﬁrpﬁmnepudumﬂgw&mhﬂyammngmﬂUB

smokers). _
* Unsurprisingly, competitive smokers are more likely to give their C-Notes away.
——Savers / Non-Redeemers
Actual . Total Camel UB Comp. UB
Behavior 99) @1 (58) )y
% % . %
Continuved to Save / Future Use 57 82 43 cD
Gave Them Away % 7 34 =3
Threw Them Away. 5 3 6 3
Sold Them - - -
Something Else 14 8 17 o : |
=

*  Question was added to survey after the start date
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Behavior of Camel Purchasers (Past 12 Mo.)
Who Do Not Save C-Notes

not to collect C-Notes, most simply throw them away.
o However, about 30% of both Camel UB and Comp. UB smokers give their

. OfMemWWohmwchM Camel in the past year but have opted |

C-Notes to friends / family.
| ——_Purchasers / Non-Savers
5 C-Note Total Camel UB  Comp, UB
Behaviox - en (2]
! | % % %
! Throw Them Away 64 n 64 b ‘
Give Them Away 3 29 B 23
| ~ Sell Them to Others - 1 - 1 E: 3’
! 2 Something Else 5 - 5 £ ,_;’
8 \ - - ' Fe= |
; ~ E
s ) -
8 8Rpwes— b
L &}
- . Sragbe g e — ‘ E
&

—m ey
- |emeauvirye calsz=rnmz

.
e Y




69 "d ‘@ yquyxyg

5 e v —

AT i S

62020 (2)UW

Intent to Acquire C-Notes From Others
Among New Catalog "Savers"

¢ Among those who indicate they would collect C-Notes, approximately 70% would
attempt to acquire them from other people (for both Cash IT and ).

"Savers"
Total Camel UB Comp. UB

| % % % -

Would Acquire _

L-Notes From. Qthers

- CashIN 69 67 70 o)
- CashH 7 69 73 e
it
* "Savers*® defined as those who indicate they would collect C-Notes for - -..
‘Cash Il or INL. o
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ACCOUNTING PoLICY : 12/31/92

CAMEL CASH RESERVE
ACCOUNT NUMBER: 04-45-0200-0000-000

Background

Camel Cash is a promotional continuity program that began in October 1991, Sinoe the introduction of

Camel Cash I a Camel Cash “C-Note" has been included In every pack of Camel filtered cigarettes. C-
Notes have also been distributed through other promotional support programs, Consumers save

C-Notes and redeom them for preniiums that are listed in a Camel Cash Catalog. Each Catalog hasan

expiration date; howsver, C-Noteé do 110t have an expuatlon date. Camel CashI expired on May 31,
1992 and Cash I will end on Jannary 31, 1993. A portion of the Camel Cash III catalogs were
distributed to consumers at retsll dunns Docember, 1992. The Camel Cash 111 catalog will expire on
July 31, 1993,

Camel Cash became an on-going program durlng 1992 due to the success of this promotion. Several
rescarch studies were conducted during 1992 that made RIRT aware that consumers were saving and
holding C-Notes to use in future catalogs. The Company realized that & lisbility needed to be
recognized for C-Notes that were being saved by consumers for redemption in future programs.
Thercfore, a reserve was established as of 12/31/92 to recognize this liability,

Y

The Company's current accounting practice is to recognize the estimated cost (premivms and
fulfillment) of continuity programs based on the percentage of offers (or catalogs distributed) during
the year, Program participation and cost are based on management approved forecasts. Premium
items purchased in excess of estimated redemption by the consumer are set up as inventory until such
time as they are utilized in future continwity or retail promotional programs. -

The reserve establishes a liability for C-Notes saved by consumers but redeemed during future
Came! Cash catalog programs. These C-Notes are not accounted for in current program costs,
Accounting for this reserve is based on matchmg current period expense with current period revenue.
Current Rcscrve . .

The steps taken in evn]uating tho reserve are as follows:

*  Calculate the (otal number of C-Notes avaitable to consumers through Camel filter pack purchascs
and other promotzonal programs.

* An¢stimate of the total QNotes redeemed by consumers is developed. This estimate takes into
consideration actual rcdemptwn and future anticipated redem ption,

* The total of all previous and current program redemption is determined based on approved
forecasts.

s The difference between total C-Note redemption and current program redemption is the residual
amount which is the basis of the reserve.. This difference in C-Notes is multiplied by the future
estimated C-Note value, This is the amotnt of the reserve.

ps6¥% S@LIS

Exhibit E, p. 70
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- ACCOUNTING POLICY ' 12/31/92
CAMEL CASH RESERVE '
ACCOUNT NUMBER: (4-46-0200-0000-000

Future Accounting -

¢ This reserve will bo evaluated quartctly and adjustcd as necessary by Fioancial Services Marketing
to properly reflect this liability.

+ The methodology used to cvaluatc this reserve in the future is the same as that used to establish
this reserve. The number of C-Notes distributed, total estimated C-Note redemption and current
forecast program redemption will be used to determine if this reserve needs to be increased or
decreased on a quarterly basis.

Exhibit E, p. 71
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Agenda for Camel Cash Brainstorming Meeting - Friday 10am - 12pm

Current Situation _
- the plan for Camel Cash 10 - a Camel Retrospective

- brief on outcome of agency meeting

Brainstorm
- ideas to maximize the catalog

Timetable - Determine Logistics and Timing for Catalog

- item selection

- production schedule

- forecast

- payment; use of C-Notes and/or cash
- funding

- catalog distribution

LELE S@LTS

Exhibit F, p. 72




Al CAMEL CASH
9 : ' - THE LAST CATALOG -

.7 . OBJECTIVES:

w‘; 1} To give C L CASH players one final chance to utilize their C-Notes and avoid
o volumefloyaltyloss due to piss-off |

\

2) To get as many equity pieces in-market as posszb!c -
3) To defend against st Marlboro’s anticipated last catalog
4) To oontmue to drive competitive interaction with the Brand
" 5)To continue to evolve perceptions of the brand - both from an authentic and “graphic
pleasure” standpomt
6) To offset anticipated program costs as much as possible

TARGET: -
21-49 year old Franchise and Competitive smokers

TONE: .
Cutting Edge of the Mainstream

@TYLE*

2 'ba? omance the authentlctty, mystique and classic heritage of the Brand
o’

( TIMING;

Feb. 1 - June 30, 1998

CONCEPTS TO CONSIDER; o
- Utilize C-Notes only or combination of Cash and C-Notes” + 571 v

.~ Advertise the catalog via media inserts, carton inserts, promotional offers, etc.

Sell the items via retail —>

- Organize the catalog into eras of CAMEL history - from 1913 to 1998 (85 years) with &
historical blurb about each section

etc.
v . s '
Jia WY LEAD NG, aurfivg B LEADNG
STREAM £oqe €ogq€ EPGE
A lﬂ-m—‘*‘-—-\f >

Exhibit F, p. 73

- Making the catalog itself exciting and collectible - higher quality items, paper, presentation,
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FACTS:

STRATEGIES:

short term:

medium term:

long term:

£17@5 3739

In the near futuré, logoed merchandise will not be permissible under new govt. restrictions.
Millions of unredeemed c-notes in the marketplace raise a potentially serious Liability issue.

Canéeﬁng the Camel Cash program may generate iil will to franchise consumers who
are not given an opportunity to redeem their excess ¢c-notes

Create a new Camel Cash offering which acts as a low cost c-note redemption
vehicle. - ' '

Create4 final Camel Cash catalog which reinforces current Brand equity while also

intreducing new equities prior to the move into a regulated environment.

7

Segue Camel Cash program into a new program which is acceptable in a regulated
environment.
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MEDIUM TERM:

Tactic: Create a new Camel Cash catalog positioned as thelast chance to get Camel premiums.
1e: The Last Cash Catalog Ever.

Offerings could include; One of a kind logoed merchandise that will rever be available
again.

sl LS Product in collector’s packs, positioned as the first In a sertes.
- i

(.

Comn. U "}OCC ;A.M-Cwﬂf(

Premiums with designs based on new graphic advertising.

| brendd T_shil 1 S Non iogov:ed merchandise which starts building new equity .
3 o (qé { c&(j} i_{ﬁ not associated with a particular Brand style. ie: designer T-shirts
e M fw{ " ) : Premiums which act as new media to reinforce Brand equity

within a regulated environment. ie: Camel posters, tin signs

Rationale: Collectable merchandise will have high appeal and could be sold at a higher c-note value.
Premiums with graphic designs will reinforce new advertising.

Non-logoed merchandise would begin building equity around premiums which would be
acceptable in a regulated world.,

L d ‘1 nqryxyg
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LONG TERM:

Tactic: Create a new Camel magazine positioned as the ultimate information resource to
explore global urban culture. Magazine would include the following:

- Editonal targeting 21 - 24 vear old smokers.

- News on trends in nightlife, music, movies, and fashion.

- Articles featuring the bar program.

- Fashion articles featuring Reynolds brand designers.

- Camel Cash ads featuring collector’s pack product offerings.
- Camel, Red Kamel and Bar program ads.

Distribute magazine in direct mail as well as alternative distribution outlets:

- Bar program venues
~ Came] and Red Kamel retail estabhshments

Rationale: Magazine reinforces Camel brand positioning.
Magazine advertises Camel Cash product offering

Magazine acts as vehicle to promote Reynolds fashion designers
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CAMEL CASH

CASH Il
CASH Il

- CASH |
IV. POTENTIAL EXPOSURE
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CASH |

Status

CAMEL CASH

e Customer satisfaction costs resulted in ($1.1) overage.

sy |

Current Latest
7992 Budget | Estimate | Variance
Premiums $29.9 $29.3 $ .6
Fulfillment 9.3 11.0 (1.7)
Total - $39.2 $40.3 $(1.1)

QReY Z880%
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CASH |

Program Learning

CAMEL CASH

¢ 71% of redeemers rated CAMEL Cash program better than other "free™ mail-

in offers.

¢ b4% felt items were better quality than expected.

- 97% equal or better quality

e Majority (66%) redeemers were fulfilled in expected time frame.

- One-third fulfilled unsatisfactorily, which is below standards.

CAMEL Cash Quality
Compared To Other of Fulfillment
Mail-In Offers Premiums Time
Top Box 71 b4 18 (66)
| Worse Than Expected 2 2 33

Source: Redeemer

T00F 28805
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CAMEL CASH

CASH |l

New' Learning

¢ Effectiveness

- Cash Il has sustained Cash I's overall effectiveness.

Cash / Cash Il O

(%) (%)
Competitive Participation . 35 30
Conversion | - 48 50
Improved Opinion b4 b8
(Competitive Only)
Competitive Smokers Citing 40 - 66
CAMEL as 2nd Choice Brand |

Source: Redeemer

Ze0% Zsgog




CAMEL CASH

CASH I

New Learning
. Awareness/Participation

- Awareness/participation continues at Cash | level.

II‘AMEL CASH AWARENESS V5. PﬂR’llCIPATDNi

12 - T 40
-~ 15
10 +
- 10
8 =
g 25
PARTICIPATION _ | 4 gz AWARENESS
s 15
4 4
+ 19
2 = .
gg 45
=3
2. 0 : : : : : : : : : : . 0
Q Oct Nov Dec Jon Feb Mar Apr Moy June July A Sept
g . o - .
o0 Source: Tracker ' -
— S £00% Zgg0g




CAMEL CASH

CAMEL CASH 1l

New Learning

e Target Broadening

- Competitive smokers as well as adopters skewing increasingly female

-- Female items effective

Competitive CAMEL Adopters "
Sex | ccl | ccu ccr | ccu |
Male 46% 65%
Female 54% 35%

Source: Redeemer Study

¢8 "d ‘D uquyxyg
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CAMEL CASH :

CASH 1l

Performance Versus Plan -

* Doubling C-Note value did not decrease number items per order (multiple
factor), as anticipated.

- YTD 3.1b versus Plan 2.08
¢ Richer mix of items ordered.

- 7YTD $7.40 versus Plan $7.13

60 - MULTIPLE FACTOR 9.00 AVERAGE PREMIUM COST
T Gash 1 v, Cash 2 = Caah 1 v, Cash 2 .
aso L o g 1018 - f - 48,00 —— e
] mural it el L S
100 + » 17.00 M AT% ‘{ TEH: .
% $8.00 SR
150 + . .
soo g g 45.00 [ Cash? - Actual
]- BEN 1 .00 %= Cagh2 - Acwisl
wso 1Y
. i 93.00
4 AT T cash VoAcual .
100 Boszoe 3| |EE|H:
0.50 il = n.00
0,00 smilpmbldl L L $0.00 Ly Ly 4
1 ¥ 3 4 9 & T 2 % 111213 KAW ll|1|'“.l‘ﬂl’l‘ﬂ.ﬂl‘_ﬂ”- 70 FNHHUYNUAROTENEIHPAMAXT N ®Y
sk . ' Wash
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CAMEL CASH -

ASH 1l

erformance Versus Plan

¢ Heighten catalog distribution driving mail count.

- Continued gains expected to occur 4th Quarter.

e C-Notes expected to climb with mail count.
CAMEL CASH I - Mafl Cournt CAMEL CASH Ii - C-NOTES
60,000 4 Asuel v, Farsanst” _ 10,000,000 T -‘::;'::‘l
" <P b - 9,000,000 + = ]
- el — paitl
40,000 + 7R00000 T aittlE - nl
30000 T - 3 8,000,000 T : ‘ Ak ——— Acmual
¥ amo000 + i“T‘F@
20,000 T Toud Frmaser Lviond 3,000,000 g ALY " o e
A Aot YT 1 02 m"m } e T - YT 0 ¥
10,000 - .i 5 ;
1,000,000 17
[+] o !

S0t zsgeg
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CAMEL CASH

CASH |l
Budget Implications
¢ High level uncertainty surrounding forecasts.

e Various forecasting methodologies result in potential unfavorable budget
variances.

e BIAD forecast judged most realistic.

BIAD YA MARC
Items Fulfilled (VIM) 3.8 4.2 3.4
Items Purchased (MM) 4.2 4.6 3.8 |
" Average Premium Cost $8.66 $8.66 $11.11
Latest Forecast ($VIM) $32.9 $39.8 $42.2
Variance Versus Budget ($7.0) | ($13.9) ($16.3)
1992 Potential Impact (5.7) "

Lee¥ Zsges




CAMEL CASH

CASH 1i

1992 Spending Options

Programs

¢ Cancel November Direct Marketing
(Competitive Non-Players)

“ ¢ Pull Back 4th Quarter Multi-Brand Couboning .

o Defer December B3G3F until 1993
(Volume Impact: 384MM Units)

" Total Spending Options

98 “d ‘D yquyxyg
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CAMEL CASH

CASH Il

New Learning

¢ Value perceptions were significantly better among both competitive and
franchise participants.

e Competitive and franchise participation expected to increase in Cash III.

Total CAMEL UB | Competitive | Competitive UB
% Savers -t UB Savers Non-Savers

Value
Cash Il Better Value
Cash Il Better Value

Participation
Cash Il 64

Cash Il 69

Source: Cash Ill Quantitative Testing (MARC Report)

600Y Z880S
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CAMEL CASH

CASH lii

Pricing principles used to establish C-Note values.

* Leveraged advantages of perceived value versus actual cost
* Ensured adequate low end items to continue competitive participation

* High end items priced at more favorable C-Note values for efficient franchise
redemption

OTev Z88es




CASH 1l

C-Note Value Factors.

68 d ‘D uquyxyg

Perceived Value

CAMEL CASH

- Higher perceived value allowed lucrative pricing.

T10V TB8BBOS

" Actual Cost | Perceived Value | Cost/C-Note
Deco Lighter $2.90 $11.90 $.06
| |
| Zippo $6.50 $9.70 $.09
Tins $1.00 $5.50 $.07

___JJ
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CASH 1l

CAMEL CASH

C-Note Value Factors (Continued)

* Ensure Competitive Participation

- 45% items 30 C-Notes or less.

Number of Totat ltems

¢clo¥ <8BesS

40

35

30

25

20

156

10

CAMEL CASH
C-NOTE BREAKOUT (TOTAL ITEMS)

< =30 C-notes 31150
Number of C-Notes

Eliminated 7 items with low competitive appeal.

151+

O cash1
Cash 2
B cash 3
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CAMEL CASH

CASH 1}

C-Note Factors (an:inug-d!

¢ Balance between high and low C-Note requirements to ensure continual
competitive participation and efficient franchise redemption.

¢ Factors allowed Brand to achieve $.13 C-Note value versus $.15 Plan and
$.15 Cash Il.

CAMEL CASH Il

Q.16 C-note Cost v. Cnote Value

0.15 I

0.14
-
g
£ 0.3
=
[+]

0.12

0.1

0-1 1 T i T L T ] 1
25 as 40 80 80 100 150 175 750 850

C-NOTE VALUE
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CAMEL CASH

CASH Il

Budget Implications
e Current forecast methodology predicts potential $16MM downside.
o However, several uncertainties are not factored into these modeils:

- Impact of Cash Il and Cash Ili overlap
- Marlboro program

Current | Variance
Key Assumptions Plan Forecast

Items (MM) 3.2 3.6 (.4)

Average Premium Cost $7.03 $9.65 ($2.62)

| G-Notes (MM) 150 250 (100)

Budget/Latest Forecast $38.6 ($16.1)

P10% 28805
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CAMEL CASH

CASH 1l
1993 Spending Options

e Premature to adjust 1993 planned spending, given marketplace uncertainties.

[ smm__|

e Scale Back Cash IV $10 - $15

- Limit number items
- Limit catalog distribution
- Minimal marketing support

e Reduce retail in 4th Quarter by 50% $10

S10% Zgees
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* Estimated $32MM liability at end of Cash il.

POTENTIAL C-NOTE EXPOSURE

CAMEL CASH

Total Estimated
Cash C-Note C-Notes C-Note Potential | 1/3 C-Notes
Programs | Redemption | Available | Difference Value Liability Liability
| cashl 128 529 401 $.15 $60 $20
Cash Il 205 547 743 $.13 $97 $32
Cash I 248 382 877 $.14 $123 $41
Cash IV 210 418 1,085 $.14 $152 $51
9Te% Z380S
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CAMEL CASH

CONCLUSIONS/IMPLICATIONS

e Cash continues to be effective at attracting and converting competitive smokers.

¢ (Cash Ill appears to exceed previous program effectiveness.

e C-Note value and program efficiencies increasing.

e However, key uncertainties surround Cash program:
- Impact Marlboro program

- C-Note "pool” exposure

L1e¥ TBBOS




OPPORTUNITIES/EEFICIENCIES

¢ Explore Cash 1V Efficiencies

- Research to assess optimum catalog mix
. - Number items
- Competitive appeal
- Concerted effort to fdent’ify more efficient program
- Items’ perceived value greater than actual cost

- High contribution margin items

- Include excess inventory from other Cash programs

¢ Explore Siphon Opportunities

- Offering product/coupons for C-Notes

96 "d ‘D NqIUXg
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AGENDA s

(e¥

|. PRE CAMEL CASH OVERVIEW
Il. CAMEL CASH | OVERVIEW & LEARNING

lll. POST-CASH |
- Program Assessment
. Prdgram Development
Prografn Support

» Budget

50868 2010



l ' 50868 2011
. . CAMEL CASH
i .
I. CAMEL CASH |
A. Situation
. Marketplace ground rules changing

- Savings segment growing in SOM (37%) and convenience store
presence (50%).

. Pressure on Full Price brands to add value/justify higher cost
- Quarteﬂy price iricreases

. CAMEL gaining among younger aduits (21+), but needed t{o do more to
accelerate growth

Focus:

- Increase distance between CAMEL and other brands (FP and
Savings) ‘

- Provide immediate incentive to purchase and ultimately switch.

- Provide "new news" into market

66 "d ‘H nquyxyg
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5@e868 2012

CAMEL CASH | |
B. QQnilmJLtLEngLam

extremely successful for image enhancement, equity building and
increasing brand loyalty, especially when reinforced through POS,
direct marketing and advertising.

Presents Brand with an excellent opportunity for solidifying the Brand's
personality (Joe) by offering smokers items that reinforce the Brand's
image and have a long-term impact on overall Brand perception.

Benefit Brand through slippage as many "participants” save but never
redeem.
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50868 2013

CAMEL CASH

C. Objective

. Generate incremental volume through value-added purchase
incentives.

Strategy

- Competitive Non-Users: Induce trial and brand switching

- Competitive Occasional Users: Increase percent requirement satisfied .
- Franchise: Insulate from price pressure.

Program to be accomplished in an environment where CAMEL not
primary RJR focus.
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CAMEL CASH

Broad Participation

Broad Scope

_ 'National program (24MM; 8-page catalogs)

- Retail take-ones

21-34 males target
Dual appeal

inserts on all filtered CAMEL styles
- Uniquely CAMEL

- Value-added versus discounting
- Easytosave

Massive mediaplan Qe oy’ EJ‘Q’*"
- OOH
- Print ,
- Direct marketing
- Retalil

Broad retail distribution

- Retail premiums

- Magazine pop-ups
- Field marketing

- Direct mail

- Bouncebacks

50368 2014
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CAMEL CASH |
D. Program

Program greatly exceeded expectations.

50868 2015

Cash | (52 Items) Estimated Actual

« Original Plan | Shipments (Items) 2MM 5.6MM
Spending $19MM $55MM

C-Notes 80MM 128MM
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CAMEL CASH

CAMEL CASH |
E. OQverview
. SOM up for seven consecutive months
- Marlboro share flat
. Growth in 18-24 Full-Price
- Claimed conversion rate 29%
. Unique opportunity' to further business momentum twice as efficiently
- Acknowledgment of limited window

. Success of Cash | led Brand to adopt ongoing continuity effort
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50868 2017

L CAMELCASHI -+ v
F. lessons .\ 0
Issues Implications

Difficult to accurately predict participation

Continuation of ‘ i e
proofs increasg liability fremendously
Long lead times make inventory
management more difficult

Lengthy fulfillment process creates
consumer dissatisfaction

Continuity programs/catalogs tend to
lose their excitement around month six

Must utilize better forecasting
procedures

Need to better understand programs
liability and associated implications

Minimize overseas-sourced items

Shorter fulfillment turn-time so that
process becomes turnkey

Limit program duration to 6 months

AWH1.AUG




810C 898048

Exhibit H, p. 106



L0T “d “H nquyxyg

AWH2 AUG

SAMEL CASH

VE ' Vv
. Maintain effectiveness at increased efficiencies

. Increase emphasis on low-end items

- Decrease average premium cost
. Sustain marketing support levels
- Better forecasting of item inventory

. Maintain balance of premiums

Female versus male

Smoking related

21-35 versus 35+

50868 2@19
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B. Marketing Factors

CAMEL CA

ENT

H

. Marketing support never achieved Cash | level
. Support increased in Cash lf to regain competltlve participation
. Lotto added as Cash |V overlay

50868 2020

CAMEL Cash
| T il IV v
Media
. OOH ($MM) $9.5 | $7 | $29 | $46 @ 2 3
. Print (SMM) $16 | $.7 | $1.2 | $7.0 -
D\POS Support ($MM) $15 | $12 | $23 | $41 | O |2 ¢
{Catalogs Distribted 34MM | 31MM | 45MM | 60MM | (=) E‘c
2 <ﬂ Franchise R - 20% | 41% | B57% —
< o .
E.f: : ~__Competitive -- 21% | 53% | 53% - 90\
W D— -
3 ([% Low End ltems (<35) 78% | 33% | 47% | 47% | 35% |
Average C-Note Requirement (Proof) 53 110 140 87 142




50868 2021

CAMEL CASH
A
@3& PROGRAM ASSE
D. C-Note Value Factors
. Increase Efficiencies: Decrease C-Note cost (RJRT)
. Maintain Effectiveness: Maintain C-Note value (consumer)

. Relationship between perceived value and cost (PV/C) ratio determines
our ability to simultaneously accomplish both objectives.

CAMEL Cash
| 1l i \" \'/

Average Perceived Value | $14.75 | $13.62 | $16.46 | $11.97 | $16.91

Average Cost $7.89 | $8.47 | $7.13 $5.90 $5.51
(1 PV/C Index 213 251 256 286 242
= .
é;- Average C-Note Value $.42 $.21 $.23 $.24 $.20—
=

|
o

\

i

o e |
: @ @rage C-Note Cost $.33 $.15 $.14 $.11 8
S




5@868 2@22

|

. Cash success due to previously established equity in CAMEL and Joe
icon,

Joe's personality fhelped to form image for Brand

Irreverent
Contemporary
Smooth, reliable
Confident

. Cash contihuity program perpetuated brand equity

- Cutting edge

- Unique items

- First of its kind

- Focus on Joe's World

011 "d ‘H nquyxg
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AWH1.AUG

Y

P

5pe68 2024

CAMEL CASH /

D T

MB. Kickoff

Meet offsite with all involved in CASH.

Discuss objective and strategy

Brainstorm

Next steps and timing

Discuss issues, problems, efficiencies, cost savings

- Fulfillment

- Consumer relations

- Purchasing

- Creative development
- Production

AGENCY PROCEEDS TO DEVELOP CATALOG THEME THAT
MEETS OBJECTIVES AND STRATEGY.




CAMEL CASH

V. PROGRAM DEVELOPMENT
C.  Premium lfem Development
. Agenclerand agree on catalog theme
. BrandlAgency.braihs’torms on premium items

- Agency illustrates premiums for research

e L

€11 "d ‘H nqryxg

AWHIAUG

59868 2025
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50368 2026

PROGRAM DEVELOPMENT
D. Research
1. Quantltatlve C e g\

. Research group screens smokers
- [o¢ —> Yd |
. ltems tested among 100 competitive non-menthol smokers who are
neutral or positively disposed to CAMEL
- Cash-savers
- Non-savers
- Male/female
- 21-34 versus 35+

. [tems tested to determine

- Perceived value (Important: Used to determine C-Note
requirements)

Final results used to find best items for catalog




§v
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AWHIAUG

50868 2027

CAMEL CASH

PROGRAM DEVELOPMENT
D. Research

2. Qualitative | -
Usually simultaneous with quantitative

Research group scre‘ens'smokers

ltems tested among -samé as for quantitative

Teéf for apbeaj of catalog cover and section illustrations
2-3 options |

Results used to determine most appealing catalog cover and
illustrations
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AWHLAUG

CAMEL CASH

iv. PROGRAM DEVELOPMENT
E. ltem Selection
. Several criteria considered when selecting items
- Overall appeal (malelfemale, older/younger adult)
- Perceived value versus actual cost (PV/C ratio) .

- Leadtime (goal to have leadtimes less than 13 weeks)

50868 2028
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TTRviC
1 Special Flip Top Lighter 620
2 Joe Camel Key Chain . . 100
3 Colossal Foot of Matches - $0.44 | $0.50 | $0.94 15 0.06 0.21 330
4 Matchbook Calculator $1.29 | $0.50 | $1.79 15 0.12 0.61 508
5 Permanent Match $1.00 | $0.50 | $1.50 | 25 0.06 0.23 387
6 Shotglass $2,98 | $0.50 | $3.48 25 0.14 0.16 115
7 Eddie Sunglasses - $1.75 | $0.75 | $2.50 25 0.10 Q.56 560
8 Pool Player "Elbow” Mug $0.80 | $0.75 | $1.55 35 0.04 0.16 368
9 |Diamond Ashtray ' $5.13 | $3.67 | $8.80 | 45 0.20 | 0.13 67
10  [Quantum Windproof Lighter $6.40 | $0.54 | $6.94 60 0.12 | 0.18 156
11 Sleep Set ' $13.00 | $0.60 [$13.60 80 0.17 0.31 184
12 [Camel Necklace $4.75 | $1.25 | $6.00 100 0.06 0.18 300
13 |Tire Cover $16.50 | $2.00 ]4$18.,50 | 200 0.09 0.05 54
14 Silk Jacket $16.85 | $1.00 |[$17.85 250 0.07 0.15 217
16 [Men's Denim Jacket $27.00 187

AN g7
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CAMEL CASH

4v.  PROGRAM DEVELOPMENT
F. Eorecasting

. Correctinformation essential to developing accurate forecast

- Catalog distribution quantities/timing

- Program duration-

- Other programs in market during Cash program
- Sift results '

- C-Note requirements

- Perceived values

. Accurate forecasting imperative to program success

- Consumer satisfaction
- Excess inventory

Q11 “d ‘H nquyxyg

AWHL.AUG
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50868 202

C CA
PROGRAM DEVELOPMENT
G. Er_emum_s_qummg &QSnR

Agency }Hfstrates premium for art mechanicals |

Purchasing/Brand develop art/mechanical schedule based on lead
times -

Purchasing send color copies of premiums to suppliers

Suppliers investigate production feasibility, issues, problems, printing,
capacity limitations —_

e

n

Suppliers provide purchasing with palette sheets including lead-times,
prices with corresponding quantities

Ssue

- Overseas adtimes)—
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ITEM. . V. ESCRIPTION: ...
Chambray /SM $12.96 ‘16 ‘8-Mar One color embroidery. 100% cotton.

25M | $12.96 16 5 oz, blue. Long sleeves, button-down

50M $/c 2.56 16 collar. Domestic . A/M 2/15
Permanent Match / 25M $1.00 16 8-Mar Striking area on back side of lighter.

f 50M $1.00 16 35mm in length. Plastic & Metal
lzl\ggy/ $1.00 17
50M | $1.00 20 -

Elbow Mug 10M $0.87 14 8-Mar Mold |Six flat colors (hand painted)

50M $0.84 16 : $5,400 13 3/4" x 3 1/4" dia, Holds 1402,
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VI, PREMIUM FULFILLMENT

AWH1.DOC

A. FEulfiiment House

Selection Criteria/Considerations

- Financial stability

- Warehouse space and secuﬁty

- Receiving areas (size and staffing)

- Shipping capacity

- Postal regulations expertise

- Computer systems/flexibility to determine shipping, labeling and tracking

- Customer Service personnel and systems to handle non-receipts,
complaints, etc.

- Ability to track/communicate receivings, inventory, etc.

— S ESU LR RS

50868 2033
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CAMEL CASH

VI P I FIL
B. Premium Delivery
. Must have inventory on shelf by program DTS.

- Need at least 15 days prior to DTS for fulfillment house to unpack and stock
items.

. Standard to allow 5 days to open and process orders, and 5 days to pack,
label and ship.

» Require 80% service level (90% orders shipped within 10 days).

e e - —— /.\

50868 2034
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CAMEL CASH

CAMEL 80th Anniversary

. Program developed as a result from CAMEL non-filter smoker feedback.

Program Dynamics (Duration: March through October 1993)
. 13items

. Fully self-liquidating (@m@/

« Delivered in cartons of non-filters only
- 3MM in-carton offers
- .250 available for call-in requests

« Outside supplier fully responsible for fulfillment of items

Results
. ldeal situation as Brand assumed no liability for premiums

42,770
. Orders receivedsversus 35,000 expected

AWH3.DEC

50868 2@35
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CA CA

are flét during Cash | - MAT launched as a defense mechanism

/ / ; ///

- Stabilize énq grow market share via franchise retention

Program Duration: January - August/1993 (Same a$ Cash Ili
. Offered high-quality items

. Program difficult to understand: required consumers to conyert proofs to 5 miles each

. Concurrent programs executed as tag-ons to first program ‘L/5

AWH3.DEC

50868 2036
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CAMEL CASH
Vil.  Premium Fulfillment
=
/ - __Service level improves with each program T

—

¢Z1 "d ‘H nqryxyg

. Must maintain balance between out-of-stocks and excess inventory\_r
| -

AWHJ.DEC

CAMEL Cash
I Il 1 \Y% \'
. Service Level 40% 96% 96% 90% 90%
. Excess Inventory $.7 $3.4 $5.8 $3.6 1.8
- % Excess 1% 8% 13% 8% 6%
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- 5-Spot
- Order form

Media

AWH1.AUG

C

ELC

50868 2038
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V.

CAMEL CASH

~

- Laminated catalogs
Catalogs delivery critical to program péerformance
- Retailer mailings

- Bouncebacks
- Sales force

. - Retail premiums

50868 2939
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CAMEL CASH

av. PR VEL T

A- I.‘ - ‘ . '
.  Operating.on 6-month timing cycle
- Should expand to 10-12 months

- Kickoff meeting (4-5 weeks)
~ Includes persons from all functional areas
.— Discuss direction with Agency and all players
-- Determine target number of items and pages for catalog

- Research (8-12 weeks)
- Qualitative: Catalog concept and section spreads
- Quantitative: Item selection and optimization, forecasting

- Item selection (based on research findings)

- Catalog development
— Catalog layout/item positioning (8-12 weeks)
-~ Premium illustration (8-12 weeks)

- Production
- Catalog (10-12 weeks)
-~ Premiums (10-30 weeks)

971 “d ‘H nquyxyg
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50868 2042

CAMEL C

. Cash Il did not maintain momentum initiated in Cash |

Eactors:

Overall program less inviting

Slow catalog distribution ~
Lengthy Cash | fulfillment reputation
Unprecedented Mariboro promotion

. Programs Il & IV expected to resume momentum
Eactors:

- Overail appeal (42% competitive non-savers judged as better value)
- More low-end items

- Stronger marketing support

- Better catalog distribution
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L CASH

-

ENT

A. Program Dynamics

RTICIPATIO

| Awarenesslparticipatioh

- Awareness relatively stable
- Participation peaked in Cash |
AM AL V., PARTICIPATION
16.0 7 T 45.0
4.0 7 Tete S Avaraems 1400
12.0 + 35.0
T 30.6
10.0 >
8.0 - T+ 25.0 E
v +20.0 [B
6.0 - Total Smokar Participation l'zrl
-+ 15.0 g
4.0 A 1100
2.0 - , + 50
0.0 e + 0.0

T ¥ t + t + 3 1 t t 1 t t T t t u t 1 +
Oct Nov Dec Jio Feb Mar Apri May Jun July Aug Sept Oct Mov Dec Jan Feb  Mar Aprl May Jun hdy Aug Sept

50868 2043
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CA CA

lil. Program Enhancements

. Service level improves with each prog:am
Allowed consistent availability
Enabled field sales to focus on other efforts

. Began issuing various C-Note denominations

AWH3.DEC

C-Note

Distribution
Denomination, Vehicle Program
1-Spot On-pack -
2-Spot Bouncebacks CC1
Vending Program CC3
Packs of Special Lights CC4
3-Spot Cincinnati Test Market CC3
Retail CC3
4-Spot Retail CC3
5-Spot Direct Mail CC3-CC4
Bouncebacks CC3-CC4
10-Spot Direct Mail CC3
Retailer Incentive Program CC3

50868 2044
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Mariboro Adventure Team
. Marlboro share flat during Cash | -- MAT launched as a defense mechanism

Objective:

. Stabilize and grow market share via franchise retention

Program Duration: January - August 1993 (Same as Cash lil)
. Offered high-quality items |

~« Program difficult to understand: required consumers to convert proofs to 5 miles each

. Concurrent programs executed as tag-ons to first program

AWH3.DEC
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CAMEL CASH

VI PROGRAM SUPPORT

AWH1.AUG

POS: To generate excitement, increase competitive participation

- Banners
- Pasters
- Laminated catalogs
- Change mat

- 24"PMC

19" transparency

ouncebacks: Improve refationship with Cash participants

Catalog
5-Spot
Order form

50868 2046




s¢1 "d ‘H nquyxg

AWHLAUG

CAMEL CASH
§v.  PROGRAM DEVELOPMENT
H. Catalog/POS Development 7
Art delivery via electronic tape O

- More time and cost effective than art mechanical
Catalog and POS developed and shipped to various locations
- Laminated catalogs

Catalogs delivery critical to program performance

Retailer mailings
Bouncebacks
Sales force
Retail premiums

50868 2047
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A. Timing

CAMEL CASH

VEL ENT

Operating on 6-month timing cycle

- Should expand to 10-12 months

Kickoff meeting (4-5 weeks)
— Includes persons from all functional areas

- Discuss direction with Agency and all players

— Determine target number of items and pages for catalog

Research (8-12 weeks)
- Qualitative: Catalog concept and section spreads
-- Quantitative: ltem selection and optimization, forecasting

ltem selection (based on research findings)

Catalog development
-- Catalog layout/item positioning (8-12 weeks)
--  Premium illustration (8-12 weeks)

Production
-- Catalog (10-12 weeks)
--  Premiums (10-30 weeks)

56868 2048
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March 18, 1992

TO: D. N. Iauco

FROM: C. S. Nicholson

RE: CAMET, CASH IT INSERT COPY

Dave, please find attached the recommended copy for the Cash II Insert which
will begin appearing at retail around July 1. Besides informing consumers of
the mechanics of the program, the insert copy has the objective of limiting
the 1iability of Cash ITI and providing flexibility to execute Cash III (no

expiration date). The major changes include:

¢ Consumers are Informed that both catalog and premium quantities are
limited. '

* For consumers ordering catalogs via the C-Note, there Is a limit of five
catalogs per address.

* A sentence has been added which informs consumers that there may not be
additional CAMEL Cash catalogs issued beyond the current catalog.

* In an effort to avoid dating product, no expiration date will be printed on
the C-Notes. Consumers are told to check the current catalog for
expiration date.

I have included examples of the copy of the Cash I C-Note and the interim
C-Note for reference.

Please contact me with questions or concerns.

C. §. Nicholson
CSR/djm/15
Attachments

cc: E. M, Blackmer
E. C. Leary

Exhibit I, p. 138
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(A "Q %UJ (L«’? - December 20. 1991 . | i
TQ: E. M. ackmer e e o _ _km P, .
FROM: E. C. Leary 7 o ., e e s o
RE: GAHEL CASH MISREDEMf'fiE)ﬁ TToT v eI - - e

This provides background and next steps on our handllng of mlsredemptlon of
the CAMEL Cash Program.

Background
In the plamning stages of the CAMEL Cash Program,'wemiﬁigiatéd an effort to im R

minimize our financial 1iability due to the potential of suppliers or
consumers obtaining C-Notes through means other than product purchase. In the
first few weeks of the program, it was obvious this was warranted, as
unusually high number of G-Notes (§1, $2 and §10) were being submitted to the
redemption house, In addition, reports from the Field as well as personal
observations indicated that Cash placed in premiums and distributed in
magazines were being removed by consumers and retallers. A task force
including Consumer Relatiomns, Public Relations, Legal, and the Brand was
formed to draft letters to be sent to consumers suspected of abusing the

program, Analysis of the suspect orders indicated there werfe two fypes: ~ o
those that were less severe and those that clearly reflected theft and/or
intent to defraud. The categories were established as follows:
0r1g1na1 Uggua11f;ed Stgngggds o ”
T e T il ol . % Breaks

. . o . o - . Based On
Low Unqualified ' ’ w”; Ouantltjr ~ .Sample
¢ Green $1 C-Notes, Magaz1nes/D1rect Harketlng 15 49 : BVV‘ .

e Yellow 51 C-Notes ‘ 30+ w/o Glue o 2 .
o Blue $2 G-Notes, Pack Lighter/Tumbler 15"'29 I
High Unqualified ' - B - TR E T e e
* Green §1 C-Notes, Magazine/Direct Marketing - 50+ === 2 =
* Blue $2 C-Notes, Pack Lighter/Tumbler 30+ 9
o Orange $10 C-Notes, Deck-O-Lighter 1o+ 70T gEgTenoeem

26% g

48

, T ' . - 2 s by Aq_;
e — T _ — e

) ) ) o I T T

e e T
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‘"E._ H,_ Blaclcmer * o R i R e e R LR '-" . ;
- December 20, 1991

Two letters were drafted reflectlng the severlty of the potentlal
misredemption (Attachments I and II). )

Seven thousand of the letters were malled in November (ll/l - 11/21) "from the
fulfillment house. Through consumer contacts with Consumer Relations, it was
 discovered that the supplier’s computer file name had inadvertently been typed
"CAMEL Cash Fraud™ in the right corner of the letter (Attachments III and IV).

Upon notification, the supplier was instructed to- 1mmed1ate1y cease sending
afy letters. With input from all parties, it was decided to verbally and with
written correspondence (Attachment V) apologize to all contacting RJR Consumer
Relations (198) and to 1mmediate1y fu1f111 orders of all consumers who either
contacted the fulfillment house or RJE. Of the 7,000 letters mailed, an
estimated 2,569 have contacted the ﬁulfillment’house and 198 have contacted
RJR. All orders from these individuals have been fulfilled. 1In addition,
Field Sales will be given the 1-800 number of the fulfillment house next week
for distribution to any consumer'ﬁho has issues w1th the’ program

In light of the above,” the entire misredemption procedure was reviewed with
the follow1ng plan developed but not yet 1mp1emented

¢ Establish one level of unqualified standards which is more lenient.

T S [R— - ce e e - amE o mamoag s s b e

b;u gggllfled S;anda;dg

- . - P P — . m e’ ge e am e mme omem o s Lo

T e oS original
- ' Revi ed } High Low -
- Green $1 C-Notes, Maga21ne/D1rect Marketlng B 25+ . 50+ 15+
- Blue $2 C-Notes, Pack Lighter/Tumbler ST 30+ 30+ 10+
- Orange $10 C-Notes, Deck-0- nghter ) 25+ 10+ 5+
- Yellow $1 G-Note " LT ~u~w~uDe1eted* 30+ w/o Glue

“*Unusually large quantltles w111 be brought to Brand's attention for
.. resolution,

¢ A more conc¢iliatory note has been drafted (Attachment VI).

"It is our recommendatlon that we send the rev1sed note to the 18 849

outstandlng orders currently unqualifled (represents 9% of the 200 334 orders

received to date). A requalification of all 18,849 is underway to accommodate
the revised standards and a portion w111 automatlcally be quallfled
Eelﬁlllmeet
"'__' . .. .
As information, orders are being shipped within two weeks from order receipt,
which should result in items received by consumers no later than four weeks .

rom order placement .Weekly meetings are being held to ensure premium
inventory is maintained with hr\; reorders of premiums ‘already initiatied.
Of the 53 items available ight have experlenced out-of-stocks with shipments
expected within the ne f/£g§>_;e to remedy this 51t£ZEISE”’ Consumer
Relations reports that of-thie 7,400 contacts recelved to date on the program, _
less than 2% have been related to non-receipt of merchandise. All available =~
measures (air shipping, etc.) are being taken daily to ensure continued
expeditious fulfillment of all orders. o '

- - - s PR e e - e - p——
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E. M. Biackmer “ T » _
December 20 . 1991 T T T ___,___-__- T T
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PO U U

In net, the supplier S error was 1nexcusab1e and any cost incurred by RJR as
_a result will be borne by them. The entlre program is being monltored dally

~and we will keep you apprised of progress

ECL/djm/4 ' oS -~

cc: . Nicholson ) o ‘ . L

C. S
J. C. Henson
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CAMEL

MAT ASSESSMENT/IMPLICATIONS

A.

Field Observations

Confusing - to both consumers and retailers

Strong retail presence though all components rarely in place.

Material force-out extremely wasteful

Retailer pilferage of 2 pack sleeves

Materials destroyed when PM rep unavailable

100% distribution of miles/UPCs not yet achieved
When properly executed,_double miles/60¢ off 2 pks effective

Narrow focus on male outdoorsmen

50929 ¢544

ECL2FR
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CAMEL

CAMEL CASH -- LONG TERM LIABILITY

50929 6530

- « QBJECTIVE: Minimize/eliminate long term liability associated with C-Note pool.

. STRATEGY:

Expire old C-Notes ("Joe As George") at end of Cash IV

- Exploits slippage

- One time end to largest liability

- Can replicate every 2 or 3 years as necessary

. BUDGET IMPLICATIONS:

MM RETURNED/ VALUE
C-NOTES SLIPPAGE @$.10
Estimated Through IV 216 40% -60% | $8MM - $12MM




pp1 d Y nquuxg

MAT ASSESSMENT/IMPLICATIONS:

. First month of support (January) shows awareness gains.

CAMEL

50929 6531

% AWARENESS (UNAIDED)

MARLBORO
CAMEL CASH ADVENTURE TEAM
DEC JAN DEC JAN
Total 22.3 241 7.9 15.3
CAMEL (Ex. Reg.) 87.3 86.1 17.5 29.8
Marlboro 32.9 346 13.1 32.5
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MAT ASSESSMENT/IMPLICATIONS:

- Participation in CAMEL Cash increased in January.

CAMEL

50929 6532

- Small sample indicates one in ten CAMEL smokers claim to be saving MAT miles.

ECL2 FEB

% PARTICIPATION (UNAIDED)

MARLBORO
CAMEL CASH ADVENTURE TEAM
DEC JAN DEC JAN
Total Smokers 3.7 4.2 1.8 5.1
CAMEL (Ex. Reg.) 54.0 64.4 1.6 9.9
Marlboro 2.9 34 5.3 15.7
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CAMEL
MAT ASSESSMENT/IMPLICATIONS
B. | - Field P ive/lmpli

- Retailer mailings extremely effective

-  Better placement and longevity due to ownership

- 2 executed to date; 3rd in April being considered

. Additional POS requested

-  Banners, decals, change mats available in mid-March

50929 533
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CAMEL 50925 6534

MARLBORO CAMEL WINSTON
Average Cost/Pk $.24 $.14 $.12
Program $MM SMM SMM
Advertising ' 16 4 6
POS Display 5 2 | 1
Premiums/Fulfillment 192 21 29
Other Marketing 44 15 16
| Total Program Cost $257 $42 $52
Assumed Proof Redemption Rate *20% 30%. 28%

*Lower redemption rate due to program confusion, difﬁculty of saving proofs, limited
items, exclusive male appeal.




EXHIBIT L
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CAMEL CASH
Volume Support

New Competitive 21 - 24 |
OU Support > 8- 1.0 Billion Sticks

Franchise Support — 1.8 --2.0 Billion Sticks

- 5% of all smokers save Camel Cash (2.2 MM smokers)

- 4% of Marlboro CUBs currently saving Camel Cash (.6 MM smokers)
- 39% Increase in Competitive saving rate for Camel Cash

- 60% franchise saving Camel Cash (11% saving miles)

- 47% Camel volume from Camel Cash savers

- 15% of Marlboro CUBs have played Camel Cash

52@57 13963
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CAMEL CASH
OVERVIEW

1996 Strategies/Tactics:

3 Catalogs supporting advertising thematic (3/1/96 - 1/31/97)

Merchandise Strategy (30 - 40 Items)
- Brand Positioning
- Quality/Brand Name
- Utilitarian
- Relevance to 21 - 24

60MM catalogs distributed via:
Media
Direct Marketing
Retail Direct Store Delivery (DSD)
Retail Premium Insert

Budget $43MM
Participants .MM

C-Notes Redeemed 260MM
Orders - 1.0MM / ltems - 2.8MM

52057 1904
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CAMEL CASH

Competitive Ploy/Advantage |

- o Competitive Program Cost $500+ MM

¢ Retail spending rate for Camel = 2 x Marlboro

» Newport - Competitive Advantage
Martboro Menthol - Competitive Defense

52057 13¢5
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52057 1905

CAMEL CASH
Vision

Continue to create a positive point of difference from competitive
programs (i.e. experiential items)

Change participant proﬁlé form 30+ to21-24
Bring Camel Cash to life (i.e. accepted as currency at local level)
Regional / local offers

Tie Camel Cash to Bar Program




Back-up

Camel is CUB

Save CC
Not Save

- Camel is Occ.

Save CC
Not Save

Savers

(74% CUB/26% OU)
Non Savers

(43.5% CUB/56.5 OU)

CAMEL CASH
Savers Volume

SOR to
CAMEL

% of C’s
1995 Volume

80.5%
43.7
36.8
19.5

3.7
15.8

47 4%
52.6

52057 13%@7

Exhibit L, p. 152



CAMEL CASH
OVERVIEW

Program Obijectives:

Brand Driven
(Offensive)

¢ Advertising Value
- Brand Positioning
- Product/style awareness

¢ [ncremental Volume
- New competitive (21 - 24)
- OU Buyer Support

o Identification of Conversion Prospects

52@57 198

Exhibit L, p. 153

Marketplace Driven

{Defensive)
 Franchise Volume Support
e Competitive Ploy

¢« Menthol Competitive Advantage
- {Offensive to Newport)



Advertising Value

60MM Catalogs - National Distribution / Varied Channels
Awareness for Camel Cash —» Big Brand Presence

89% of Camel CUBs

73% of Marlboro CUBs

58% of Total Smokers vs. 74% Marlboro Continuity

(7% SOB) (33 SOB)

Dimensionalize Brand Equity & Personality
Halo Effect - Reflection of Quality to Product

Brand Style Awareness

Camel Branded Merchandise in Marketplace

52057 1i9@9

Exhibit L, p. 154
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CAMEL CASH

Conversion

Exhibit L, p. 155

¢ 400,000+ Incremental Players added to Database
« Higher brand interaction simplifies conversion

o Competitive response for Personal Selling
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CAMEL CASH
Liability Management

Exhibit L, p. 156

Liability Balance $10.8 MM (100 MM C-notes)
Expire C-notes

Focus on reducing cost per incremental competitive smoker

Cost per C-note
Photography vs. illustration
Catalog production costs
Reduce excess inventory
Scanning technology

Offer occasional high-end items
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CAMEL CASH
OVERVIEW

» Inception to date

Exhibit L, p. 157

5.4+ Million Savers

3.2+ Million Redeemers

1.2 Billion C-notes Redeemed

23+ Million Items Shipped



Back-up

Awareness

Total Smokers
CUBs |
Marlboro
Competitive

Currently Saving

Total Smokers
CUBs
Competitive
Marlboro

58%
99%
73%
56%

5%
60%
3%
4%

CAMEL CASH

QOverview

New Saving

Total Smokers
CUBs
Competitive
Marlboro CURs

Ever Saved

 Total Smokers

CUBs
Marlboro
Competitive

52857 19i3

6%
55% (55%)
45% (21%)
24% (24%)

12%
78%
15%

9%

Exhibit L, p. 158
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PROOF OF SERVICE VIA U.S. MAIL
1, the undersigned, say:

I am a citizen of the United States and am employed in the office of a member
of the Bar of this Court. [ am over the age of 18 ancij nota Farty to the within action.
3/([})6 glflsmess address is 1801 Avenue of the Stars, Suite 311, Los Angeles, California

On August 11, 2010, I caused to be served the following document:

THIRD AMENDED CLASS ACTION COMPLAINT
on the following parties:

Jeffrey H Squire

Patrick J O'Donnell _
Bragfa{lWexler Eagel & Squire PC
885 Third Avenue Suite 3040
New York, NY 10022

Corbett H Williams

John A Vogt , Jr

Marc K Callahan

Thomas R Malcolm

Jones Day

3161 Michelson Drive Suite 800
Irvine, CA 92612

By Mail: By placing true and correct copies thereof in individual sealed envelopes,
with postage thereon tully prepaid, which I deposited with my employer for collection
and mailing by the United States Postal Service. I am readily familiar with my
employer’s practice for the collection and processing of correspondence for mailing
with the United States Postal Service. In the ordinary course of business, this
correspondence would be deposited by my employer with the United States Postal
Service that same day. .

I certify under penalty of perjury under the laws of the United States of
America that the foregoing 1s true and corrgct. Executed on August 11, 2010, at

Los Angeles, California. f/

Tia’Reiss

PROOF OF SERVICE
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