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Tobacco's Other Secret
Cnnvicted i5xec Says P .<!. 7i'eynoi'ds7ti4ade $100 Miffrar~ Ay Smuqcjfirig Cigarettes From
t1. S. Into Canada

Les Thompson will begin his prison sentence in February .

Tuesday Janua .ry t8 . 2000 • 10,02 Phq ET
t3roadr.ast story produced by pavid Schnuider ; Copyright 2000, CBS Vdoddwide Enc ., A1k Rigfvts RsSeved

(CBS) Once Les Thompson wm; a recard^brsakinq sales e.xecutive for R .~ . Reynolds Tobacco

Co . He had a million-dollar expense account .

Now, however, Thompson is facing a<.ty.-year prison term . fie says he is the fail guy 'rr1 a
smuggling scheme that netted R,J . Reynolds more than ~100 rrmi!lion• 60 Minutes II
Correspondent Scott Pelley investigates .

In 1993, Thornpswn-nttivHd to R :) Reynolds' headeir .tarters; ta directa newiy created
subsidiary called Northern Brands International• Thompsori says Reynolds set up fVortttBrn
Brands International for only one reason : to smuggle cigarettes .

"R]R makes a conscious decision to enter the illegal cross border business,"
Thompson says . There is "no question," Thompson says, that this was a corporate
decision .

The Northern 6rands subsidiary was the ansvser to a crisis R ..f, Fteynotds was facing in
Cartada: In 1991, the Canadian government increased taxes on-cigarettes, nearly doubfinq
the price of a pack . The government's idea was to cut smoking, especiaily among teen-
agers. The plan worked : Sales plummeted .

So what did the company do? "Really the options were limited," Thompson says . "The
no-bralner In the equation becomest We have to enter the black market . We have
to enter the black market. We've got to pursue this tax-free environment through
the Illegal smuggling efforts back into Canada ."

If the cigar-ettcs u6re srriuggfed, CaiSada coutdn't tax tiien-i : The cbst of a pack evoultJ a 1 by
half, and sales would soar .

Thompson, who worked for R .J . Reynolds for 20 years, says the smuggling was set up like
this ; Canadian cigarettes were shipped to the United States and then onto an Indian
reservation in upstate New York . The reservation straddles the border .

R.) . Reynolds' cigarettes, called "Export-A's," were loaded onto boats and can9ed to the
Canadian side of the reservation. The smugglers claimed that because they never left the_ _.. . .
reservation, the cfgarattes were legai _ .

.
. but 7hompson says that it iiYiprtanttn understan

that the reservation was receiving S billion cigarettes a year•

~The pretense was the cigarettes were 3ega! because the smugglers ciainierl. they never left
the reservatiun. W

1

N
~

?
tn
J

tn

RJR0040001539067144
7DD49 4842 Source: https://www.industrydocuments.ucsf.edu/docs/fydj0011



But Thompson says you have to understand the reservation was receiving 5 t,illion
cigarittes a year . "It's a little difficult to digest," Thompson says . "The numbers state
that there are approximately 2,800 Native Americans that live on the reservation ."

That means each man, woman and child on the reservation would have to smoke nearly
5,000 cigarettes a day . In fact, Thompson says, the c .igarettes were distributed throughout
Canada. He elaims that, at one point, 60 percent of RJ . Reynolris' Canedian business was
from smugg3ed cfgarettes .

According to Thompson, in 5993, Northern Brands aver .rc}ed $1 .3 nnillion a week in profits .

"iNe were considered the most » single-most - ..profitable business unit in the i23R
Nabisco family of companies," Thompson says .

pid anyone at the company ever ask questions about how he had done so tiveli? "They
didn't want to know; they didn't want to talk about it," Thompson says . "They knew
exactly where the money was coming fram . They knew the answers, why ask
them? They knew the answers."

Thompson 5ays his worries about the business were eased by R .3. Reynoids executives in
. . . . . .. Canada: "A lawyer on-the company`s_board ..teRs.me in a meeting_in rrey vice . . . . . . . . .

president's office that 'This is a legal business . It's a loophole. Nobody likes it but
we've got to be there."'

Asked if he knew that the enterprise was not legal, Thompson says, "(Tt was) certainly
sensitive. (I'm) obviously going to be labeled less than astute in this area."

He says that when he was reassigned to North Carofina, tha*e legal issues came up again,
with iawyers at headquarters .

Says 1"hompson: "On an average of approximately every other Monday, an in-house
lawyer from upstairs would come down and talk to us about our operation or how
our earnings were doing. But (that) left you with some feeling that, 'Yeah, it's
sensitive, but we're here . We're all In this together. And It's - it's a loophole . It's
gray. It's legal, OK?"'

Thompson says the scheme began at R .) . f:eynolds' Canadian subsidiary called RJR-
MacDonald . He remembers executives there were taking pains to leave no trace of the
i:ompany's involvement . . . . . . . . . . . .

"We were told to keep no paperwork in this business," Thompson says.

According to Thompson, the man who told him not keep any paperwork was his vice
president of sales at R3R-NlacDonatd . "He insisted . ..'You're not keeping any documents
are you?"' Thompson says . "He reminded me on many occasions not to keep any
hard copy on any correspondence with their o#fices ."

. . . . . . . . . . . . . . . . . .
. „From niiddle rnanagenbent and on up and beiowr ..people knew exactiyy virhatwas

going on," Thompson says,

"tf the tobacco tndustry wants smuggling to happen, it happens," says Greg
Connoliy, director of the Massachusetts Tobacco Cor'rtrot Program .
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Connolly testified to Congress that several tobacco companies have been investigated in
foreign countries for helping smugglers .

"This is not an exception to the rule," he says . "If you look at different companies
from different parts of the world, you see the same thing happening . This is the
first time when someone's come forth and spilled the beans and pointed the finger
where the finger should be polnted ."

Where should it be pointed? "Directly at management," he says .

Thompson says RJR's Canadian management followed his business closely . He says a senior
executive called him the Indian trader. He also remembers a financial officer once joked
that Thompson must not be doing his job because RJR cigarettes weren't turning up in
custom's seizures .

But if they were laughing in the hallways at R]R-MacDonald, Thompson says, they were also
watching their backs .

"I had a call from my executive, my vice president - who went on to become the
CEO of the company - called me in one day and he said, 'We're going to have some
people come In and we want them to monitor your office communications, your
telephone and your computers,"' Thompson remembers .

"They checked our phones and computers for listening devices that may have been
installed by the government. Within a few days they scheduled a visit to our
homes to do the same sort of surveillance over our home phones as well as
computers," he adds .

Thompson claims that other phones were also checked . He says that in RJR's Canadian
offices, phones of the chief financial officer, the chief operating officer and the controller
were also checked for bugs .

"To say you work for the industry and you were not aware of what was going on Is
just clearly, clearly willful blindness," Thompson says . "You couldn't possibly do

that under oath . It wouldn't be possible. Myself included ."

By 1994 federal investigators were aware of the smuggling operation . They zeroed in on
distributors who were moving RJR's cigarettes over the border . Two brothers, Bob and Lewis
Tavano, and another man, Larry Miller, were all convicted of money laundering in
connection with the smuggling scheme .

The Tavanos and Miller got RJR's cigarettes onto the reservation . Miller was a Las Vegas
slot-machine salesman who owned a piece of a casino . Lewis Tavano was a bookie who,
police say, had links to organized crime . Bob Tavano had been convicted of bribery .

Thompson says that people at R)R introduced him to the three men . "Larry MI[ler, Bob
Tavano and Lewis Tavano - those are the people that I was introduced to on behalf
of the company by our executive," he says .

"If you take the company's position on Les Thompson," he says . "Les Thompson
Invented the business . It started with Les Thompson, and it ended with Les
Thompson."
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"Nothing could be further from the truth," he continues . "The company knows
where they made the $100 million . They know the customers that produced the
$100 million during this time frame . That money Is in RJR Nabisco's coffers, not in
my bank account ."

In 1998 R .J . Reynolds' subsidiary, Northern Brands, paid $15 million in fines and penalties
and admitted that it lied to U,S . Customs about why it was shipping Canadian cigarettes into
the United States. But it never acknowledged smuggling the cigarettes back into Canada .

Thompson says that R]R made $100 million from the business . "It's a very profitable
operation," he says . "But, you know, the downside Is I'm going to prison for
sponsoring the company's efforts in that market."

When the FBI began closing in, Thompson says RJR put him under wraps . They assigned
him a do-nothing job and moved him to Ftorida .

"During the next 20 some odd months, roughly 21 months, company lawyers
Indicated to me that 'Stand tall, we're all on the ship together . We'll get though
this, the government is saber rattling ."' he says .

"Had I known how serious the consequences of my performance were going to be
in regards to where I'm at today, I would have been at the prosecutor's door
Monday morning June 1997," he says .

Last year, Thompson was arrested in connection with the smuggling scheme . He pleaded
guilty to money laundering charges .

"I've been charged with money laundering $72 million," he says . "I don't have $72
miliion. I'm going to be paying a $100,000 fine very shortly at my sentencing . I
am cashing in my pension in the United States to pay that fine . R.J. Reynolds has
that money . I do not have that money."

R.J . Reynolds Tobacco declined to talk on camera to CBS News . In a statement, a
spokesman says that neither R .] . Reynolds Tobacco nor the parent company have been
implicated in any criminal investigation . Last year RJR sold its Canadian operations to a
Japanese tobacco company .

Thompson claims that RJR says that he is to blame . "I'm a rogue player," Thompson
says, characterizing its portrayal . "Started and stopped with Les . He's a bad guy. He
was out of control . Nothing could be further from the truth ."

Connolly says tobacco's big secret is that companies profit from smuggling even when not
directly engaged in the smuggling itself .

"One third of U .S. cigarettes are never accounted for," he says, "If they were
accounted for, and they had to pay taxes, a lot of those cigarettes wouldn't be
sold. The tobacco industry would lose revenue and lose money . If one-third of U .S .
computers were never accounted for, it would be a scandai . IBM would be
outraged . When it comes to the tobacco industry, it's business as usual ."
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Thompson will begin his prison term in February. "I was convinced by the lawyers
Inside the company and outside the company, it's gray, it's a loophole, it's been
here for years and it's going to be here long after," he says . "It hasn't stopped
because Les Thompson Is going to the gallows ."

He is now cooperating with criminal investigations that are ongoing in the United States and
Canada . Thompson is also the key witness in a civil suit that Canada has just filed against
RJR demanding $1 billion in damages .

Money is not the only thing that Canada lost in the smuggling scheme . Ultimately the
smuggling became so rampant that it broke the back of Canada's anti-smoking strategy .
And the government cut the cigarette tax just to stop the smugglers . Smoking among teen-
agers is once again rising .

RJR0000001539067144
7DD49 4B46 Source: https://www.industrydocuments.ucsf.edu/docs/fydj0011



Regional Briefs

1""`aHOME

~

Send an e-mafl to
your representative
or start a petition at

JournalNows
interactive town

hall : E-The Peopleo

sylsakQUT
Visit our messan9
boards and discuss
Current Events .

AeE I ASC SAM I&ESIHES5 I CIASSrIEDS I CYOEROViDE I HONE I LIV{NG I NEWS

OwHNm I sEnRCN I SVFAK ouT I mOkT$ I THE Wlar I TV uSrrNCS : wEATNEa

Regional Briefs
Ex-executive : RJR aware of scheme

JOURNAL STAFF AND WIRE REPORT

A former Winston-Salem tobacco executive on the
CBS television show 60 Min utes ll last night said
that R .J . Reynolds tobacco officials knew about a plan
to smuggle cigarettes into Canada to avoid paying stiff
Canadian taxes .

Les Thompson was sentenced in December to six
years in federal prison for defrauding the Canadian
government out of $72 million in taxes . Thompson
worked for Northern Brands International, a now-
defunct company that Canadian officials say was set
up in Winston-Salem to distance RJR's Canadian
subsidiary from the smuggling operation .

The Canadian government also alleges that R .J .
Reynolds officials knew about the scheme and ran the
operation out of Winston-Saleni. The Canadian
government is suing R .J . Reynolds Tobacco Holding,
formerly known as RJR Nabisco ; R .J . Reynolds
Tobacco Co„ the U.S. cigarette-making unit ; R .J .
Reynolds Tobacco International Inc ., a subsidiary sold
in 1999 to Japan Tobacco Inc . ; RJR-Macdonald Inc .,
a subsidlary In Canada also sold to Japan Tobacco ;
and other affiliates .

A spokesman for R .J . Reynolds Tobacco Co . and its
holding company, R .J . Reynolds Tobacco Holdings
Inc., said in a statement that neither company has
been implicated in current investigations by Canadian
and U.S. officials . The spokesman said Ihat the
criminal Investigation concerns oniy the former
subsidiaries .
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Tar, Nicotine Numbers On Packs Belie Reality

Smokers of cigarettes supposedly low in tar and nicotine may actually inhale
twice as much of those dangerous chemicals as numbers on rhe packs
indicate, says a new study that renews concern about government cigarette
testing-

The Federal Trade Commission already warns smokers to be skeptical of
the tar and nicotine measurements that tobacco companies derive using a
machlne-testing method the FTC created 30 years ago .

Researchers in the mid-1990s reported that smokers were inhaling more tar
and nicotine than the FTC machine measures, because smokers take more
puffs, puff longer and deeper, and cover air vents that are supposed to filter
some chemicals from cigarette smoke .

The FTC has been unable to come up with a new, better testing method .
The tobacco industry has long contended that every smoker smokes
differently anyway .

The latest study, reported in today's issue of the Journal of the National
Cancer Institute, analyzed the volume of smoke inhaled by 133 smokers
puffing their usual brands of low-nicotine or medium-nicotine cigarettes .
Researchers at the American Health Foundation in Valhalla, N .Y., concluded
that smokers of low-nicotine cigarettes inhaled 2 .5 times more nicotine and
2.6 times more tar than FTC testing indicated they should have . For
medium-nicotine cigarettes, smokers inhaled 2 .2 times more nicoline and
1 .9 times more tar.

A Mixed Report on Women and Smoking

The percentage of American women who said they smoked declined from
1987 to 1996, with more pregnant women also abstaining from cigarettes or
at least cutting down, a study released yesterday said .

But in a sign that smoking may not be in full retreat as a public health
problem, the proportion of younger women who said they had smoked at
least 100 cigarettes in their lives increased slightly during the study period .

The Centers for Disease Control and Prevention in Atlanta reported that 24
percent of women responding to a telephone survey said they smoked In
1996, down from 27 percent in 1987 .

Among pregnant women, 12 percent said they smoked in 1996, down from
16 percent in 1987 . In addition, the number of cigarettes smoked per day by
pregnant women declined to an average of 15 in 1996 from 19 in 1987 .

In each year of the study, pregnant women were about half as likely to report
being current smokers as non-pregnant women, said the report published in
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loday's Journa of the American Medical Association .

Among women aged 18 to 20, the study found that 27 peroent said in 1996
they had smoked at least 100 cigarettes in their lives, up from 26 percent in
1987, Among all participants, 38 percent said in 1996 EiEat they had smoked
at least't00 cigarettes, down from 44 percent in 1987 .

Researchers ar a€yzed the responses of 187,302 vaornen aged 18 to 44,
Among those, 8,803 said they were pregnant .
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Company Press Retease

S{7URCE: Anrencwrr Gencer :SocJety

Dr. JeffrEy Wigand and the Am erican Cancer
Society Implore Calif. Voters To Keep 50-Cent
Tobacco Tax

Refa.ted_Qupfe~

^0X 315f;p,)2 <0.00
^Ex& 4130.81 40.[r0
^SHti.; 1455,14 +0.00_

553.37 . . . . .±U .ta,r.
c ,{: t~s4.sr +n.uo
de3g ed 20 nt!ns him_c_r

LOS ANGELES, Jan. 18/PRNewswirei -- .feffrey Wigand, a former research director for Eirnwn & 1tViiliarnson Tbbacco
. . . . . . . . . . . . . . .GorrJ . . stut-tne sufrjcct of ihc: nrw+ Touchstone Pictures film, =7he Insider ." x•ilt endorse thc Stop Rig_T :obac.co . ..- .No on . . . . .

Prop 28 campaign during a news conference with the American Cancsr Society at Los Angeles Ch€Idron's Hospital,
WerfnesdayJanuary 19th .

The former executive and scientist for America's third-largest tobacco company amused his fonxter bosses of a vadety
of abuses including criminal perjury and destruction of evidence, quashing research on safe cigaretles, reckless use of
harmful additives and export control violatlons . The story of his whistle-blowing and subseque,lt charactar
assassination is the topic of the critically-acclaicned movie, "The insider" released November 5th .

The 9:45 a:m, pres5 .aonference, on lanuary t 9ih, wilt t3e in the hospitat's Santa Anita Lacture Hal1 ; 4650 Sunset
Boulevard .

Wigand, who was a central witness in the U .S. government's lawsuit against the tobacco industry which eventually led
to the $206 bi36on federal tobacco settlement, will share his perspective on t3 ;g Tabacco during his endorsement ot the
No on 28 campaign. The Stop Big Tobacco, No on 28 campalgn is being organizNd by a statewide grass-roots coalition
effort ted by the Anierican Cancer Society, the Arnerican Lung Association and the American Heart Association .

Propositiorr 28 is a March 7th baliot initiative that, if passed, would repeal the new voter-approved 50-cent tobacco tax .
The-proposft;on, piacedon tfte-batlot bytheowner of the 50U•chaln Cigarettes Cheaper stores ; is ~designed to increase
tobacco sales and promote smoking in California . In addition, Proposition 28 would strip California citizens of any future
rigttt to raise tobacco taxes by voter initiative .

Tobacco sales in California declined by 30 percent during the first six months after the tax's enactment . Revenue
generated by the tax, some $670 mi€lion so far, is solely dedicated to children and family development social programs
around the state .

Representatives of the Cat9€orrtia offices of the Amertcan Cancer Socvety, Amedcan Lung Associatfon and the
Arnerican Heart AssociatiorrwEttjoin Wigand in urging voters to vote No on 28 . The tosAngeies press conferenoe is
part of a statewide klckoff of Stop Big Tobacco carripaign events in more than 10 Caltfornla regions . For more
information about the campaign or Wigand's appearance please contact Aton2a Robertson at 510-893-790Lt ext .223 or
510-710-74E39 .
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Cut in tobacco quotas ciosing warehouses
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Cut in tobacco quotas
closing warehouses

Page 1 of 2
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Current Events .

;eas en t a e,•oun ys smajust one warehouse rn t
town where years ago there were more than 10. Artd
stockholders at that one, Liberty Warehouse, wili
decide this week whether to close .

A th:rd consecutive cut in tobacco quotas, announced
by the federat government in December, sounded the
death knell for Banner, whe.re tobacco has changed
hands tor more than 50 years, its owner Jerry Pace
sald last wae

"I hated to close, but times are like they are," Pace
said. "We just couldn F survive "

If L. :berty closes, the Wendell tobacco market will
disappearjust like sa many ot .hers before it _Durham,
l7unn and Sanford, to name a few .

"We'relosing orat< of the iast pieces oJ riur farm4ncJ
tterltage ° said Ira Fuller, 57, V`Jendell's town manager .
"!'ve been here all my life, and there's always been a
tobacco warehouse ."

Once, the opening of the tobacco market in late
summer was an event that filled the street .s with
peop:e,

. . . . . . . . . . . . . . . . . . . . . . .Inside the warehouses, farmers tiispfaqed their
tobacco for cigarette companies to buy, hoping to
bring home the money that would support their
families through the year . Outside, vendors lined th,e
streets, stores stayed open late and families carne out
to he part af the festivities .

J

N
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Cut irt tobacco quotas closing warehousos Page 2 of 2

6ut in the pest three years, the federal quota, which
d4ctates how much tobacco Arnerican farn3ers can
grow, has been cut nearly in ha!f. Arnericarn farmers .
wt3o soid ntore than 1 6iVfiorr pounc9s ni tv>{>acca in
1597, will se!I 543 m :Bion pounds this year .

Warehouse owners, svfiho receive a 2 .5 percen'•.
commission nn every pound of tobacc.o sold from their
floor, are suffering ju.st €i'n«o farmers .

And with this year's 18 `i perc :+rd yr7o!a Cut ;us€
announced, it is still unknown how many will close
fire`ore nextVear's harvesi ;sy 1 htalec im-[~}unic+ey, t€38
managing director of the Bric ht Selt War ehouse
association, which represents warehouses in the
Carolinas, Virginia, Georgia: ano Fioridra .

"7he warehouse busnross is really yettinc_t dsrtcierous ;"
said Bobby Thomas, one of three remaining
wara'u;use owners in t uquay V2rina . "But I'm in a
sltuation where that's aU i've ever done . I'm 61 yeats
otd, anc I'll try .to };esp it goinq _arother .coupf .. years ." _

Thomas' warehouse wiiO sell only about 3 .5 rtzil!ion
pounds this year . Once that number c}oes be!ow 3
rni€tion, he ssid, there won't be enough money to open
the doors .

€n Wendelt, times ate even :au Jher . Both the Banner
ene the Liberty sold only aboui 1 rniUion pounds last
year . . .And.il7atwas before this .uEa:'s cuts. . . . . . . . . . . .

"Farl7aers bring less so we se!l less," Pace said . "It just
001 down io where it's not protitable ."

Published: January 19, 2000
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Mississippi Takes Anti-Tobacco Advocacy to
the Pulpit; State Invests Anti-Tobacco Funding
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I

in Faith Based Programs, According to the Partnership for a Healthy
Mississippi

JACKSON, Miss ., Jan . 18lPRNewswire/ -- In an effort to reach deeper into the state, the Partnership for a Healthy
Mississippi has granted more than $250,000 of its anti-tobacco funding to churches and other faith-based organizations
across the stato . The recipients will work with the Partnership to reduce tobacco use in youth and families through the
faith-based system in Mississippi .

"The faith community provides an invaluable perspective in our fight against tobacco," says Mike Moore, Attorney
General and Chairman of the Partnership for a Healthy Mississippi . "Addiction is not just a condition of the body, but of
the spirit. It destroys the family structure through premature illness and death, and prevents us from living up to the
best that we can be . We are calling upon our spiritual leaders to help us fight our cultural reliance on tobacco - and we
know they will answer that call ."

The current faith-based program is an expansion of a program funded by the Partnership last summer for the S .W.A.T.
program (Students Working Against Tobacco) . The pilot program focused primarily on teaching junior high students life
resiliency skills through faith-based day camps . The new program has been expanded to include youth of all ages and
their families in a primarily faith-based setting led by religious leaders around the state .

"As the home state of the original Marlboro Man, tobacco has long been a way of life for Mississippi," said Cindy
Widdig, Targeted Projects Coordinator at the Partnership for a Healthy Mississippi . "Changing the culture moans
changing our communities - from the youngest child to the most respected adult, from the statewide legislature to the
local church . The joint effort between the Partnership and the faith community was ideal because, historically,
Mississippi churches have led the way toward social change ."

According to research, nearly 50% of Mississippi teens that smoke started when they were between the ages of 11 and
13. Research has indicated that youth in grades 4-7 are making decisions that will affect the rest of their lives,

"It is vital to reach young people before they start using tobacco and other drugs," says Kelly Dumas, Communications
Director for the Partnership for a Healthy Mississippi . "After the success of the first program, we understood the value
of continuing to work with the faith community . The goal of this program is to arm faith-based organizations with the
resources they need to help our youth from ever picking up their frst cigarette ."

"I'm proud to join in the Partnership's fight against tobacco," notes Reverend Matthew Canada, who will be
participating in the Partnership's efforts through Pilgrim Rest M .B . Church in Madison . "I have personally seen the
destruction that tobacco can cause in our community, and can think of no greater service than helping to ease that
suffering. Our faith in God can free us from all the chains that bind us -- including the chains of nicotine addiction ."

The non-profit organization awarded 100 mini-grants of up to $2,500 for faith-based organizations to conduct anti-
tobacco learning activities for youth in grades 4-7, and to offer cessation information to older teens and adults who

RJROOOiQOrtg1 g~YOdih ieftavior
. The projects will run January 1, 2000 - May 31, 2000 .
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The Partnership for a Healihy h9ississippi is a non-profit organization made up of more than 50 statewloe governmental
and non-governMOntat agerrcies and more than 600 Iracal organiaations . The Partnershfp {s dedir,ateJ to vffering
Mississippi youth healthy, tnbacco•free a` :ternatives . Tha Partnership is funded through a $62 mil€ :on award from the
tobacco industry separate from the stafe's $4 biflion settlarnent .

50URCE., F'arGrershl,o for a Heathy Mississippi
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li'SJ(1117); US Tobacco Firrn. Likely To Post Mixed Results

By Cathle.en Egan
Dow Jones Newswlres
NEVJ YORK -- Cigarette ct>n.urnptiort continued to decline in the fourth rluarter, affectin~~

tnd-of-tlre-yesu• profits at tobacco maiiufacturers .
Total industt'y volunre dropped about fi'i> in the quarter, analysts said . Beti,re ':999, the industry ha(d been

tracking shiptrtent s;rowth of abtrut 2% a yeur• A number of cigtu•ett .e-pric e. increases, howevc.r, drove up the
averaT e cost of a pack and kept ctsnsunters at a distance thrcruehr ut the year . Analysts est.in.are that tobacco
volume fell 9rioio 10% in 1999 .
Though industty- shipments we.re down in the foiuth quarter, the decline- was an improvement ove.r the

lirst .nitte mouths oi the year, rvhen volume ievels had decreased about Analvsts expect quartea .lsy
results to ittiprovc, beginning in the firt quarter, as thee performances will star ; to campare with weak 1999
resuk¢ .
"Overall, there is a better ti ne to the business," said David A .delrnttn, a tobacco industry analyst fc r

Morgan Stanley Uean'iTJitter . "Thee fourth cluaner shuuld provide tiie evidence that 2000 owill he Ireuer for
the industry than 1<?q9 .". . . . . . . . . _ . . . . . . . ._f,hiIip Mori•is Cus, the largest cigarctte company in the nattori ; is expecteii to post higher fotiitli-quarter
U .S . tobacco profits, thc ol><ratirms` only year-overu•etv quarterly increase in 1999 . 1Ir. Adelntan estimatis
the company': domestic tobaccoessrnings rose 2% to 3% to S1 .4r3 b"tllion .l3ut shipments fell 4% to 7% .
Pro#its grew in part because of thce success of the flagship Marlborv br :utd and top-notch sales executitirt,
Mr. Adelman said .
On thee international side,'ulr. Adelman said Philip Morris's tobacco profits rose a slight 1% to $990

million while volume decreased 4 .5% . -Analysis said the business is showing improvement from quartetx
past:, .ht t in thc, fcturth quiirter continued we>akueis in niarkers stlc :h. ai Ruc<it9 &nd hasterrt Eurohr te•niltereld . . . . . . . . . . . . . . . . . . . . .
results .
On ttte bright side, major mark.ets such as Western Europe and Japan posted strong results, saiti Credit

Sttisse .Pirst Boston analyst Bonnie llerzon . Also, Philip Morris escalred a negative currency hit in the
quater-unlike other, rtcent duatten, when negatiee currency Iranslations subtractc.d millions of clrAl :ars
frorn the company's prafit line .
'The food business was sturdy in t'he fourth tluarter. Profits in Krcift f<<xxl : domeatic operations rose 6f%n to

7% to about $686 million, and 3iraft logged close to a 2% gain in volume, Mr . Adeiman estimated . The
international ferod business continues to make tttarginal itnpreventents : Profit is e?cpectect tofiaveo rFsen 1 c :i
to $363 million .
Miller Brewing Co ., which represents alx>ut 3% of Philip Morris's business, stirrcd up a strong quarter .

Profits rose ahout 42% to $67 million, hfir . Arieltuam said . The unit continues to benefit from brewine
contracts signed with Pabst Brewing Co . last year. Analysts expect quarterly volume to have increased I S'c
to3%.
Overail€, Philip Morris is expected to lost fourth-quarter earnings of 75 cents a lhare, repvesentin ;,•q an

8.3% increase from a year earlier .
Z'ha stary isri'i us bTiglit tit RJ Reyiiordc TobsiecoXloIdiiins C'o . ; ilie iriitton's No. 2 tzib:icco coiripany . At
RJR, which mak,es Camel and Winston brand cigarettes, operating income is estimated to hava dropped
28%. to $324 million, crr 78 cents a share, compared with $1 .56 a share a year earlier, Mr . Adelmaut said .
Volume isestimtned to havee fallen 11~"o to 12%, almost double the industty's total decline .
The company, which operates strictly as a 11 .5, tobacco operation, is seeing, more brand erosion than its

competitors. Higher cig3rette prices resulting from the costly national tobacco settlenre.nt signed in liK1K
have forced consumers to "trade dowrt," or switch to cheaper brands .
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Bu1 sinaller lobacco companies are seii.ing an opportunity opened by the national deal . The agreement
said the smaller players couldn't increase market share beyond a certain level without incurring a financial
penalty . But the benchmark was set high enough that these companies have been able to boost market
share, as well as prices, without risking profitability and volume .
RJR has been losing market share to these smaller brands, which despite higher prices are still cheaper

than RJR's brands . RJR's value-price Doral cigarette alone saw an 11% to 12% drop in volume in the
quatter, Mr. Adelman said .
At the same time, RJR has maintained marketing spending levels in an effort to salvage brand equity .

That, combined with the steep drop in volume, has affected RJR's profit line .
(END) DOW JONES NEWS 01-16-00
09:03 PM

Copyright 2000 Dow Jones & Co ., Inc. All rights reserved .
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Canada Issues Graphic Smoke Warning

By TOM CANEPi
A4gOGntPd V;L`4s Vdr$kr

TORONTO (AP) - Photos of diseased organs would cover up to 54 pecent of cigarette packaging under
a proposal expected to be announced on Canada's national anti-smoking day, "l4reedless SNednesday ."

Health Minister Alan Rock has been studying the matter for more than a year, and persistent news
reports said he would formally propose the new warning regulations on Wednesday . A ministry
spokesman refused to comment on the proposaL

If approved by the government after public hearings and other steps in the regulatory process, the
warnings would be the first anywhere to include graphic photos of diseased orgatts, according to Cynthia
Callard of physicians for a Smoke-Free Canada .

'`Showing a picture of a brain that's been destroyed is a much stronger way of getting the message
across," she said .

Canada has stiffened anti-smoking regulations in recent years . Smoking is generally prohibited in public
places such as government buildings and auditoriums, and some areas ban smoking in bars and
restaurants .

Health warnings on cigarettes were required until the Supreme Court in 1995 struck down portions of
the Tobacco Products Control Act as unconstitutional .

Cigarette makers continued including health warnings voluntarily, and a new Tohacco Act passed in_ _
199'7 left it to the goverrirnent to irnpose or3y regu3ations on health warnings .

7he tobacco industry has c hallenged other aspects of the 1997 Tobacco Act in court, contending it
amounts to a ban on cigarette advertising and therefore infringes on free expression guaranteed by the
Charter of Rights, The case is pending,

Robert Parker, president of the Canadian Tobacco Ptanufacturer's Council, was quoted by The Globe and
Mail newspaper as saying that the industry has been left out of consultations on the government's
heaith_warning plans ._ . . . . . . . .

He questioned whether the graphic Images under consideration could be reproduced on packages, and
said the industry previously agreed with the government that cigarette packages should have warnings
but disagreed over what the warnings should say and how large they should be .

In the United States, cigarette makers are required to include warning labels on packages . Two U.S .
senators, Democrat Frank Lautenberg of New Jersey and Republican Richard Lugar of Indiana, intend to
propose legislation this year that would require the warnings to be worded more clearly and directly,
andto-includealist-ofafEtngretlients-and canC eir-cauSing ageCit .53fi c i garE:tt2s, taUtenbergrcofFiceSWLJ-------
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