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+++ WHAT'S NEW

A few weeks ago, after writing about the emerging Olympus

scandal and how it read like a thriller novel, we received

a tip from a reader that there is another potentially worse

Japanese corporate scandal in the works, involving the

international subsidiary of Japan Tobacco, JTI. At first we

didn't take it seriously, because the reporter group

breaking the story were working out of Belgrade, and, well,

some of the accusations seemed pretty far-fetched(&->TDIF1=&k5%) --
smuggling, illegal counterfeiting factories, financing the

Syrian Assad regime with indirect kickbacks, and other

things.

This view seemed to be confirmed in a November 4 news item
from Reuters, which reported the fact that there were
accusations against JTI by the reporter group, Organized

Crime and Corruption Reporting Project (OCCRP), and which
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on requesting comment from JTI Reuters received the
response that: "These matters have all been properly
addressed and handled within JTI in line with our overall
stance towards anti-illicit trade and my understanding is
that it has been all solved or addressed already as far as
JTI is concerned.” The spokesperson, Hideyuki Yamamoto
based at Japan Tobacco here in Tokyo then went on to
dismiss the credibility of the whistleblowers by saying
that the information in the OCCRP report had been
circulated for the past two years or so by people believed

to have been fired by JTI.

So, this could all be a hoax, or as Yamamoto seems to be
intimating in his comments to Reuters, a case of sour

grapes by a fired employee. However, one of the people who
was fired was in fact a senior manager in JTI's own
investigating team, Dave Reynolds, and the information
being “circulated” was none other than an April 2010 report
by Mr. Reynolds to Japan Tobacco in Tokyo saying that his
investigative unit was being harassed and even had email
accounts hacked by parties hired by the top management in
JTI, i.e., his own top management were trying to impede

his group's investigations. Reynolds implored in his letter

for the addressee, a Haruhiko Yamada here in Tokyo, to take
the situation seriously and do something about its errant

subsidiary.

Reynolds was the VP of Global Brand Integrity at JTI and
was fired just days after rendering the report. Shades of
Olympus? He is certainly no lightweight. Much like Michael
Woodford of Olympus, Mr. Reynolds has a strong resume,
which includes his current position (we found him on
Linked In and subsequently had an email conversation with
him) as SIO for Criminal Activities at the FBI. Prior to

JTI he was a Foreign Services Officer at the US Department
of State and earlier on an intelligence officer at the CIA.

A guy like Mr. Reynolds probably doesn't need to make stuff



up as is contained in his report, which you can find on the
OCCRP website. http://www.reportingproject.net/. Go to the

Story Documents tab, and look at PDF #10.

Actually Reynold's April 10th report was the climax of a
number of reports his team had provided JTI senior
management on smuggling, intimidation, blind eyes turned to
counterfeiting, kickbacks, Russian mob involvement, and
other nefarious activities. He specifically stated in his

final letter to Japan Tobacco that he thought the

activities of some of the senior (non-Japanese) management
in JT1 itself bordered on being illegal and appeared to be

in contravention with a 2007 agreement between the EU and
JTI that required JTI to report all instances of smuggling

that it uncovered. Pretty serious charges.

Since Reynolds was fired, OCCRP says it has uncovered
further and more recent documents from March-May this year
which show that the hanky panky is still going on. JTI's
Middle East business partner, IBCS, run by a fellow named
Rami Makhlouf, is doing substantial business with the

Syrian government and according to an EU report funds them
through his activities. IBCS doesn't seem to care much

about the EU sanctions and as an example shipped 90m duty
free cigarettes to Syria four days after the sanctions

were put in place. Further, on May 27th, JTI itself shipped
84,000 cases of cigarettes to the Syrian government's GOT
organization, including 20,000 cases free of charge. We
wonder if JTI can explain why they effectively gave 200m
cigarettes, worth around US$15m to a government that will
clearly sell them and pocket the change? Further, we wonder
if JTI's parent, Japan Tobacco, can defend why it hasn't
taken disciplinary action against its subsidiary's senior

management for such actions?

We're surprised that this case hasn't seen more light of

day in the Japanese press. Probably because OCCRP is in
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Eastern Europe and because Japan Tobacco here in Tokyo is
good at stonewalling. Unfortunately for Japan Tobacco,
OCCRP has accumulated an impressive stack of apparently
authentic documents to buttress its case, and although the
EU's policing organization for the tobacco industry, OLAF,
doesn't seem very effective, here in Tokyo, Japan Tobacco
is opening itself up for a law suit relating to senior
management being aware of potentially illegal activities

and not doing anything about it.

In our opinion, after speaking to OCCRP and confirming

with Reynolds that the documentation is authentic, Japan
Tobacco needs to appoint an investigative committee here in
Tokyo to find out what its senior managers at JTI have been
doing and potentially hiding. In Europe JTI has legal

liability if the OCCRP allegations are true (see
http://ec.europa.eu/anti_fraud/budget/cig_smug/2007_en.html).
Further, the Tokyo Prosecutors office should also get
involved, reviewing the many documents that OCCRP has, to
see if any Japanese laws have been broken. At very least
there should be some action against those directors

responsible for management control of JTI.

What the JTI case does suggest is that Olympus is just the
tip of the iceberg, it's not a one-off situation. As

Japanese firms which are used to keeping skeletons in the
family closet start to go international, they need to
understand that there are rules and people which they
can't control and it is all too easy to have things wobble

out of control.

The JTI case will also confirm for many foreign

shareholders that major Japanese firms are not serious

about corporate governance, and that this will ultimately

be a problem for the Japanese government. Indeed, the JTI
case is much more a government problem than Olympus was,

since the government owns 50% of Japan Tobacco. Given that
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point, we believe that the DPJ should tell Japan Tobacco's
top management to get the problem sorted out before it
potentially embarrasses the country even more than the

Olympus case has done.
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