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Federal funding: Please provide a precise indication of how the federal government could fund your 
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Intended beneficiaries:  Please indicate the groups of individuals, the sector(s) and/or the regions that would 
benefit by implementation of your recommendation.
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of Canadians would be improved, jobs would be created, people would be trained, etc. 
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Please use this page if you wish to provide more explanation about your recommendation(s).

 

*Please note that at least one recommendation must be provided 


	Organization name: Imperial Tobacco Canada Limited
	Name: 
	rec1: The Federal Government should take immediate and decisive action to shut down or ensure equal law enforcement for the 50 illegal cigarette factories operating on Canadian soil and the more than 300 First Nations smoke shacks selling tobacco outside existing legal, regulatory, and tax frameworks. Such a move is critical to addressing the supply of contraband tobacco in Canada. No new laws are needed to do so; it is simply a matter of enforcing existing ones.   
	rec2: It is estimated that Federal and Provincial Governments lose over $1.5 billion in tax revenue annually to the illegal tobacco trade, with $600 million lost to the Federal Government alone each year. Therefore, hundreds of millions of dollars in new tax revenue are available to the Federal Government to fund enforcement efforts if contraband is reduced or eliminated.        
	rec3: The primary beneficiary will be the Federal Government, which can recoup up to $600 million in lost tax revenue if contraband is reduced or eliminated. There will also be benefits for law-abiding business owners. For example, convenience stores often rely on tobacco for up to 50% of their sales, but in recent years have lost that business to the illegal operators and First Nations smoke shacks. Reducing contraband levels will also help cut off a cheap and easily accessible source of cigarettes for youth.
	rec4: Contraband tobacco is an ongoing threat to public health and safety and all Canadians will benefit from its elimination. The RCMP has reported that there are 175 groups tied to organized crime that are involved in the illegal tobacco trade. These groups reportedly use contraband tobacco profits to fund other types of criminal activity. In addition, contraband undermines all tobacco control initiatives, including sales to youth. Tobacco control efforts have significantly less impact in a market with so much contraband penetration.
	rec5: The Government should continue to pursue a sensible and responsible tobacco excise policy. There is an indisputable link between high taxes and contraband. It is the significant price gap between legal and illegal cigarettes, driven by high taxes and the fact that contraband cigarettes are not taxed, that creates the demand for contraband. While the Federal Government has avoided making the situation worse in recent years by holding the line on taxes, the same cannot be said for some provinces, which have implemented reckless tax increases that threaten to expand the contraband market.    
	rec6: There is no cost to the Federal Government with this recommendation.  In fact, there is up to $600 million in new tax revenue available if contraband tobacco is reduced or eliminated. That is money that can be reinvested in other public policy priorities, including contraband enforcement. 
	rec8: Reducing or eliminating contraband tobacco will improve public safety for all Canadians, cutting off an important funding source for organized crime groups. Enforcing the law equally will also provide reassurance to law-abiding businesses that their interests will be protected. Finally, addressing contraband will prevent the further undermining of tobacco control initiatives as the illegal operators ignore the 200-odd laws and regulations that apply to the legal tobacco industry and retailers.
	rec9: The Federal Government should invest in a public education campaign on illegal tobacco focused on its links to organized crime, the penalties associated with its use, and the lack of any quality standards or content control in its manufacturing process. Promises of such a campaign have been made in the past, but we have yet to see anything comprehensive or effective. Such a campaign should create awareness about, and reduce demand for, contraband tobacco.
	rec10: There is $600 million in lost tax revenue available to the Federal Government if contraband tobacco is reduced or eliminated. For a very modest investment in public education about contraband, the potential revenue windfall for Government could be very significant.   
	rec11: The primary beneficiary of this recommendation is the Federal Government, which stands to recoup hundreds of millions of dollars in lost tax revenue if consumer demand for contraband is reduced. Adult smokers will also benefit since they need to know about the legal and public safety risks of purchasing contraband.
	rec7: The primary beneficiary will be the Federal Government, which can recoup up to $600 million in lost tax revenue if contraband is eliminated. There will also be benefits for law-abiding businesses, like convenience stores and other retailers, who have lost tobacco sales to the illegal operators and First Nations smoke shacks. Reducing contraband levels will also help cut off a cheap and easily accessible source of cigarettes for youth.
	rec12: Reducing or eliminating contraband tobacco will improve public safety for all Canadians, cutting off an important funding source for organized crime groups. Addressing contraband will also prevent the further undermining of tobacco control initiatives as the illegal operators ignore the 200-odd laws and regulations that apply to the legal tobacco industry and retailers. Finally, as contraband is reduced and the Government recoups lost revenue, that money can be invested in other public policy priorities, like deficit elimination or social spending.
	rec13: Since 2006, illegal tobacco has made up 16%-33% of the market nationally, depending on the year. The local trends are even more alarming, with contraband hitting 48% of the market in Ontario and 40% in Quebec in 2008. Although more of a problem in Central Canada, there have been contraband seizures as far east as Newfoundland and as far west as British Columbia. 

Most illegal tobacco sold in Canada is produced in unlicensed and unregulated factories situated on First Nations reserves. The RCMP has reported that there are 50 illegal cigarette factories on reserves in Ontario and Quebec.  

Illegal cigarettes are sold through two main channels. The first is “on-reserve,” whereby consumers purchase illegal cigarettes directly from one of over 300 “smoke shacks” located on First Nations territories. The second practice is “off-reserve” and involves distribution networks set up by criminal organizations, which purchase huge volumes of illegal cigarettes for resale across the country.

According to the RCMP, there are more than 175 groups linked to organized crime involved in this illegal trade. These groups also traffic drugs and arms and there have been reports that profits from the sale of illegal cigarettes may fund international terrorist organizations.   

Illegal tobacco undermines all efforts at tobacco control, and particularly the use of high taxes to encourage smokers to quit. A carton of illegal cigarettes will sell for $8-20, whereas a legal carton retails for $70-100 or more. Also, because they are sold at pocket money prices and by criminals who do not ask for ID, contraband cigarettes are much more accessible to minors.  

The roots of the illegal tobacco trade lie in simple supply and demand economics, as documented by the C.D. Howe Institute, Fraser Institute, Canadian Tax Journal and others. These studies show a direct link between successive and substantial tax increases in the 2000-05 period and the growth of illicit supply from First Nations reserves. The significant increase in the price gap between legal and contraband cigarettes driven by tax increases over that period led consumers to seek out cheaper illegal products. At the same time, criminals were looking to make money and identified a new market opportunity. The net result was an exploding contraband tobacco market in the latter part of the last decade, and one that is still significant today as the supply and demand sides of the equation have changed little.  

The latest round of reckless tobacco tax increases by some provincial governments will most likely further stimulate demand for cheaper illegal products. On the supply side, there is so much capacity in the 50-odd illegal factories in this country that the contraband operators could supply the Canadian market several times over.

The recommendations made here are intended to address both supply and demand for contraband tobacco, since both sides of the equation are contributing to Canada's illegal tobacco crisis.
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