
July 27. 1994 

Professor utGau1 JAlzon 
Accounting sciences 
Jhivenitt du Qu&ec t Monrrtal 
LoA R-4150 
P.O. Ben saaa 
Montreal, Qc 
K3C 3P8 

Dear Professor Lauzon: 

I am writing concerning your rccentiy relcved socio-cconomic impact study 
on the Canadian tobacco industry. & the industry leader. Imasco’s Imp&al 
Tobtxco featured prominently in the study, and a central conclusion was that 
Canadian tobacco companies, Jmperial Tobacco included, are poor rxxpotate 
citizens. Others in the industry may have their own reactiotn. My purpose is 
to go on rccard and disagree stron~y with your itsscsments of Jmpniial 
Tobacco and Imasco. 

The Canadian rob-o induay is not monolithic. It is well hewn in the 
business world that Jmasco’s atnmtn, corporate strategy, and profRc are 
fbndatncntally different from other partkipants in the cvudian to&co 
induty. This point wm not made clear in the study and, with the gnacst 
rqxct, I also question some of your other fmdings and the assumptions on 
which they arc based. In more detail, my cunments am as follows: 

. At tit study points out, the Canadii tobacco industry is cckntrated, with 
three major participenu However, it is wrong to conclude that the industry is 
not competitive. Bezjuss consumption has been declining for many yeas, the 
most promising souse of volume growth is market share gains The sta& 
are large and the competition is intense. To suggest that the Canadian 
tobacco industry is a cartel is provccative and to&ally unwumnted. 

If the level of competition is nw obvious to the pubIk at large, govcrnmenu 
may be panly to blame. J&y stntegies adopted to discourage tobacco use 
have tended to be antfcompe!itive in nature. For cxamplq trademark 
advcnising of Cjnadkn tobacco pmduc~ was banned in 1989, and cnotntous 
tax increvtr in the late 80s and early 908 virtwlty eliminared price as a 
competitive too& Currently, the federd govwnment is conaidcting tnandwxy 
plain packaging which would remove another marketing tool that companfcs 
use to compete amongst themselves, -2 
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?‘ne consiste!It strategy of Imperial Tobacco has bcett to focus on incnasasing 
its share of the donxsic market. As the share data and the financial rcsulu 
cited in the study clearly demonstrate, this strategy has been soccesfully 
executed. and rhe company has pmfitcd accordingly. 

&j,thcr Impcml Tobacco nor Imasco 1~ . cent rolled’ by BAT Industries. aI& 

BAT Industriu, p.1.c owns approximately 403% of Imascoh common shhares 
‘Ihe balance 4 widely held, for the most part by Gnadkns and Canadian 
institutions. TIx uidmrte responsibility for the management of Imasco IicJ 
with iu Board of Directors which is entirely made up of Canadian and 
American citizens No current Board member is connected to B.AT, and 
BAT has not had a representative on the Imasco Board for more than fatty 
yean hasco’s inckpcndence has been evaluated and confiied by two 
sepnnte federal government agencies Investment Cktacla and ths 
Supcintcn&nt of Rnancial Jnsitutlons. 

Fmm ApriI 1592 until March 1993, Imp&al Tobacco voluntarily limited its 
expom in support of govemtnent initiatives to controi tobaas smuggi~ 
Surprisingly, there kno mention of this in the study but it can e&y be 
demonstrated with information found in Imasco’t annual repot%. Exported 
cigsnttu nnd cigarette tquivakno by Imperial Tobacco wen 28 biIlion units 
in 1992 compared with 4.0 billon units in 1991. a decrease of 30% Over the 
same period the forensic accounting fh Linquist key MacDonald 
BlzkctvilIe, found that the amraband market continued to grow at a rapid 
Pm. 

The limits on upons had a signikant negative impact on Jmpwial Tobacco’s 
rwenuu, market she, and profIts. Wnfonunatcfy, then was no 
corresponding decline in the contraband activities. The contraband tobacco 
market reqxmds freely to the law of supply and demand ‘D’Ic demand Car 
reasonably priced tobacco products wlu wbstantid and other ~IUXU of 
supply (not necessarily Canadian) were tapped by smug#en to fin the void 
created by Imperial’s branUs being wmvailabk In other worda ImperWr 
restraint. while cortly 10 the company, had no dfea on the gxiwth of the 
contraband marker. After providing this amrnt to gwemment 
authorities, in late March of 1993, Imperial Tobacco began responding to 
mud demand on the export market. 

One hypothesis of your study is that Canadian tiacco companies 
intentionally created the contraband market by mnking ma&e c%pons. This 
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is depicted as a tac:icai move in cht indurrry’s cffaru to achieve sn overaIl 
tcbacco tax red&on in Canada The suggestion, therefore, is that export 
ssmthow created domestic demand Smugglers unclcrsuxd that it was very 
high tobacco taxes in Canada that created the demand It was high taxes that 
led millions of smokers to seek more rcasonai~bly priced cigarcnu If 
CMadirn product WCTC not available, the contraband market drew from other 
sources. This is craaty what happened in the early 1950s when high cipnttc 
taxes caused an enormous anuggiing pmblcm. AZ chat time, the contraband 
prcductt were vinuaily all rlmc&an brands. 

All of this explains why the federal grxrnmenr swpended its 1992 expn tax 
after only eight weeks. It was nor, as has o&n been stated, a case of the 
government caving in to the ‘powerful tobacco lobby”. Rather, it was a 
decision based on common sense and basic economics. ‘Ihe export tax served 
10 eliminate but one source of supply, ir had no impact on demand The 
upon fax could never have been expected to clase down the contraband 
market and yet it clearly put the Canadian tobacco industry and thousands of 
jobs at risk 

me investinn &&tic receives dfvidends from Imnscca. net ImwI TpOarrn 

Your study indudes estimated dividends paid from Imperial Tobacco’6 
camingY to foreign invcsrors. No such dividends arc paid Imestors receive 
dividends from Imash and information on the acruo1 amouncr paid is 
provided in the annual nporc. For the seven year period, the total divfdends 
paid by Imasco to foreign investors from consolidated eaminp (all sources) 
was S426.6 miilion as opposed to the $433.4 million attributed solely to 
Imperial Tobacco in the study. More signifkant was the 5589.3 million that 
Inwco prid out to Canadian investors in the same period These funds arc 
either used to purchase goods and se&es or reinvested. This b an cmnnou 
benefit to the Canadian economy and it was not even mentioned in the study. 

The study is alsa critical of the level of tobacco industry reinvestment which it 
shcws u S286.0 million from 1987 to 1993, or 17.3% of estimated indusuy net 
profits If reinvestments in tobacco assets have been reistiveiy modest, thii 
should ruqxise no one. The tobstu, indusuy in Canadr is mature. and it is . 
subject to policiu through which governments hope to accelerate iu race of 
decline. ‘Ihere is cenainly no call for increased capacity. In so far as Imperial 
Tobacco and Imascn are concerned, continuing tobaazo investments have been 
substantial (Sl76J miilion in the period studied) and have gencraily been to 
improve effkicncy and enhance competitiveness. However, substamial 
additional fun& are generated by Imperial Tobacco, and Imasoo la able to 
imsz this money in other busincases. In fact, that is the vcr)r reason Imasco 
wu created: to grow by investing the strong G&I flow of Imperial Tobacco. 

.” 4 
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One again, then arc signifurnt benefits to the ecmmmy. In the period 
covcrcd by your study. additions to ~masco’s consolidated capital asets mre 
n&y SZJ biflioh 

I am not qualified to comment on the socio-cconomic a&y& in any &tail, 
md I thenfon asked Mcatdal economist Jean-Pierre Vidal to da so. Mr. 
Vldal has done acnslvt work in this area and his conchtsion is a follows: 

Lmzon’s mid0 conoiticn, l.c. char tabrrcco 
produaion ha a hrgclp negative impct on 
society, is in no way proved by his anal#s In 
general. he disregards the appropriate 
meWdology. The flguru added up - social 
benedu arc not always benefit and the most 
signifkant be&u are not included In addition, 
there is no @anation why the tax trgures an 
underestimated by half. Lastly, health CON arc 
estimated at $9.7 billion, whcrcas H&h and 
Welfare Canada provides a figux of S2.9 billion, 
and the only referewe offcrcd for the $9.7 billion 
figurc:is a tclepboac conversatiocl. 

In summary, and after scratching the surfice only lightly, it becomes apparent 
that s@Hlcanr pans of your study and several, if not 811, of its conch&m 
QMOC be supponed. In the circumszanccs, it is lamentable that the repot% 
has been made public and ncehd media attention. Man IamuuaM still is 
rhu the reputations of Iinperial Tobacco and I- have been unjwtly 
tam&d h the prwx . 

Furdy cmvrord 
Encl. 
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