
386 NC st-ht0k sat 
-2 ‘Y? “$ Mond,P.Q.H4C1~s 

(514J9.32.6161 
* P.O.Box 6500 C.P. 

TELECOPIEZ MESSAGE 

Em : .___ . __ . .._ )6?2&Ld.- _.-- -.^ .I . . . ..“..........“...... . . . . . E: ._._.__...___I._ 

oata “l.:.f.r-~...~ “.““......“.” 
Hiours 
Tim: . .” . . . . . I 

3u numem Ce tC!Ccapreur/kom tOkco$sr number: 

H-l 514-932-5473 

U Uafnenng Mm. - immd AWlI 
Publlermn 

6-2 514-932-5767 

H-3 

H-6 

N-B 

L-2 

5;4*93Q*Q432 

514-e32~113a 

514-9324233 

L-l 

3-r 

a-3 

5W93i-6936 

514.932.52!7 

514.932-7430 

L-2 514.932.is3 

K-l 

X-l 514~932-6C65 

Name : _ ̂  “. _ ” . . ..- . . . . 

Comwgnh 

y/= /T @ &/ 
..A 4 ..“.“. .“1.““_.... z:...:.:c &! .“...“. -...-“.......” --__ ___,..____.” ..,..._..._.,____.__ 

c3mFay : .___..“....,..“. . . . . .._...._..........._.“......” ..,.. . . . ...” 1.. . . . ..-..... ..-“. ..-- . ..“..““._ -_ .“.. . . . . . . . .._. _.___.___.. 

Numem ce IbteGaDleur 
Telewomr numc%r : ..“._.__ ^, ._,... “” “....” .” _._“.__“.“....” -..-” .“.. “...... . . ., ” ” ur 

0 
Mcssar : _ _._._~.._...~~.._._“.... “...... . . . . . . . . . . . . . . . . . . . . . . . . . . “.“” . ..” .- - . . ...” ,..... . . . . . .“. . . . ...” . . ..--w-w.-. “.... ._...._..“..__--. LA 

0 
Q 

... ,.,...,_ __._.._. ._ _.._._ .,_..,.,.._._.,_...,, . . . . . . . . ..“.....-. . . . . . . . . ..-.--- -.--.. . . . . I..... . ,.I - . . . -- . ..- . . . “. . . . . .” ““... __-.“I... ,._.......____ 
3 
tJ 

BATCo document for Province of British Columbia 19 April 1999 

t 
BATCO 00007455 



(leftcr tc be sczx il French) Draft no. 9 

Dear Prsiessor Ljuron: 

I am wri:mg concerning your recently released x-&o-c:momic impact stcdy 

on the Cxadian icba=o industry. & the industry !c&r. Imaxo’s lmpc5al 

Tobacco festxed pnmincntly in :he srudy, and a ccxnl conclusiorr was ;hat 

Canadian rcbacco companics. Iqxrial Tobacco inctizccd, art par cqorarc 

citizcx. Cthcrs :x kc indusrry may have rhcir owy. reac:icns. .My ?u;-,css s 

tc go on record and disagree strongly with your assesssrr.cnts of 1mper:ai 

Tobacco end Imar-c. 

The CzaZitin to>acc;o industy is not monolithic. It 3 we!1 known ic the 

‘cxsincs; *orld that Imasco’s structure. coqxrate stratcg, and profiic 3x 

fwdaner.:a!!y diEee:ent from other panicipants in the Canadian :obacco 

indust?. 3is poix was not made c!ezr in the study an& with rhc grcatcst 

respect. I xisa qcstion some ol your other findings and :hc assumpriczs ox 

wh!ch ?,ey art based. In more detail. my comments arc as fo!iows: 

The Canndian tabncco lndustrr is concenkated but still hkhlv eomnctitire 

.4s *Ah; sly poil::s out. the Canadian: t&aco ir,&;~t~ is cocccxrare& rith 

ttrcz mzjzr @ci?ants. Howevrr. it is wrong to coxiude :hnt rh: inc!astiy is 

;ot coqc:::we. 3ccause consumption. !w been dclim:g for nxy yezrc, rh: 

130s: promising socrcc of vcllumc growth is marker share gains. llx stzkcs 

arc large anf the ccape:ition is inttnse. To suggest :5at the Car.adian 

tobacc iCLLz;v is a cxtei is provccativc and rorally x~~~y;?cxx!. 

If the tevcl of cotqnrition is not obviocs to the pubiic at large. gove~:n~::s 

mav be ;anlv 10 blame. Key strategies adopted to discourage tobacco IX . , 
lxvc tcndcd to bc anri-comprxitwe in narurc. For exzmpic. tndcmark 

advcmsiag of Cxiadian tobacco proclxx was banned ir. 1989, and cnol?nous 

tar incxzs in the htc 30s and early 92s vinuatly ctiminatc:! price as a 

cxqxtme zooI. Current!y, the f&r,! govc.71mmt is considckg m;:;lats~ 

;!;:in F~~.k~~i:ig which would rcmovc another maricc::r,g t-1 tht ::~par.ics 

cse to coinrr:e acqsr thcmscivcs. 
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Tnc COcSlj:t3t strztcgy of Imperial Tobacco h?J been to fcxxs on incrming 

,:s share ci the domcaic mnrkct. As (hc share dza and the fEancial results 

::::d in :::: study cicsdy drmor~strate, :his amcgy has been suetcstfully 

cxcczed. acd the company has profited accordingly. 

Yrilher I.-t)erial Tobxcn nor I~rtnsco is ‘contmllcrl’ bv BA.T Induslries. o.l.c. 

3.A.T Ir.L;trics. p.1.c. ows appro%imare!y 40.2% of I.mzxo’s common shares. 

3e ba1zT.x is widely h&i. for the most part by Canadians axi Canadian 

..:::itutisz. The uttkare responsibiiity lor rhe managemcm of Imasco lies 

si-,g its 9-apd af Ck-7 .w c I .--.ors which is entirely made up of Car.adian and 

.ir.cdcz:: ;::kxs. 50 cxenr Bwrd mtmbct is conneced :o BAT. ad 

5..1T ks .; .x had a rcprcscntativc on the Jm3sco Board for more than foorry 

::zn. I,xx$s inde;c76cccr kas been evalUarcd and cor.krxd by SK 

<-arate ickral goverr;mcr.r agencies, InvesImcnt htada a?d the - .- 
Sqrrin:ckx of Fin2nc:al Icstirutions. 

J~r;ncriol Tohocco did limit its cx~orts in Sl10n01l of eovernfflent l ffWts to 

cnntrnl snlfc?nling 

Frsm Acrii 1952 unti; !&xl: 1993, Imperial ‘Ibbacco voluntady limitccl its 

SFXS in xprt of gDs:.mme3t initi3rivrs to control tobacco smuggIing. 

Sqxjsingiy. there is no rncnrion of this in the uudy but ir cm casfly be 

;t.l;smra!:$ with infomnation found in Imxsco’s anngal rec@;t. Exporxd 

c.pzr:::cs 3r.j :is3rC.Ic -‘I-2 * - --.‘:valenrs by Inqxtial Tobacco were 2.9 billion. units 

1:: 1592 ccqmd Wllil 4.3 billion units in 1991, a decrease oi 30% Over the 

xze pcrio~. [hr. forc?zic a%xmting firm Linquisr Avey hfacConald 

~r&e,~iilc. fxnd tha: :hc contraband marker continued to grow a~ a racid 
-,-m .*“c’ 

Y.: firnils 5.: cxpons hzd a sipnifit3nt negative impac: on Imperiai Tobacco’s 

x. ;xm. IX:~C: share. and profits. L’niotxnsrcly, thcrc WZ’Y no 

x:respocJi::~ d:clinr in the cnntrahand activities. The contraband tobacco 
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m.rrke! respcnds frcc!y to [tie law of supply and demand. The demand for 

tc~~ably priced tobacco products was substantiai, and other sources of 

scqly (no: :~cr.ssati!y C;;.adian) were tapped by smugglen :O fill Ihc voiti 

c::arec! by Imperial’s brands being unavailable. Ir, other wards. Imprial’s 

r:s:rainr, wiG:e costly to the company, had no effcc: on the growth of the 

bbab BY ---t-banL rna:ktt. $2~: ;roti,Ji:.g this ~SSCSS~XX !o government 

a:::::lonticw in late .Varch of 1993, Irnpctial Tubac.co btg’~n responding tc 

XXII dernznd on :hc export market. 

Cze hjpotkcsk of yxr srcdy is that Gnadian tobac:o coqx.nia 

ic:znrio:raiiy created the :oc;raband market by milking massive expons.. TM 

;b &2$c:ed as a tactical flove in tlie indus1ty’s efforts to ac!5eve an overall 

~SXGSJ tax r:duc:ion in Canada. 771~ suggestion, therefore. is that e-r3 

sczxkow crczted domat;;: demand. Smqglcrs WdeZiood that jr wns very 

$:~b tobacco taxes m Car.& thaL ::eated the demand. It was high MXLS that * . r 
:e3 niilians zi smoktn :o seek more reasonabiv priced cigarettes. if 

Crrzdian p:3ducts tierc :Ot availabir, rhc contraband marks: drew ircn. othc: 

&Tdrces. 771:s is exactiy what happened in the eariy 1950s when high ci=arcae 

:zxes causcC II; enonnol:s smug@@ problem. AC :hac ;imc. the cont:abtzd 

;:sd;;c:s v;cz vinuai!? al: .Lzcritna br:ub. 

AI! at’ tkis ex$ains why tx feCer,l govcmment susgendeL its 1992 cqxx :3x 

ark only ciiht wee’ks. Ir was not, as has often been srattL a cu of :;-.z 

ycnlncrl: mkg ir: :z tke “powerful tobacco lobby”. Rat!%. it was a 
.i+r:y:opa ba:ar! .a, co-- -..1 1. ,,..,.or. se.nsc and basic cccnonics. Tic :xprt :ax se~~vcd 

12 e!imina:r !?u: one source of suppiy, it had no impacr on d:.nand. F.e 

cxpm tzx ;x!d never ha’.? betn cxxc:cd to close down the c0ntrabar.d 

Fuke; 3rd vc: ir clex!v . . . * . . put the Gnsdian lobac:o iz,JuslT and thousand Of 

$bs at risk. 

The invcerin~ ouhlic rrcelves lividcndx rroln Imnsco. not Imncrial Tohocm 

Yscr study ixludes esti:.; t t d dividends paid frc?z In;?ctial Tobaxo’; 

:::rAps :J furcigr. ;nves;m. Yo sich dividends arc paid. Invwcn rcctive 
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dividends from In2nq and iniomalicn on the acts! amounts paid is 

provided ir. :hc annual re;ron. For !hc sescn year period the tota dividends 

paid ‘by 1::s~ KI foreign invcsrorj 20177 consolidak earnings (al1 sources) 

was S426.6 xiilion as apposcd to the SU3.4 million atxibuted solely to 

Imperial Tix acco in the ttu+. .Morr siyn2iunt was the S.589.3 million that 

Im3xo ~32 at tc CacaLi3n i:::‘:cio:T, in :ke sxzc ;criod. These funds are 

eithc: ustti :o purchase g.x& and .xrviccs or reinvested Tnir is an enormous 

berrcfit to :>: Cx:alian ecx~cny and it %as nol even mentioned in the study. 

The SW?? i?: dlso ct:ticai of the !e~e; of iObaXo inrizstty reinvesLmcnt which it 

shows as 5256.0 miilion from 1% LO 1993, or 17.3% of eslimarcd indusr,y net 

profits. If ::tivestnan:s in robaxo asse:s have beer. x!ativc!y modest, this 

s!~ould su@se no one. Tnc tobacco industry in Cxada is mature, and ir is 

subj.% TV ;clicia ;hrou$h which gzvcmments hope :o acccientc its rate of 

dec!inc. Tx:.-:c is :ertai;$; no czil for increased capaacity. In so far as Imperial 

Tobacco an:: ima= are conc:nef. c0ntinuir.g tobacco invcstmcnrs have been 

subaac:iai $:X.5 rjrillisn in the prjod Wdied) and have zcncrally trc:n to 

improve eEc:c;cy and ezkance conpetitnzncss. However. substantial 

additional f;;,?ds are gen:;atcd by I;npcri~i Tobacco. and Imasco is able to 

invest :i!is z::snc:/ ir, 0112: busi:::sses. In 5;:. tha: is the VCN rcxon Imasco . 
was ;:eaiez. i0 grow ky invcs.ir.o . . --m ‘Ye strong cash Cow of InqerizL Tobacco. 

Once ap::. :hcrc we s&r,ificnn! bcxfits tc the ccuncmy. In the period 

cowed bv vow srP+ . 

neari? SG :;i!lior,. 

+, tL.;lirio;.s :o Irnascc:‘s consofidxed cqxal assets were 

The sncio-ccnnomic anFu 

I am not c;;2iitsc~ Ic co::: len: an rht wci*economic analysis in any de&l. 

and I thcrr-&c ask:d XlcmrCn! erxomist Jean-Pierre Vi&II to do so. Mr. 

Vi&l h.as &xc: cxtef!sivc ;rork in t!:is area and his conclusion is Y follows: 

La xnc!s;c;Jc majw~ de M. Lluzun i WVOLC 

yut 3 col:c::ivird sort larycment dtficitairc de 

Celte 2ctivi;i &non;ique ijU’CSi I3 4btication Cu 
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tabaz es; nu!lcment d&zontrCe par son analyst. 

EZI gCntral, 21 mCthadologie appropriCe est 

ignurCc. Lcs itiiffrcs qui son: additionnki commc 

dts avantages pour !a sociCtC n’cn sonl pas 

toujocrs et its avanxgcs Its plus substanciels sent 

abscrxs. En owe, nous nc pouvons cxpliquer 

pourquoi ktimation dcs tzxxes e.st sous-estimCc 

de xcitil. Enfii lcs ccDts de sari::: sent estimb 

a f9.f miiliards alors quc Sante et Bien-itre 

scciai Can&a Jonac un chiff:e dc $2.9 milliards. 

La se& rkf$rcnce qui es; ofkne au kctccr pcur 

cc s!~iffrc de SF.7 millia:~ cs: unr corwcnation 

t4kp!7cniqc;. 

In summary. UK! ahe: x::iching the SW% A :: only lighrly, it becomes apparex 

that significant parx si your stuc+ and several. if not all. of iu conclasions 

CJUUIOC be suppor.cd. In tht circumstances. it is lamentable that the repor; 

has been made public anC rec:ivcd media urentioti. More lamentable stilI is 

that !ke :cFuta!iozs of ls;r?tiai lobat:o afid Im;;r=o hwc been unjustly 

rarkhed in the p:c+ccss. 

Yours truly, 
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