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the
Canadians into the c ompany’s smuggling ac tivities.
Imperial

Tobacco.
2004 settlement in whic h Philip Morris
The
CanadianBut
settlement rivals a
agreed to pay the European Commission US $1.25
the
government
didn’t have the
guts of a ﬁeld
mouse.” — Paul
Finlayson, former
Imasco executive

billion over 12 years. In return, the Commission
agreed to drop smuggling-related litigation against
the c ompany.
Even though the ﬁnes and penalties set rec ords in the
annals of Canadian white-c ollar c rime, they were a
pale reﬂec tion of the staggering amounts that
smugglers had defrauded governments during the
early 1990s, when as many as one in every three

c igarettes sold in Canada was c ontraband. After the
Canadian government doubled tobac c o taxes in 1991,
Imperial alone earned annually C$600 million to C$700 million in net proﬁts
“lubric ating” the smuggling through its supply of c igarettes, ac c ording to Paul
Finlayson, a former exec utive with Imperial’s holding c ompany Imasc o Inc .
Bec ause of the nature of smuggling and its ﬂuc tuating market, it’s diﬃc ult to
c alc ulate prec isely how muc h revenue Canadian governments lost to tobac c o
smuggling during this period or exac tly how muc h of the smuggling was aided
and abetted by Big Tobac c o. The federal government is said to have lost at least
C$3 billion from 1990 to February 1994, ac c ording to a study by the Canadian
anti-smoking group, the Non-S mokers’ Rights Assoc iation. But this is a
c onservative estimate given the C$10-billion c laim against JTI Mac donald. As
former exec utive Finlayson said of the Imperial settlement: “This is c hump
c hange. We used to spend C$50 million on a sponsorship. It’s nothing. It’s just
peanuts. It means nothing.”
Government offic ials refused to c omment on the settlement other than to note
that it was a rec ord penalty, agreed to by all sides. In reality, the government
likely had very little c hoic e but to settle for a relatively small amount, sinc e
Canada’s three major manufac turers had suc c essfully used their global reac h to
insulate their assets from seiz ure.
Corporate and c ourt rec ords show that over the last 10 years, the c ompanies
sold off or transferred assets, rendering them out of reac h to Canadian tax
c ollec tors. By the time Canadian governments got around to pursuing Big
Tobac c o, the c ompanies were little more than shells with rights to a few popular
tobac c o brands, owned by offshore c ompanies. This reduc ed government
leverage to the threat of c riminal prosec ution and the seiz ure of future
revenues.

CHU MP CHANGE
For years there has been little doubt about the involvement of Imperial and
Rothmans in smuggling when the c ompanies vigorously vied for market share
while hoping that their c igarettes would not be featured in front photos of major
polic e seiz ures. Corporate doc uments in the public rec ord show Imperial and
Rothman exec utives intentionally exported enormous amounts of brand named
c igarettes into the United S tates so they c ould be smuggled bac k into Canada
to supply the blac k market.
Finlayson rec alled that after the Royal Canadian Mounted Polic e (RCMP) raided
Imperial Tobac c o’s head oﬃc e in Montreal in November 2004, they c ontac ted
him bec ause his name was on some c ritic al doc uments. “Don [Brown, president
of Imperial] should have ordered that stuﬀ destroyed,” he said. “I mean that
should have been for your eyes only. . . It was not ever intended to be stored or
kept after presentation.”
One of those doc uments, he
added, was a planning
doc ument for exporting
Imperial brands into the United
S tates to be sold to smugglers.
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Finlayson said he drew up the plan: “They [the polic e] c ould have walked in and
just handc uﬀed everybody at Imperial. But the government did not have the guts
of a ﬁeld mouse to go after the exec utives of the c ompany.”
Imperial’s role in the illic it Canadian market is detailed in doc uments public ly
available at the Guildford Depository near London, England (an arc hive of 6
million to 7 million British Americ an Tobac c o Company papers that resulted from
U.S . litigation against the industry). Imperial, the rec ord shows, set up
distribution networks to smugglers as far aﬁeld as Florida and Louisiana. In

a
memo dated June 3, 1993, for example, Imperial Tobac c o president Don Brown
told a BAT exec utive that “until the smuggling issue is resolved, an inc reasing
volume of our domestic sales in Canada will be exported, then smuggled bac k
for sale here.”
The evidenc e was overwhelming. Why, then, did the government settle for
“c hump c hange”? It was public knowledge by at least 1997 that Big Tobac c o was
involved in supplying smugglers. Yet federal revenue offic ials failed to take
timely ac tion to seiz e or freez e assets before they were sold oﬀ or shifted
oﬀshore. Ottawa has never explained its tardiness.
The result greatly played to the advantage of Imperial and its exec utives, who
obtained large c ompensation pac kages when Imperial’s assets were sold. In the
end, Imperial’s C$600 million settlement only marginally benefited the taxpayer,
who remains the ultimate vic tim of what may have ended up as a multibilliondollar c rime.
Consider this: At the height of the smuggling, Imperial, Rothmans, and RJR were
selling an estimated 10 billion c igarettes a year into the illic it market, or about
20 perc ent of their total produc tion. This means that the three c ompanies were
supplying at least 66 perc ent of the illic it market. This amounted to a tax loss
for Canadian governments of more than $1 billion during the peak year in 1993.
The c ompanies, meanwhile, made out like bandits. Finlayson said that while
Imperial obtained its full manufac turer’s pric e in advanc e of shipments, its c osts
were lower in the illic it market bec ause it didn’t have to pay promotional c osts
to retailers.

T HE SCR AMBLE T O DIVEST
When the smuggling finally ended in February 1994 — after the government
c aved in to industry demands by reduc ing taxes to pre-smuggling levels —
Imperial was probably the most exposed of the big three. Its holding c ompany,
Imasc o Inc . (Imperial and Assoc iated Companies), owned a multibillion-dollar
string of high-profit c ompanies that c ould theoretic ally be seiz ed for payment of
bac k taxes, interest, and penalties. These assets inc luded a trust c ompany, a
drug store c hain, fast food restaurants, an insuranc e c ompany, and a real estate
developer.
Initially, Imperial and Imasc o exec utives didn’t believe the government would
The Imperial
take ac tion against big tobac c o. “We didn’t think the government would have the
settlement “is
balls to c ome after us,” Finlayson said. News reports

chump change.
It’s just
peanuts. It
means
nothing.”
— Paul Finlayson

in 1997, however, indic ated that both the U.S . and the
Canadian governments were investigating tobac c o
c ompanies for their part in the early 1990s smuggling.
By 1997, U.S . authorities were c hasing RJR
Mac donald’s parent c ompany RJ Reynolds Tobac c o,
whic h in 1992 had set up Northern Brands
International, based in Winston-S alem, North Carolina.

The c ompany and its Canadian exec utive Les
Thompson managed a smuggling network that
stretc hed from a Canadian manufac turing plant in Puerto Ric o to Aruba, then
onto Buﬀalo, NY, and into Canada. Northern Brands and RJ Reynolds pleaded
guilty and were ﬁned US $15 million. Les Thompson in 2000 was sentenc ed to
four years in prison.
When both Canada and its provinc es pummeled JTI Mac donald with tax c laims,
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the c ompany filed for protec tion under Canada’s bankruptc y laws.
JTI Mac donald, however, was far from insolvent. Over the past four years it had
transferred more than $100 million in dividends to its parent c ompany JT Canada
LLC II Inc ., of Halifax, Nova S c otia, whic h is owned by JT Canada LLC Inc ., whic h
in turn is owned by JT International Holding B.V. of the Netherlands.
Japan Tobac c o had c arried out a series of transac tions that its auditors, Deloitte
& Touc he, admitted were designed to make it diﬃc ult if not impossible for
governments to attac k its assets, ac c ording to the Canadian government’s
statement of c laim against RJR. The c ompany had transferred in 1999 assets to a
network of firms that ultimately lead offshore to c ompanies based in the
Netherlands, S witz erland, and the British Virgin Islands and whic h are owned by
Japan Tobac c o, ac c ording to the c ourt filings.
The c ompany also c reated a sort of c irc le of debt, burdening its assets with
$2.24 billion in debts to related c ompanies using the trade marks as c ollateral.
Both the federal and Quebec governments have petitioned the c ourt to have
these transac tions reversed, c laiming they were designed to “reduc e the value
of its assets and to try to fraudulently shelter its shares” against seiz ure.
At the same time, Imperial’s holding c ompany, Imasc o, also began divesting
itself of its assets and moving the proc eeds oﬀshore. It auc tioned all of its
non-tobac c o assets for more than C$11 billion. British Americ an Tobac c o, whic h
already owned 42 perc ent of Imasc o, used the proc eeds to buy out the 58
perc ent held by the public — leaving BAT, through its subsidiary BAT
Ac quisitionc o, with 100 perc ent ownership of the only c ompany left standing,
Imperial Tobac c o.
This oc c urred after BAT merged with Rothmans International in 1999 to bec ome
the world’s sec ond largest tobac c o c ompany, with a 16 perc ent market share
and an annual produc tion of more than 900 billion c igarettes. BAT then sold oﬀ
the Canadian Rothmans in c omplianc e with an order under the Canadian
Competition Ac t.
Imperial Tobac c o moved its manufac turing to Mexic o and was reduc ed to little
more than a shell in Canada with a head oﬃc e in Montreal. Its only real assets
were Canada’s two most popular c igarette brands, Players and du Maurier,
whic h were owned by another c ompany, BAT.
Imperial exec utives, some of whom were direc tly implic ated in the smuggling,
ac c ording to c ompany doc uments, earned more than C$39 million in c ash
c ompensation plus stoc k options as a result of these sales. Imperial President
Don Brown, for instanc e, got C$2.5 million in addition to his 100,000 in shares
worth C$4.2 million.
Imasc o’s proxy statement on the BAT buyout made no mention of smuggling, tax
The
liability, or possible polic e investigations into the ac tivities of Imperial or

government’s
crackdown
hasn’t aﬀected
the ﬂow of
smuggled
cigarettes.
Today, it’s just
a new set of
players reaping
the proﬁts.

Imasc o exec utives relating to the smuggling. The
c irc ular’s stated reason for the sale of Imasc o assets
was that BAT wanted to restric t its operations to
tobac c o.
Rothmans had reason for c onc ern, as well. The RCMP
notiﬁed the c ompany in 2002 that it was under
c riminal investigation for smuggling-related c harges.
S ec ret negotiations for a settlement began in 2007
after the RCMP and federal and provinc ial prosec utors
informed Rothmans that they were “c ontemplating
laying c harges.”

With Rothmans ready to plead guilty, Imperial followed
suit, sinc e both c ompanies employed identic al
struc tures to feed the smuggling networks. The amount of the settlements, parts
of whic h will be paid over 15 years, did not seem to harm the c ompanies’ bottom
lines. On July 31, the day of the public announc ement of the settlement, Imperial
exec utives c alled a meeting of head oﬃc e employees to assure them that
despite the settlement it would not affec t salaries or bonuses, one sourc e said.
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