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April 1, 2010

Hon. John Wilkinson

Minister of Revenue

Frost Building South, 6th Floor
7 Queen's Park

Toronto ON M7A 1Y7

Dear Minister Wilkinson:
Re: Control of contraband tobacco

As you know, the founding partners of the Ontario Campaign for Action on
Tobacco have been strong partners and supporters of the government’s Smoke-
Free Ontario Strategy (SFOS) since its inception in 2004. We have always
appreciated your strong personal support of the Strategy.

The increasing spread of easily-available contraband tobacco in Ontario is the
most serious tobacco control issue we face today. While we have been informed
that the government intends to address the issue, we were disappointed that no
specific steps to control contraband were announced as part of last week’s
provincial Budget. We are also unaware of any plans to announce specific action
in the foreseeable future.

Contraband tobacco has several critical impacts on the province’s fiscal and
economic health and that of its citizens:

e Untaxed cigarettes, which are manufactured on 4 to 5 First Nations
reserves in Ontario, Quebec and New York State, can be purchased for as
little as $10-$15/200 cigarettes across Ontario. Higher cigarette taxes are
recognized as the most effective deterrent to smoking initiation and tobacco
use. Ontario has the second lowest provincial tobacco tax rate in Canada
after Quebec. Ontario has not increased tobacco taxes to match much
higher rates in Western Canada, largely because of fear of escalating
contraband.

e The 2008 provincial Auditor’s report estimated the province lost $500
million in tobacco tax revenue in FY 2006-07, primarily as a result of
contraband. It is reasonable to assume that similar annual amounts have
been lost since then;

We have thus lost a) unpaid taxes, b) the deterrent effect of higher taxes
and c) the revenue which could have been raised from tax increases;

e The government has yet to implement the smoking cessation system it
promised in its 2003 election campaign platform, and again in its 2007
platform. Progress on cessation is undermined by the presence of cheap,
untaxed product, which encourages smokers who would otherwise been
motivated to quit by higher prices, to continue smoking;

e The presence of contraband tobacco is also associated with increased
lawlessness, including trafficking in drugs, guns and illegal immigration.
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Beyond the above fiscal and enforcement impacts, Minister, the impact of contraband has become
increasingly serious for our young people. For the first time in 2009, the Centre for Addiction and
Mental Health’s Ontario Student Drug Use and Health Survey asked students about their use of
contraband cigarettes. About 6% of all students reported smoking contraband cigarettes in the past
year. This percentage represents about 60,000 students in Ontario. Among the group of students
who reported smoking during the past year, 53% reported smoking contraband cigarettes.

The OCAT partners and colleagues from national health agencies have been advocating contraband
control with the federal and provincial governments for more than four years now, so far with few
results. We presented a number of possible remedies to contraband to a joint Ontario Ministry of
Revenue/Finance/Aboriginal Affairs staff group in November 2008, and have repeatedly urged the
province to enact these measures since then. The Canadian Cancer Society, Ontario Division, a
member agency of OCAT, has for many years presented recommended remedies to the Standing
Committee on Finance and Economic Affairs during pre-budget consultations.

The longer governments take to implement substantive action to control this problem, the more likely it
will be that contraband manufacturing and supply lines become so widespread, and so entrenched in
many Ontario communities, that they will be even more difficult to eliminate.

There are a number of measures which have been repeatedly recommended to your government,
which could be enacted in the near term to significantly reduce contraband tobacco. | would like to
again reiterate the measures we believe can have a quantifiable impact on the spread of contraband,
as follows:

e There are numerous unlicensed manufacturers of contraband on both the Tyendinaga and Six
Nations reserves. These manufacturers depend on supplies of raw materials to make their
products, specifically raw leaf tobacco and other materials such as cigarette papers, filters and
packaging materials. Prohibiting the supply of these raw materials to these manufacturers (as
Quebec has done in the case of raw leaf) is critically important if we are to reduce the flow of
contraband from local sources;

e While the OPP, the RCMP and your Ministry’s staff have made a number of seizures in recent
years and continue to work in this direction, there is no clear and comprehensive direction to
municipal police to participate in contraband enforcement. Empowering the thousands of
municipal police officers across Ontario to assist in this effort should include the following
measures:

o Establish enforcement programs similar to the RIDE program in areas off-reserve but
near reserves where illegal sales of contraband occur. These programs could be
accompanied by advertisements about the program, and media releases advising of
vehicle seizures and convictions. Allowing the issuance of tickets for infractions would
make such programs less cumbersome.

While there are obvious limitations with respect to searching vehicles, the success of
RIDE-type programs would reside in large part from their varying timing and locations,
as well as attendant publicity value: there has to date not been any broad
communication of the fact that it is illegal for non-First Nations Ontarians to purchase
cigarettes without paying tax;

o Establish joint operational groups consisting of all levels of police in high contraband
traffic areas. The Eastern Ontario Joint Agency Group chaired by the KFL&A Health
Unit is a model for this type of operation, but needs additional resources;

o Non-police officials with legislated enforcement responsibilities beyond tobacco control
must be educated and, where appropriate, specifically empowered to understand the
contraband issue and where possible to conduct seizures and apply penalties. These
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officials must be able to better understand their potential roles in controlling contraband,
and be educated about how to enforce existing statutes, or to refer to other appropriate
law enforcement bodies when they see contraband in the community;

o Cross-appoint the following to also be able to enforce the provincial Tobacco Tax Act:
a) Provincial tobacco enforcement officers;

b) Other inspectors responsible for provincial and federal sales tax, Excise Act and
federal Tobacco Act enforcement .

e Reform the provincial allocation system. One way would be to simply reduce the allocation:
Saskatchewan has just reduced its allocation to one carton/FN individual reserve
resident/week.

Another is to establish a provincial refund/rebate system for tax-exempt, legally manufactured
tobacco products supplied to a reserve, as five provinces have already done. Under this
system, legal products shipped to a reserve and supplied to on-reserve retailers would have an
amount equal to provincial tobacco tax included in their price. Sales to Status natives would
be made exempt of provincial tobacco taxes. After such eligible tax-exempt sales to Status
natives, the on-reserve retailers would then apply to the provincial government for a refund.

Given that five other provinces have already implemented a rebate/refund system, there is no
reason why Ontario cannot do the same. Moreover, Ontario has already implemented a
refund/rebate system for on-reserve sales of gasoline: the same approach should also be used
for tobacco products;

¢ Require a provincial marking directly on individual cigarettes, as Singapore has done.
Singapore requires “SCPC”, which stands for Singapore Duty-Paid Cigarettes, to be printed on
each cigarette. In Ontario’s case, the government should consider having the required
marking to be health-based in nature, e.g. the toll-free number of the Smokers Helpline (1-877-
513-5333). As an initial step, the Tobacco Tax Act should be amended to create regulatory
authority for required messages to appear directly on cigarettes.

Beyond the above, we have a number of other recommendations we would be pleased to discuss at
your convenience.

As lead on this file, Minister, you have a critical role to play in encouraging your colleagues to take
aggressive and immediate action to curtail this problem. We urge your government to act before
contraband becomes an intractable and virtually uncontrollable problem, and would be pleased to join
with you in addressing this problem as soon as possible.

Yours very truly,

bl

Michael Perley
Director

cc: Rowena Pinto, Senior Director, Public Affairs, Canadian Cancer Society — Ontario Division
Kathleen Perchaluk, Manager, Public Issues, Canadian Cancer Society — Ontario Division
Nadia Yee, Senior Manager, Government Relations, Heart and Stroke Foundation of Ontario
Krista Orendorff, Senior Specialist, Partner Programs, Heart and Stroke Foundation of
Ontario
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Joanne Di Nardo, Manager, Government Relations, Ontario Lung Association

John Atkinson, Manager, Health Promotion, Ontario Lung Association

John Wellner, Director, Health Promotion, Ontario Medical Association

Lorraine Fry, General Manager, Non-Smokers’ Rights Association

Premier Dalton McGuinty

Jamison Steeve, Principal Secretary, Office of the Premier

Sean Mullin, Deputy Director of Policy and Research, Office of the Premier

Dan Carbin, Senior Advisor, Health Policy Issues, Office of the Premier

Grahame Rivers, Special Assistant, Legislative & Issues, Office of the Minister of Revenue

Hon. Dwight Duncan, Minister of Finance

Alex Mazer, Director of Policy, Office of the Minister of Finance

Hon. Chris Bentley, Attorney General and Minister of Aboriginal Affairs

Brent McCurdy, Senior Policy Advisor, Office of the Attorney General

Saga Williams, Senior Policy Advisor, Office of the Minister of Aboriginal Affairs

Hon. Carol Mitchell, Minister of Agriculture, Food and Rural Affairs

Hans Feldmann, Senior Policy Advisor, Office of the Minister of Agriculture, Food and Rural Affairs

Hon. Kathleen Wynne, Minister of Transportation

Andrew Hurd, Policy Advisor, Road User Safety, Office of the Minister of Transportation

Hon. Rick Bartolucci, Minister of Community Safety and Correctional Services

Jennifer Kett, Senior Policy Advisor, Office of the Minister of Community Safety and Correctional
Services

Hon. Margarett Best, Minister of Health Promotion

Camille Gooden, Health Policy Advisor, Office of the Minister of Health Promotion

Hon. Sophia Aggelonitis, Minister of Consumer Services

Hon. James Bradley, Minister of Municipal Affairs and Housing

Hon. Laurel Broten, Minister Responsible for Women'’s Issues and Minister of Children and Youth
Services

Hon. Michael Chan, Minister of Tourism and Culture

Hon. Leona Dombrowsky, Minister of Education

Hon. Brad Duguid, Minister of Energy and Infrastructure

Hon. Peter Fonseca, Minister of Labour

Hon. John Gerretsen, Minister of the Environment

Hon. Michael Gravelle, Minister of Northern Development, Mines and Forestry

Hon. Eric Hoskins, Minister of Citizenship and Immigration

Hon. Linda Jeffrey, Minister of Natural Resources

Hon. Deborah Matthews, Minister of Health and Long-Term Care

Hon. Madeleine Meilleur, Minister of Community and Social Services and Minister Responsible
for Francophone Affairs

Hon. John Milloy, Minister of Training, Colleges and Universities and Minister of Research and
Innovation

Hon. Gerry Phillips, Minister Responsible for Seniors and Chair of Cabinet

Hon. Sandra Pupatello, Minister of Economic Development and Trade

Hon. Monique Smith, Minister of Intergovernmental Affairs

Hon. Harinder Takhar, Minister of Government Services

Dr. Allan Northan, Medical Officer of Health, Algoma Public Health Unit

Dr. Malcolm Lock, Medical Officer of Health, Brant County Health Unit

Dr. David Colby, Acting Medical Officer of Health, Chatham-Kent Public Health Services

Dr. Robert Kyle, Medical Officer of Health, Durham Region Health Department

Dr. Paul Roumeliotis, Medical Officer of Health, Eastern Ontario Health Unit

Dr. Frank Warsh, Acting Medical Officer of Health, Elgin-St. Thomas Public Health

Dr. Hazel Lynn, Medical Officer of Health, Grey Bruce Health Unit

Dr. Lynn Noseworthy, Medical Officer of Health, Haliburton, Kawartha, Pine Ridge District Health
Unit
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Robert Nosal, Medical Officer of Health, Halton Region Health Department
Elizabeth Richardson, Medical Officer of Health, City of Hamilton Public Health Services

Richard Schabas, Medical Officer of Health, Hastings & Prince Edward Counties Health Unit

Nancy Cameron, Medical Officer of Health, Huron County Health Unit

lan Gemmill, Medical Officer of Health, KFL&A Public Health

Christopher Greensmith, Acting Medical Officer of Health, County of Lambton Community
Health Services Dept.

Anne Carter, Medical Officer of Health, Leeds, Grenville and Lanark District Health Unit
Graham Pollett, Medical Officer of Health, Middlesex-London Health Unit

Robin Williams, Medical Officer of Health, Niagara Region Public Health Department
Jim Chirico, Medical Officer of Health, North Bay Parry Sound District Health Unit
Nancy Cameron, Acting Medical Officer of Health, Northwestern Health Unit

Isra Levy, Acting Medical Officer of Health, Ottawa Public Health

Douglas Neal, Acting Medical Officer of Health, Oxford County — Public Health and
Emergency Services

David Mowat, Medical Officer of Health, Peel Public Health

Miriam Klassen, Acting Medical Officer of Health, Perth District Health Unit

Rosana Pellizzari, Medical Officer of Health, Peterborough County-City Health Unit
Susan Kaczmarek, Medical Officer of Health, Porcupine Health Unit

Michael Corriveau, Medical Officer of Health, Renfrew County & District Health Unit
Charles Gardner, Medical Officer of Health, Simcoe Muskoka District Health Unit
Penny Sutcliffe, Medical Officer of Health, Sudbury & District Health Unit

Sam Graham, Acting Medical Officer of Health, Thunder Bay District Health Unit

Pat Logan, Acting Medical Officer of Health, Timiskaming Health Unit

David McKeown, Medical Officer of Health, Toronto Public Health

Liana Nolan, Medical Officer of Health, Region of Waterloo Public Health

Nicola Mercer, Acting Medical Officer of Health, Wellington-Dufferin-Guelph Public Health
Allen Heimann, Medical Officer of Health, Windsor-Essex County Health Unit

Karim Kurji, Medical Officer of Health, York Region Public Health Services



