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portfolio of tobacco and vapor products in the industry,
redefining enjoyment for adult tobacco consumers.

We understand that with the continued growth in our businesses, there is an increased expectation that

we will continue to lead the transformation of our industry, and an expectation that we will champion

sustainable practices within our companies and our industry. Our 2015 Sustainability Report microsite

outlines many activities that RAI’s subsidiaries made toward improving the sustainability of its

businesses, including:

Articulating goals and accountability for sustainability initiatives by our leadership team and our

board of directors;

Increasing employee participation in the Right Decisions Right Now: Be Tobacco Free youth

tobacco prevention program by 65 percent;

Creating a subsidiary focused on innovation and speed to market with new vapor and nicotine

products that may have the potential to reduce the harm caused by smoking;

Bolstering our leadership in vapor innovations through a technology-sharing and licensing

agreement with Nicoventures Holdings Limited, a subsidiary of British American Tobacco plc;

Quantifying the environmental impacts in our supply chain to better focus our efforts; and

Strengthening our processes for hiring, developing and retaining employees, our Transforming

Tobacco trailblazers, from day one and throughout their career at RAI.

Most importantly, we are driving innovation through our businesses to meet the changing preferences of

adult tobacco consumers and the expectations of society.

As you read through our sustainability microsite, I hope you will agree that RAI and its subsidiaries have

made enormous progress in 2015 toward our Transforming Tobacco vision. This vision drives our

sustainability strategy, and will guide our companies’ actions and growth in the years ahead.

Susan M. Cameron

President and Chief Executive Officer

Reynolds American Inc.
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The RAI board of directors is responsible for preserving the long-term interests of the company’s

shareholders by overseeing the management, strategy and governance of RAI and its subsidiaries,

including the Transforming Tobacco vision. The Corporate Governance, Nominating and Sustainability

Committee has direct board-level oversight for our sustainability strategy. The Corporate Governance,

Nominating and Sustainability Committee charter outlines their responsibility for sustainability to include:

Monitoring and reviewing programs and practices of RAI and its subsidiaries on sustainability

topics, including Youth Tobacco Prevention, Tobacco Harm Reduction and Commercial Integrity

(including environmental and social impacts of RAI, its operating companies and supply chain);

Monitoring and reviewing the policies, programs and practices of RAI and its subsidiaries on

political contributions and lobbying, and support of charitable organizations; and

Monitoring the reputation generally of RAI and its subsidiaries and their relationships with external

stakeholders regarding significant social responsibility matters.

In addition, the executive vice president (EVP) of public affairs annually reports sustainability progress to

the full board.

Each function within RAI and its subsidiaries has specific goals supporting the Transforming Tobacco

vision, which are reflected in employees’ individual goals. Annual performance for each employee is
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evaluated against these goals, creating common goals and accountability within each company.
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ONGOING ENGAGEMENT

Our stakeholder engagement process continues and is an important tool in identifying, prioritizing and

managing sustainability issues. As such, we regularly interact with a variety of stakeholders. Key

components of our engagement processes include:

Legislative and Regulatory Engagement: RAI Services staff and representatives regularly meet with

legislators and regulatory agencies with oversight of our industry to discuss issues related to our

businesses and the tobacco industry. We believe it is important that we share with them significant

commercial events that support our Transforming Tobacco vision, and we want to understand their

positions on key issues. We annually report corporate political contributions in the Governance section of

RAI’s website.

Stakeholder Dialogues: To date, RAI companies have conducted 58 formal, third-party facilitated

stakeholder engagements, including three in 2015. The conversations are focused on gaining insights

and building strategic partnerships.

Association Engagement: Through our association memberships, we participate in discussions about

industry and scientific issues, provide education and work together toward mutual goals. Currently, RAI

and its subsidiaries play an active role in the following organizations, along with many other national,

state and regional groups:

National Conference of State Legislatures (NCSL);

Carolina Farm Stewardship Association (CFSA) (life member);

National Association of Tobacco Outlets (NATO);

Farm Labor Practices Group (FLPG) (founding member);

National Association of Convenience Stores (NACS);

National Foundation for Women Legislators (NFWL); and

Cooperation Centre for Scientific Research Relative to Tobacco (CORESTA).

RAI and its subsidiaries will continue to evolve our vision to
lead the industry as we continually engage with diverse
stakeholder groups. Together, we will Transform Tobacco.

OUR STAKEHOLDERS

Community groups;

Environmental advocacy groups;

Health policy groups;

Public health officials;

Adult tobacco consumers;

Trade customers;

Educational groups;

Tobacco growers;
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Legislators, regulators and other

government offices;

Investors;

Suppliers; and

Employees.

Supplier Engagement: RAI’s operating companies engaged a third party to evaluate cradle-to-gate

environmental impacts within the supply chain, from operations processes all the way through the

distribution network to retail stores.

Completed in 2015, this analysis found that a majority of the companies’ environmental impacts occur in

the supply chain, in particular in the farming of tobacco leaf by our contracted growers and suppliers.

These results caused us to refine our definition of material topics, breaking our leaf supply chain into its

own topic—Responsible Agriculture. This enables us to better address the material environmental and

social issues specific to tobacco farming, and the management of environmental, social and governance

(ESG) topics across our entire supply chain. Breaking out leaf supply chain also aligns more closely with

the way these areas of focus are managed for our operating companies.

The results of the environmental materiality assessment and stakeholder feedback received through the

dialogue process have also helped to guide our new environmental goals, and allow our operating

companies to identify and prioritize initiatives based on their impact and ROI. Read more about our 

environmental goals and actions.

By committing time, energy and resources to the principles
that drive the three pillars, we continue to transform the
tobacco industry and achieve sustainable growth for RAI’s
shareholders, employees and other stakeholders.
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Meters) per Million Dollars
Revenue

Wastewater Generated (G4-EN22)
Untreated to Municipal Sewer
(Cubic Meters)

1,162,460 1,135,078 1,033,505 1,317,372 1,467,163 1,421,391 1,383,846

Pre-Treated to Municipal
Sewer (Cubic Meters)

0 0 0 0 2,729 5,221 8,132

Treated, to Surface Water
(Cubic Meters)

0 2,715 0 0 0 0 0

Treated, to Land Application
(Cubic Meters)

661 850 662 1,841 1,339 1,000 1,162

Total Wastewater (Cubic
Meters)

1,163,121 1,138,643 1,034,167 1,319,213 1,471,231 1,427,612 1,393,140

Total Wastewater (Cubic
Meters) per Million Dollars
Revenue

138.15 133.16 121.08 158.86 178.63 168.53 130.50

Total Waste by Type and Disposal Method (G4-EN23)
Non-Hazardous Wastes: Sent
to Landfill (Metric Tonnes)

18,137 19,343 16,672 20,257 15,684 10,506 10,164

Non-Hazardous Wastes:
Incinerated (Metric Tonnes)

8 8 4 10 90 218 263

Non-Hazardous Wastes:
Recycled3 (Metric Tonnes)

27,192 9,906 13,992 8,342 11,584 12,211 9,580

Non-Hazardous Wastes:
Composted3 (Metric Tonnes)

33 74 156 5,501

Non-Hazardous Wastes:
Other (Metric Tonnes)

17

Total Non-Hazardous 45,337 29,290 30,742 28,765 27,358 22,935 25,525
Hazardous Wastes: Sent to
Approved Landfill (Metric
Tonnes)

0 0 0 0 8 5 2

Hazardous Wastes:
Incinerated (Metric Tonnes)

7 8 18 19 18 16 120

Hazardous Wastes:
Recycled3 (Metric Tonnes)

1 0 2 2 0 0

Hazardous Wastes: Energy
Recovery3 (Metric Tonnes)

8 9 1

Hazardous Wastes: Other
(Metric Tonnes)

6 5

Total Hazardous (Metric
Tonnes)

16 17 19 22 28 27 128

Total Waste (Metric Tonnes) 45,354 29,307 30,761 28,787 27,386 22,963 25,653
% Recycled3 60 34 46 30 42 53 59
% Disposed 40 66 54 70 58 47 41
Total Waste (Tonnes) per
Million Dollars Revenue

5.39 3.43 3.60 3.47 3.33 2.71 2.40

Employee Breakdown by Operating Company (G4-9)
ASC (FTEs) 514 512 550 562 557
RJRT (FTEs) 3,942 3,632 3,607 3,592 3,738
SFNTC (FTEs) 415 373 357 397 447
Other (FTEs) 514 455 474 717 776
Total FTEs 5,385 4,972 4,988 5,268 5,518
Part-time 0 0 0 55 38

Diversity (G4-LA12)
% Female 29.3 29.7 29.5 28.7 28.4 28.8 29.1
% Minority 25.4 24.5 23.5 23.1 23.9 25.5 26.2

Employee Annual Performance Reviews (G4-LA11)
% Receiving Annual
Performance Reviews

100 100 100 100 100

Hires and Promotions
% of open positions filled by
internal candidates

62 76

Employee Training (G4-LA9)
Average hours per full-time
employee of training and
development (hours)

73 42

Average amount spent per full-
time employee on training and
development ($)

2,600 2,498

Employee Engagement/Satisfaction (goal = 78)
% of Satisfied Employees 78 79 86
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% of Employees Responding 89 90 93
Safety Data (G4-LA6)
Lost Time Incident Rate 0.71 0.68 0.96 0.71 1.1
OSHA Incident Rate 1.7 1.4 2 1.5 1.9
Contractor OSHA Incident
Rate4

1.5 1 1.4 1.4

Results of Operations (G4-9 & G4-EC1)
Net Sales ($MM) 8,419 8,551 8,541 8,304 8,236 8,471 10,675
Net Income ($MM) 955 1,337 1,406 1,272 1,718 1,445 3,253
Cash Dividends per Share ($) 0.865 0.92 1.075 1.165 1.24 1.34 1.39

Research & Development
R&D Expenses ($MM) 68 71 69 62 72 88 107

Community (G4-EC1)
Donations ($MM) 10.2 10 7.7 11.6 10.4
Cash Donations ($MM) 10.8

Employee Matching-Grant Information
Individual Grant Requests
Paid

1,192 1,616 1,883

Employees Participating
(FTEs)

532 592 689

Charitable Organizations 385 505 512
Dollars Match ($) 448,000 577,000 714,000

Youth Tobacco Prevention
YTP Grant Dollars ($) 150,000 250,000
Employee Participation (FTEs) 295 486

 
1 2015 data reflect updated emission factors, including AR4 (2007) GHG Global Warming Potentials
2 Total data only for plants subject to regulatory requirements to track and report air emissions
3 Recycled total includes wastes composted and sent for energy recovery (fuel blended)
4 Measured at RJRT Manufacturing facilities  
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defining report content

List of stakeholder groups engaged by the

organization

G4-24 1.4 Stakeholder Engagement & Materiality

The basis for identification and selection of

stakeholders with whom to engage

G4-25 1.4 Stakeholder Engagement & Materiality

Approach to stakeholder engagement G4-26 1.4 Stakeholder Engagement & Materiality

Key topics and concerns raised through

stakeholder engagement

G4-27 1.4 Stakeholder Engagement & Materiality

Reporting period G4-28 2015

Date of most recent previous report G4-29 2014

Reporting cycle G4-30 We report progress on our sustainability

initiatives annually.

Contact point for questions regarding the report

or its contents

G4-31 TalkToRAI@RJRT.com

GRI Content Index G4-32 Content Index

Assurance G4-33 2.3 Assurance Statement

Governance structure G4-34 1.1 Sustainability Governance

Process for delegating authority on economic,

environmental, and social topics from highest

governance body to senior executives and other

employees

G4-35 1.1 Sustainability Governance

Executive-level position(s) with responsibility for

economic, environmental, and social topics, or if

post-holders report directly to highest

governance body

G4-36 1.1 Sustainability Governance, YTP, THR, CI

Board composition G4-38 1.1 RAI Board of Directors

If the Chair of the highest governance body is

also an executive officer

G4-39 1.1 RAI Board of Directors

Process for determining the composition of the

highest governance body

G4-40 1.1 Committee Composition and Charters, 

Governance Documents

Processes in place for the highest governance

body to ensure conflicts of interest are avoided

G4-41 1.1 Committee Composition and Charters, 

Governance Documents, Ethics and

Compliance

Roles of highest governance body and senior

executives in development, approval, and

updating the organization's purpose, value or

mission statements, strategies, policies, and

goals related to economic, environmental and

social impacts

G4-42 1.1 Committee Composition and Charters, 

Governance Documents

Process for communicating critical concerns to

highest governance body

G4-49 1.1 Ethics and Compliance

Remuneration policies for highest governance

body and senior executives

G4-51 1.1 Governance Documents, 2015 Proxy Statement

(pp. 30-88)

Process for determining remuneration G4-52 1.1 2015 Proxy Statement (pp. 30-88)

Values, principles, standard, and norms of

behavior

G4-56 Guiding Principals and Beliefs, Code of Conduct

Direct economic value generated and distributed G4-EC1 GRI Data Tables
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Energy consumption within the organization G4-EN3 2.3 Greenhouse Gas & Energy, GRI Data Tables

Energy intensity G4-EN5 2.3 GRI Data Tables

Reduction of energy consumption G4-EN6 2.3 Greenhouse Gas & Energy

Total water withdrawal by source G4-EN8 2.3 Water, GRI Data Tables

Percentage and total volume of water recycled

and reused

G4-EN10 2.3 Water, GRI Data Tables

Direct GHG emissions (Scope 1) G4-EN15 2.3 Greenhouse Gas & Energy, GRI Data Tables

Energy indirect GHG emissions (Scope 2) G4-EN16 2.3 Greenhouse Gas & Energy, GRI Data Tables

GHG emissions intensity G4-EN18 2.3 GRI Data Tables

Reduction of GHG emissions G4-EN19 2.3 Greenhouse Gas & Energy

Emissions of Ozone-Depleting Substances

(ODS)

G4-EN20 GRI Data Tables

NOx,SOx, and other significant air emissions G4-EN21 GRI Data Tables

Total water discharge by quality and destination G4-EN22 Water, GRI Data Tables

Total weight of waste by type and disposal

method

G4-EN23 2.3 Waste & Recycling, GRI Data Tables

Weight, and percentage transported

internationally, of waste deemed hazardous

G4-EN25 Waste & Recycling, GRI Data Tables

Percentage of new suppliers screened using

environmental criteria

G4-EN32 1.7 Supplier Risk Management

Employee benefits provided G4-LA2 3.3 Employee Well-Being

Type and rates of injury, occupational diseases,

lost days, and absenteeism, and total number of

work-related fatalities

G4-LA6 3.6 Workplace Safety, GRI Data Tables

Average training hours G4-LA9 3.3 Talent Pipeline

Programs for skills management and lifelong

learning

G4-LA10 3.3 Talent Pipeline

Percentage of employees receiving regular

performance and development reviews

G4-LA11 3..4 Talent Pipeline

Composition of governance bodies and

employees

G4-LA12 Talent Pipeline

Percentage of new suppliers screened using

labor practices criteria

G4-LA14 1.7 Supplier Risk Management, Audits &

Assessments

Operations and suppliers at risk for incidents of

child labor, and measures taken

G4-HR5 1.7, 3.2 Promoting Good Agricultural Practices (GAP)

Operations and suppliers at risk for incidents of

forced or cumpulsory labor, and measures taken

G4-HR6 1.7, 3.2 Promoting Good Agricultural Practices (GAP)

Percentage of new suppliers screened using

human rights criteria

G4-HR10 1.7, 3.2 Supplier Risk Management, Audits &

Assessments

Actual and potential negative human rights

impacts in the supply chain and actions taken

G4-HR11 1.7, 3.2 Promoting Good Agricultural Practices (GAP)

Communication and training in organization's

anti-corruption policies and procedures.

G4-SO4 1.3 Ethics and Compliance, Governance

Documents

Political contributions by country and beneficiary G4-SO6 1.3 Governance Documents

Information required by procedures for product

and service labelling

G4-PR3 Marketing Responsibility
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Distribution of Right Decisions Right Now: Be Tobacco Free program (RDRN);

Number of employee-led RDRN presentations; and

Legislation passed to prevent minors from purchasing, using and possessing tobacco products,

including e-cigarettes.

The cross-functional YTP Pillar Team includes representatives from public affairs, government relations,

philanthropy and communications. The team meets monthly to advance our efforts, and reports to the

Transforming Tobacco Steering Committee and to the RAI Leadership Team on the progress toward

goals and efforts around our programs and priorities.

In 2015, the YTP Pillar Team introduced a comprehensive, multi-year pilot program called the North

Carolina Plan, with the goal to reduce youth tobacco use throughout the state. The plan coordinates YTP

efforts throughout RAI and its operating companies under a single guiding strategy, and seeks to increase

employee participation, as well as generate greater understanding and involvement from external

stakeholders, by developing reliable engagement mechanisms, messaging and metrics. Stakeholder

groups engaged by the North Carolina Plan include employees, trade partners, educators, government

officials, non-profit organizations and consumers. Goals and engagement mechanisms are included for

each stakeholder group, and are owned by a member of the YTP Pillar Team. YTP Pillar Team members

have personal goals linked to the success of the North Carolina Plan and their specific stakeholder

groups. For example, the Pillar Team member responsible for employee engagement has a goal to

increase the number of employee presenters by 10 percent in 2016. The YTP Pillar Team hopes to

accomplish this goal through various mechanisms, such as creating an RDRN Employee Advisory

Council, whose goal is to educate and engage employees. The Team anticipates expanding this

comprehensive YTP strategy to other states in the future.

PROGRAMS AND PRIORITIES

RAI and its operating companies are proud of the programs they’ve developed, and the efforts they’ve

made, to accelerate the decline in youth tobacco use. Our commitment is to keep Youth Tobacco

Prevention at the forefront of our efforts as we pursue our vision of transforming the tobacco industry. It’s

the right thing to do for our society and it’s the right thing for our businesses.

YOUTH TOBACCO PREVENTION PROGRAMS

Youth tobacco prevention programs supported by RAI companies, like Right Decisions Right Now and
We Card, have played an important role in the decline in youth tobacco use during the past 25 years.

LEGISLATIVE ENGAGEMENT
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RAI Services Company’s public affairs department advocates for legislation that strengthens youth
tobacco prevention laws across the United States. We believe all states should have laws addressing
youth tobacco prevention.

MARKETING RESPONSIBILITY

RAI’s operating companies are responsible marketers of age-restricted products for use by informed
adult tobacco consumers. RAI’s operating companies are responsible marketers of age-restricted
products for use by informed adult tobacco consumers.
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the American Association of Poison Control Centers;

Conducted national radio campaign to raise awareness, garnering more than 25 million

impressions; and

Engaged 1,750 educators at national conferences throughout the United States.

WE CARD

In 1995, R.J. Reynolds was a founding supporter of the We Card program, recognized by its yellow-and-

red retail sign stating “Under 18, No Tobacco: We Card.” The program offers retailers materials and

training to help them stop the sale of tobacco products to minors.

Today, 20 years later, the We Card program is widely accepted across the country as the premier

tobacco sales training and education program for retailers, and R.J. Reynolds continues to be a strong

supporter of that program. To date: 

We Card has held more than 2,100 classroom training sessions, in all 50 states in the U.S. and

its territories;

More than 400,000 owners, managers and frontline employees have been trained by We Card;

44 state coalitions have been assembled to support state-level training and education;

237 regional, state and local trade associations support the We Card program;

More than 1.1 million We Card kits have been distributed to retailers nationwide; and

State government agencies in 25 states have supported the We Card program and at various

times over the years; governors and state attorneys general have either endorsed or expressed

support for the We Card program.

As impressive as these numbers may be, the most important achievement of We Card and other

programs and efforts like it is the fact that FDA audits show that the illegal sale of tobacco products to

minors has been reduced dramatically. The FDA has completed more than 335,000 retail compliance

checks involving minors since 2011. In 2015, 88 percent of retailers successfully confirmed the

purchasers’ age during retail compliance checks.

We will continue building upon the success of these programs in 2016.
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constitute a violation of the MSA if done by the participating manufacturer itself.

MARKETING SAFEGUARDS

RAI’s operating companies maintain an internal database of adult tobacco consumers who have

indicated that they wish to receive marketing materials from a tobacco company. To be added to the

database, they must first certify that they are adult tobacco consumers at least 21 years of age. The age

of consumers who sign up through a brand website or the consumer relations center is verified using

independent third-party sources that contain a broad range of private, public and government data. For in-

person consumer engagements, such as in retail outlets, bars and nightclubs, adult tobacco consumers

are required to show a valid, government-issued photo identification showing proof of age in order to be

added to the marketing database.

Every mailing sent out contains information identifying ways for consumers to opt out of future

communications. In addition, consumers are removed from the active mailing list after a period of

inactivity if they do not redeem promotional offers or otherwise interact with our companies and brands.

STRICT ADVERTISING STANDARDS

RAI’s operating companies’ policies for placing print advertising are designed to limit youth exposure

while maintaining our constitutional right to communicate with adult tobacco consumers. The companies’

policies exceed the U.S. Federal Trade Commission’s guidance for advertising other age-restricted

products, such as alcohol. As part of their policies, the operating companies:

Review data regarding the age of a publication’s readership and will only advertise if such

publication’s readership is predominantly adult;

Analyze the editorial content of the publications over time to assess whether the topics covered

by such publication have adult appeal and focus;

Evaluate third-party advertisements that appear in those publications to assess whether such

advertisements are for products that have adult appeal and focus; and

Assess such factors as the publication’s business stability, circulation dynamics and method of

distribution.

Vapor products are not subject to the same federal requirements nor the restrictions set forth in the MSA

as are combustible cigarettes. Nevertheless, RJR Vapor works to ensure VUSE advertising is consistent

with RAI and its operating companies’ commitment to reducing youth exposure to tobacco-related

messages. VUSE brand television advertising is only placed during programming viewed primarily by

adults, according to Nielsen data or other reliable third-party sources. All TV ads end with the message:

“NOT FOR SALE TO MINORS.” All consumer advertising for VUSE includes the following disclaimer:

“VUSE contains nicotine extracted from the tobacco plant. Nicotine is addictive and no tobacco product

has been shown to be safe.”
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TRAINING OUR EMPLOYEES

Every employee who interacts with adult tobacco consumers is trained to ensure that marketing

safeguards and standards are in place for every interaction. Through comprehensive computer-based

training, they learn how to follow policies, rules and procedures, as well as what constitutes an

appropriate, successful engagement. Consumer-facing employees must successfully complete this

training, as well as classroom training and role-playing exercises with a third-party assessor. Finally,

these employees receive in-market observation and coaching from their managers in order to

demonstrate mastery of the required skills and behavior.
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GOALS AND LEADERSHIP

Our goal for Tobacco Harm Reduction is to drive product and thought innovation that embraces science-

based evidence of the comparative health risks associated with tobacco use. A cross-functional team is

charged with integrating the Tobacco Harm Reductions strategies across RAI and its operating

companies helping ensure activities are aligned and deliver on our Transforming Tobacco vision.

“We are the right company at the right time to accomplish
this goal. What a great feeling to be successful in your
business goals and to do the right thing. The future is truly
exciting.” 
Brice O’Brien, executive vice president of public affairs and chief communications officer for
Reynolds American Inc.

PROGRAMS AND PRIORITIES

Reynolds American and its operating companies continue to transform the tobacco industry by reducing

the harm associated with tobacco use through a variety of mechanisms. They are as follows:

Our operating companies have long been known as leaders in product innovation, providing adult

tobacco consumers with a range of tobacco and nicotine-based products to adapt to changing

societal expectations.

Product Integrity — We begin with the principle that nothing is to be done or added to products that

increases their inherent risks.

Our companies remain committed to complying with all laws and regulations, and upholding our

strict marketing safeguards.

We engage with legislators and regulators with a goal of having the elements of tobacco harm

reduction our reflected in future legislation and regulation.

PRODUCT INNOVATION

RAI’s operating companies are working to innovate and introduce new products that meet the changing
expectations of adult tobacco consumers. We share the belief of many researchers that non-combustible
tobacco products may present significantly less risk than cigarettes. The varying risks presented by these
products can be viewed as a risk continuum.

PRODUCT INTEGRITY

A foundation for all of our product development is that first we do nothing to increase the inherent risks
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associated with tobacco products. From there, we undertake research to determine how to develop
products that may reduce the risks compared to products currently on the market.

MARKETING RESPONSIBILITY

Marketing responsibly to adult tobacco consumers is integral to our Tobacco Harm Reduction efforts.
RAI’s operating companies are responsible marketers of age-restricted products for use by informed
adult tobacco consumers.
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address industry trends and emerging consumer preferences. For the past decade, we have been

focusing research and development efforts, as well as acquisitions, to create a broad portfolio that

includes tobacco products that may present less risk, aligned with changing consumer preferences.

Our companies employ 175 individuals with scientist in their
title in research and development, and scientific and
regulatory affairs functions.

In early 2016, RAI created a new subsidiary, RAI Innovations Company (RAIIC), in which RJR Vapor

Company and Niconovum, USA will now reside. As a service company, RAIIC will focus on product

development and innovation in the vapor and nicotine product areas with the operating companies

commercializing these next generation products. We believe this restructuring will further streamline new-

product development, diversification and speed to market in these high-growth product categories,

allowing RAI to more efficiently meet the rapidly evolving preferences of adult tobacco consumers and

continue its leadership position in transforming the tobacco industry.
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Regulation and communication of tar, nicotine and “other harmful or potentially harmful

constituents.”

Since passage of the law and subsequent regulation by the FDA, RAI’s tobacco operating companies

have diligently complied with the timelines set by the Act and the agency, including:

Paying user fees in the amount of $792,820,286.78;

Registering domestic tobacco product establishments;

Submitting thousands of pages of product lists and reporting any changes for domestic

establishments;

Submitting documents relating to health effects of tobacco products;

Submitting a list of all ingredients by brand/sub-brand/quantity;

Submitting substantial equivalence documentation;

Complying with advertising and marketing restrictions in the Final Rule; and

Placing required warning statements and additional mandated information on advertisements and

labels of smokeless tobacco products.

Our companies continue to engage the FDA and its Center for Tobacco Products on matters of interest

because we believe open communication is the best approach to establishing an effective, science-based

regulatory framework for the tobacco industry.
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constitute a violation of the MSA if done by the participating manufacturer itself.

MARKETING SAFEGUARDS

RAI’s operating companies maintain an internal database of adult tobacco consumers who have

indicated that they wish to receive marketing materials from a tobacco company. To be added to the

database, they must first certify that they are adult tobacco consumers at least 21 years of age. The age

of consumers who sign up through a brand website or the consumer relations center is verified using

independent third-party sources that contain a broad range of private, public and government data. For in-

person consumer engagements, such as in retail outlets, bars and nightclubs, adult tobacco consumers

are required to show a valid, government-issued photo identification showing proof of age in order to be

added to the marketing database.

Every mailing sent out contains information identifying ways for consumers to opt out of future

communications. In addition, consumers are removed from the active mailing list after a period of

inactivity if they do not redeem promotional offers or otherwise interact with our companies and brands.

STRICT ADVERTISING STANDARDS

RAI’s operating companies’ policies for placing print advertising are designed to limit youth exposure

while maintaining our constitutional right to communicate with adult tobacco consumers. The companies’

policies exceed the U.S. Federal Trade Commission’s guidance for advertising other age-restricted

products, such as alcohol. As part of their policies, the operating companies:

Review data regarding the age of a publication’s readership and will only advertise if such

publication’s readership is predominantly adult;

Analyze the editorial content of the publications over time to assess whether the topics covered

by such publication have adult appeal and focus;

Evaluate third-party advertisements that appear in those publications to assess whether such

advertisements are for products that have adult appeal and focus; and

Assess such factors as the publication’s business stability, circulation dynamics and method of

distribution.

Vapor products are not subject to the same federal requirements nor the restrictions set forth in the MSA

as are combustible cigarettes. Nevertheless, RJR Vapor works to ensure VUSE advertising is consistent

with RAI and its operating companies’ commitment to reducing youth exposure to tobacco-related

messages. VUSE brand television advertising is only placed during programming viewed primarily by

adults, according to Nielsen data or other reliable third-party sources. All TV ads end with the message:

“NOT FOR SALE TO MINORS.” All consumer advertising for VUSE includes the following disclaimer:

“VUSE contains nicotine extracted from the tobacco plant. Nicotine is addictive and no tobacco product

has been shown to be safe.”
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TRAINING OUR EMPLOYEES

Every employee who interacts with adult tobacco consumers is trained to ensure that marketing

safeguards and standards are in place for every interaction. Through comprehensive computer-based

training, they learn how to follow policies, rules and procedures, as well as what constitutes an

appropriate, successful engagement. Consumer-facing employees must successfully complete this

training, as well as classroom training and role-playing exercises with a third-party assessor. Finally,

these employees receive in-market observation and coaching from their managers in order to

demonstrate mastery of the required skills and behavior.
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Enhancing the communities where our employees live and work.

TOBACCO EXCISE TAXES

Gaining broader awareness of the potential unintended consequences caused by further raising tobacco

taxes.

ILLICIT TRADE

Supporting law enforcement and communities to help combat illicit trade.
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coordinate and execute programs to achieve company-wide targets.

Each operating company identifies and selects its own strategies to drive return on investment and

environmental impact for the targets they control. Using results from our materiality assessment,

representatives from environmental, health and safety (EHS), engineering, facilities, energy and recycle

teams prioritize and implement initiatives. Progress is continually reviewed, and results are consolidated

and reported annually.

While initiatives are managed at the operating company level, the EHS managers meet regularly as a

group to work toward common RAI goals, fostering innovation through sharing best practices and

providing tools to the operating companies. Additionally, RAI’s operating companies hold an annual EHS

Symposium, which brings together stakeholders from within and outside the companies. The Symposium

serves as a showcase of EHS best practices, and a mechanism for recognition of innovation efforts.

ENVIRONMENTAL MANAGEMENT SYSTEMS

Strong operating systems are critical to sound environmental management. RAI’s operating companies

are committed to continuously improving environmental management systems, which are guided by a

variety of strict standards:

Santa Fe Natural Tobacco Company (SFNTC) is ISO 14001 certified at both its North Carolina

manufacturing facility and at its New Mexico headquarters. ISO 14001 is the framework for

developing an effective environmental management system.

SFNTC’s North Carolina manufacturing facility is also ISO 50001 certified. This is ISO’s Energy

Management System framework, which improves energy efficiency and conservation, and drives

reductions in greenhouse gas emissions.

American Snuff Company’s facilities in Winston-Salem, North Carolina, Clarksville and Memphis,

Tennessee, facilities have in place environmental management systems based on the ISO 14001

format. These facilities are audited annually to an ISO standard.

R.J. Reynolds and SFNTC are certified by independent third-party auditors to the ISO 9001

Quality Standard. ISO 9001 delineates standard operating procedures and work instructions.

These procedures include recordkeeping, which provides the structure and database for many

environmental management procedures.

Robust environmental management systems are essential to maintaining safe and sustainable

operations. Our companies are committed to doing the right thing for our communities and society at

large, and our environmental management systems enable our facilities to operate in a manner that

surpasses compliance with environmental regulations. RAI’s operating companies continue to excel in

environmental compliance, and we are proud to report zero environmental violations again in 2015. 

AUDIT AND ASSURANCE PROCEDURES
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Audits play an important role in our continuous improvement process. RAI companies commission

regular, independent EHS compliance audits of their facilities. They utilize a risk-based approach that

uses specific risk factors to establish when facilities should be audited. Large facilities are audited, at

minimum, every three years. All other facilities must be audited every four years and management has

the discretion to accelerate audit frequency.

RAI’s subsidiaries manage environmental performance by measuring, monitoring and reporting key

environmental metrics such as GHG emissions, energy efficiency, water consumption and waste

disposal. The data they report are verified by an independent third party.

EXTERNAL RECOGNITION

Our operating companies strive for sustainable operations and continuous improvement because it is the

right thing to do. We are proud that our companies’ efforts have been recognized by various external

stakeholders, such as:

The U.S. Environmental Protection Agency Green Power Leadership Award;

The Tennessee Governor’s Environmental Stewardship Awards;

Dow Jones Sustainability Index;

Forsyth county Environmental Assistance and Protection department; and

North Carolina Department of Environmental Quality.

A full listing of our awards can be found here.

PROGRAMS AND PRIORITIES

We recognize our companies’ manufacturing operations rely on resources and produce waste streams

that may impact the environment. Our operating companies are committed to minimizing their

environmental footprint and driving their environmental, health and safety (EHS) programs in accordance

with the guiding principles set out in RAI’s Environmental, Health and Safety Policy.

GREENHOUSE GAS & ENERGY

RAI’s operating companies are committed to reducing the environmental impact from their facilities’
energy use and resulting emissions. By reducing our carbon footprint, we are not only acting as good
corporate citizens, but also positively impacting our bottom line and long-term success.

WATER

Clean, plentiful water is an important resource for our companies and communities. RAI’s operating
companies strive to reduce and reuse water in their operations. By reducing our water footprint, we are
sustaining a freshwater supply for future generations while lowering internal operations risk.
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WASTE & RECYCLING

RAI’s operating companies continuously look for additional ways to recycle and limit waste from their
products and production processes.
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TOTAL DIRECT AND INDIRECT GREENHOUSE GAS EMISSIONS

*2014 and 2015 data reflect updated emission factors, including AR4 (2007) GHG Global Warming Potentials

TOTAL ENERGY USE

Each operating company is responsible for identifying and executing its own strategy to meet these goals.

Through the materiality assessment results, operating companies are equipped with specific opportunities

and able to prioritize effective reduction strategies.

R.J. Reynolds, for instance, continued reducing electricity use in a warehouse location. By conducting a

comprehensive study of traffic patterns within the warehouse in 2014, the company discovered that less

than 70 percent of the lights had to be on continuously. At year-end 2014, all metal halide lighting was

converted to LED and occupancy sensors were added. This change led to a reduction in warehouse
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electrical consumption of over 1.2 million kilowatt hours and yielded more than $85,000 per year of

electrical and maintenance savings in 2015. The company also performed lighting audits at their Whitaker

Park steam plant. The audits revealed that nearly 50 metal halide lights could be removed from service,

reducing electrical consumption by 92,000 kilowatt hours and saving more than $5,000 per year. At their

Tobaccoville, North Carolina, manufacturing plant, R.J. Reynolds began implementing new condenser

water temperature controls to provide colder chilled water to each centrifugal chiller. Upon completion, the

modifications will improve the operating efficiency of the chiller plant, reduce 165,000 kilowatt hours of

electrical consumption and provide nearly $10,000 in annual savings.

SFNTC continues to purchase 100 percent of its electricity use from renewable resources and its

operations have been carbon neutral since 2011. Read more about SFNTC’s sustainability

initiatives, here.

While 2015 emissions increased over 2014 due to an increase in production, this increase was modest

due to our emissions reduction activities. Overall, our efforts have led to a reduction in emissions of 26

percent since 2009. Energy use increased over 2014 by 2 percent, on a 9 percent increase in production

volume, but remained below the 2009 baseline by 16 percent. Read more about energy reduction

projects here. In support of our GHG and energy goals, each operating company is tasked with evaluating

and implementing at least one energy reduction project in 2016.
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Each operating company is responsible for identifying and executing its own strategy to meet this goal. In

2015 our efforts led to a 2 percent reduction in water use, a reduction of 19 percent since 2009. Several

water reduction and reuse projects were identified and implemented late in 2015 which will generate

significant savings in 2016. Read more about water reduction projects here. In support of our water goal,

each operating company is tasked with evaluating and implementing at least one water reduction project

in 2016.

Our operating companies also recognize the importance of their suppliers adopting good water

management practices, and suppliers of tobacco receive water-management training in their Good

Agricultural Practices (GAP) training. Read about our environmental supply chain strategy in the 

Responsible Agriculture section.
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one waste reduction project in 2016.

WASTE GENERATED
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are better able to meet employee expectations. The HR leadership team is composed of individuals from

its five COEs: Organizational Effectiveness; HR Service Solutions; Workplace Practices; Rewards; and

Talent Management.

“To succeed in today’s business environment, having a
talented workforce and a strong commitment to employee
development is absolutely essential. RAI’s goal is to achieve
market leadership by transforming the tobacco industry,
based on leadership in innovation. To accomplish that, every
RAI company has to have top-notch people who are
continually given opportunities to thrive and grow.”
Lisa Caldwell, executive vice president and chief human resources officer of Reynolds American
Inc. and RAI Services Company

RAI’s Board of Directors’ Compensation and Leadership Development Committee oversees and

administers policies, programs, plans and arrangements for compensating the senior executive

management of RAI and its subsidiaries, and oversees leadership talent development and succession

planning for senior executive leadership positions of RAI and its subsidiaries.

PROGRAMS AND PRIORITIES

We know our companies succeed when our people thrive. Our policies and programs are designed to

support employee growth and achievement. The personal and professional well-being of our employees

is critical to their ongoing development and our commercial success.

TALENT PIPELINE

Acquiring, developing and retaining top, diverse talent is critical to the long-term sustainability of RAI and
its subsidiaries. Our employees have the opportunity to excel in their careers and lead the transformation
of the tobacco industry.

EMPLOYEE WELL-BEING

By advancing employee well-being through programs and policies that support overall employee well-
being, we know both our employees and companies thrive. Our programs focus on career, physical and
emotional, financial and social well-being.

WORKPLACE SAFETY
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A safe working environment is critical to employee and contractor welfare and it enhances their ability to
achieve personal and corporate goals. Our management’s commitment to safety drives a culture of
safety throughout our companies. Zero incidents is our goal.
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ETHNIC DIVERSITY

RAI and its subsidiaries support freedom of association and respect employees’ right to choose whether

or not join a trade union. No employees of RAI or its operating companies are unionized.

TALENT ACQUISITION

While people are drawn to Reynolds American Inc. and its subsidiaries because of the iconic brands and

revolutionary products, they stay for the visionary, principled and passionate people they get to work with

every day. We work hard to ensure new hires are equipped with the right tools to succeed in their work

and career. With the acquisition of Lorillard, we are especially proud of our efforts to help new hires

quickly acclimate to, and feel a part of, our companies. To gather candid feedback about what makes our

companies great and how they can be improved, the executive vice president and chief human resources

officer of Reynolds American Inc. and RAI Services Company meets monthly with new hires.
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In 2015, RAI and its subsidiaries doubled the size of the intern program to 30 interns. We successfully

expanded the program to trade marketing, ultimately hiring 15 of the intern class full-time or for a second

internship. In addition, we attended more than 60 career fairs, information sessions and employer panels

around the country during the 2014–2015 campus recruiting season.

ACCELERATING TALENT DEVELOPMENT

RAI and its subsidiaries encourage employees to take ownership of their job performance and career

planning from day one. Our leadership team sets goals to execute against our Transforming Tobacco

vision, which are supported by individual goals for each employee. This gives employees a sense of

purpose and commitment to RAI’s Transforming Tobacco vision, and fosters personal and professional

growth, as well as business success. This empowerment contributes to the recruitment and retention of

high-performing talent.

To assist employees in meeting their short- and long-term personal growth goals, RAI and its subsidiaries

offer many training programs throughout the year. We identify behaviors that exemplify success at each

level of the organization, helping employees navigate their personal development within the company. In

2015, we developed new resources to further contribute to employees’ individual development, including

coaching effectiveness training.

Our robust curriculum includes training on both interpersonal and technical skills to help our employees

develop their careers. Training options include “Discovering Emotional Intelligence,” “Presenting for

Influence,” “Innovation in Action” and “Running an Effective Meeting.”

In 2015, RAI employees received 231,756 hours of training,
for an average of 42 hours per full-time employee and an
investment of more than $2,498 per employee. Training
hours decreased from 73 hours per employee in 2014 due to
a smaller number of new hires during the year.

The individual development plan (IDP) process puts employees in charge of driving their career

progression through a thoughtful planning approach. During the IDP process, employees share their

career goals with their manager and review feedback from the succession planning process. Together,

they create an actionable IDP to improve personal performance and identify ways to achieve their career

goals. Progress toward the IDP is reviewed during annual performance reviews, where each employee

receives an assessment of their readiness to take on additional responsibilities. RAI’s online talent-

management system provides a comprehensive tool for IDP planning, which integrates goal setting,

performance evaluations, succession planning and a variety of developmental resources.
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Managers hold calibration meetings to discuss performance reviews of all employees. These discussions

ensure that employees at each job level are held to consistent standards. Our succession-planning

process builds a pipeline of talent that not only benefits employees by providing equal opportunity for

advancement, but also maintains a sustainable, high-performing and innovative talent base for our

companies.

Compensation programs are designed to reward employees’ high performance. We have a pay-for-

performance rewards system in which every full-time employee participates in a single bonus plan aligned

with overall company goals. Compensation is linked to the annual performance review process. For

salaried employees below senior vice president level, bonus payouts are determined through a multiplier

of personal and company performance. For production associates (hourly employees), bonuses are

determined by a personal performance multiplier. Through this process, employee performance is

rewarded and employees feel tied to the success of their companies.

A key indicator of our success in developing talent is the
ability to fill vacated roles with qualified employees. In 2015,
76 percent of open positions at RAI and its subsidiaries were
filled by internal candidates.

EMPLOYEE ENGAGEMENT

Together, our employees are transforming the tobacco industry. Excitement about RAI’s transformation

vision and the focus on overall well-being has contributed to employee satisfaction, pride, advocacy and

loyalty.

To maintain top-tier talent and a high-performing culture, it is critical for RAI and its subsidiaries to keep

our employees engaged. In 2009, RAI began conducting quantitative employee surveys through IBM-

Kenexa, in which employees provide feedback on multiple aspects of their employee experience. Over

the past several years, RAI’s employee engagement score has ranked among the top 25 percent of

companies, based on IBM-Kenexa engagement norms, and in the February 2015 survey, the

engagement level rose to the top 10th percentile of companies.

 

EMPLOYEE ENGAGEMENT
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do so. We maintain a culture where experienced leaders and mentors are both interested and invested in

the success of every employee. Managers provide the guidance that employees need to grow based on

their performance, unique talents and professional goals. To help employees achieve their goals, we offer

a wide selection of world-class professional and interpersonal-skill development programs for employees

at every stage of their career.

Whether it’s development in role, cross-functional rotations to broaden skill sets, or development in

preparation for a promotion, the RAI and its subsidiaries are rich in opportunities and resources to help

our trailblazers build remarkable careers. We want our employees to thrive by feeling challenged,

engaged and empowered professionally. To promote career well-being we offer:

Collaborative goal-setting and performance-management processes;

World-class professional and interpersonal-skill development programs;

Experienced mentors invested in each employee’s success; and

Developmental cross-functional rotation experiences.

FINANCIAL WELL-BEING: EFFECTIVELY
MANAGING THEIR FINANCIAL LIFE

The financial health of employees is vital to their overall well-being. RAI and its subsidiaries go beyond

offering competitive compensation and benefits by providing supplemental programs to help employees

leverage their benefits, achieve their personal goals and enhance their overall well-being. Our online total-

rewards system allows individual employees to see the full range and value of the rewards that are

offered by the company, including:

Retirement and Savings: We provide a number of plans for eligible employees that are

designed to work with Social Security and personal savings to provide economic security upon

retirement, including a comprehensive 401(k) plan. At no cost to them, employees have access to

financial counselors and many other tools and resources to support their personal financial goals,

such as online retirement savings scenario modeling and financial education. To ensure that

employees take advantage of benefits offered them, we automatically enroll new employees in

our 401(k) program and increase contributions by 1 percent annually until they reach the

maximum contribution. In addition, we require training on personal budgeting, debt management

and cash flow, along with training on how to best leverage the extensive company benefits

programs.

Additional Financial Benefits: we offer a variety of additional programs to support employees,

including tuition reimbursement and purchase of RAI stock at a reduced rate.

PHYSICAL AND EMOTIONAL WELL-BEING: GOOD HEALTH
AND ENOUGH ENERGY TO GET THINGS DONE
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RAI and its subsidiaries believe the physical well-being of their employees drives a high-performance

culture. We are focused on a holistic view of employee physical well-being, which goes beyond

comprehensive benefits to include supplemental programs and tools so they can thrive at work and in

their personal lives.

Some of the many ways we promote physical well-being include:

High-quality medical, dental and vision care at affordable rates;

On-site fitness centers at no cost;

On-site health centers and telemedicine services;

Convenient on-site cafes and cafeterias complete with healthy food options; and

Specialty fitness and nutrition support for field-trade employees.

Support for physical well-being also extends to the office environment. In 2015, renovations began on

RAI’s headquarters building to improve our work environment, promote collaboration and provide unique

features for employees, such as sit-stand desks in each workstation and easy access to walking desks. In

January 2015, we implemented a new policy eliminating smoking in conference rooms and elevators, and

upon full implementation, will restrict the use of cigarettes to designated smoking areas.

SOCIAL WELL-BEING

The transformative effect that recognition has on employee engagement and retention is powerful. In

addition to recognizing employee contributions in support of business goals through annual bonuses and

pay-for-performance programs, employees of RAI and its subsidiaries are empowered to personally

recognize coworkers who have gone above and beyond with “points” redeemable for gifts.

Also important to employee well-being is providing opportunities for employees to give back to their

communities through volunteering and the matching-grant program. Employees receive paid time-off to

participate in community efforts, such as the United Way’s Days of Caring, during which employees

volunteer to help United Way agencies with everything from routine maintenance of facilities and gardens

to agency administration. Employees also participate in the United Way’s Young Leaders United

program, Women’s Leadership Council and hundreds of employees serve in leadership roles in

organizations in our communities.

Creating strong relationships forms a platform for the continued growth of our employees and our

businesses. We encourage employees to develop internal connections, as well as foster relationships

with the communities where they live and work.
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safety culture. Our efforts have paid off with employee injury rates that are lower than those of other

tobacco companies. According to the U.S. Department of Labor’s Occupational Safety & Health

Administration (OSHA), RAI’s operating companies’ OSHA recordable accident rate is lower than the

accident rate for the U.S. beverage and tobacco product manufacturing industry as a whole.

 

LOST TIME INCIDENT RATE

 

OSHA INCIDENT RATE

 

Every year, we set aggressive safety goals that include both proactive and reactive measures.
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Performance toward safety goals is a component of employees’ annual performance reviews. Employees

continuously share best practices and communicate both positive and negative feedback on colleagues’

safety behaviors. All employees are encouraged to report near misses, join safety committees or attend

safety committee meetings.

Training is a critical component of our safety program. Our new hires undergo a significant amount of

safety training as part of their orientation. Additionally, all employees continually participate in safety

training specific to their jobs.

In mid-2015, the N.C. Department of Labor again presented
R.J. Reynolds with its Certificate of Safety Achievement for
2014.

Our safety culture extends beyond our employees to the contractors whom we use in a variety of

capacities. Each contractor is held to the same standards as our employees. Our operating companies

provide contractors with our EHS requirements so they are prepared to participate proactively in our

culture of safety and we also perform audits of contract companies.

 

CONTRACTOR OSHA INCIDENT RATE*

 

*Represents the experience at R.J. Reynolds Manufacturing. We have plans to discuss extending contractor injury data
reporting to other areas of the business.
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Farm labor management;

Child labor;

Forced labor;

Freedom of association;

Health & safety, including Green Tobacco

Sickness;

Worker housing; and

Wage & hour compliance.

In 2015, we completed a third-party environmental materiality assessment to determine where our largest

environmental impacts lie. Not surprisingly, we found that the significant majority of our environmental

impacts occur in our supply chain and in particular the farming of tobacco leaf. The GAP standards,

against which we review contract growers, address the following environmental management issues:

Soil management;

Water management;

Energy management;

Agrochemical management; and

Agrobiodiversity.

We continue to productively engage with various activist organizations within the agricultural industry to

affect positive change in our sphere of influence. Since 2011, R.J. Reynolds has participated in the Farm

Labor Practices Group, a multilateral group of manufacturers, grower representatives, worker advocates

and government agencies to address the complex issues affecting farm labor. The group meets regularly

to discuss how progress can continue to be made to ensure tobacco and other agricultural crop

farmworkers have access to proper training and equipment, appropriate living and working conditions and

access to accurate information about wages and other topics.

GOALS AND LEADERSHIP

Our goal is to audit or assess, at least every five years, 100 percent of contracted growers in the U.S.

against GAP standards and our grower code of conduct. Internationally, 100 percent of leaf suppliers are

audited every three years against AB Sustain STP Standards.

The executive vice president of operations for R.J. Reynolds Tobacco Company and executive vice

president of public affairs of Reynolds American Inc. (RAI) are ultimately responsible for RAI’s tobacco

supply chain management and goals. The R.J. Reynolds leaf department has service agreements with

each RAI tobacco operating company, enabling an integrated, comprehensive approach to managing our

leaf supply chain. Executives from leaf and corporate sustainability and commercial equity collaborate to

develop, coordinate and execute programs to achieve company-wide goals and targets.

PROGRAMS AND PRIORITIES

R.J. Reynolds adopts a three-part approach to management of leaf supply chain social and

environmental issues.

PROMOTING GOOD AGRICULTURAL PRACTICES (GAP)
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R.J. Reynolds and its affiliates that purchase tobacco require growers to comply with the laws and good
agricultural practices (GAP) protecting workers and the environment through provisions in their contracts,
and also require that growers respect workers’ rights of freedom of association and prohibit the
employment of persons under 16 years old.

FARMER TRAINING

Growers are all required to receive annual training in GAP, which sets best practices for environmental,
agronomic and labor issues. We also work to create and support on-farm worker training.

AUDITS & ASSESSMENTS

R.J. Reynolds, on behalf of each RAI tobacco operating company, has a comprehensive program of
audits and assessments in place throughout our tobacco procurement supply chain. Whether domestic
growers with whom we contract directly or our third-party leaf suppliers, all of our suppliers are regularly
audited and assessed against industry-wide responsible agricultural practices.
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as 12 to be employed in agricultural production. The grower contracts entered into by RAI and its

operating companies go further than the FLSA requirements: employment of non-family minors

under the age of 16 is prohibited, and employment of minors 16 and 17 years of age is prohibited

unless the grower provides safety training and appropriate personal protective equipment, and

obtains a written consent from the minor’s parent or guardian.

Forced Labor: A hallmark of forced labor is the withholding of workers’ identity documents to

restrict their travel and ability to return home. Third-party audits include questions directed to this

indicator. To date, no instance of withholding of identity documents has been identified on farms

with which RAI operating companies contract.

Freedom of Association: Workers who wish to join a union have the right to do so. The law

guarantees that right, and RAI’s operating companies that purchase tobacco promote respect for

that right by requiring compliance in their grower contracts. Growers violate their contract if they

retaliate against workers for joining a union or for making complaints about the terms and

conditions of their employment.

Health & Safety/Green Tobacco Sickness (GTS): Health and safety risks, including GTS, are

included in the GAP training program, at annual grower meetings and in the audit program.

Worker training is a key tool for promoting health and safety. RAI tobacco operating companies

promote GTS awareness and safety best practices by paying for the production of English- and

Spanish-language training DVDs, which are provided to growers to train their workers. In addition,

we support live, on-farm training programs, including training on heat stress, heat stroke,

personal protective equipment, farm equipment safety and CPR.

Housing: Growers who provide housing to workers are required to have housing inspected and

certified by a government-authorized agency prior to occupancy. Housing certification

requirements are covered in GAP training and are a focus of third-party audits. Contracted

growers are required to comply with the inspection and certification requirements.

Wage & Hour: A key focus of GAP training and audits is compliance with wage and hour laws.

R.J. Reynolds’ third-party audits of their growers indicate that audited growers do a good job

complying with these laws, and uniformly pay at or above minimum wage.
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and migrant workers in English and Spanish. Since the pilot in North Carolina, R.J. Reynolds has

collaborated with NCDOL, USDOL and other state departments of labor to expand the program to

Kentucky, South Carolina and Tennessee. To date, more than 2,900 growers and their employees have

been trained through this program. The company is proud to be the only company to partner with USDOL

and these state departments of labor to ensure training is available in Spanish. For more than a decade,

R.J. Reynolds has funded safety training DVDs and other materials in both English and Spanish, making

them available to farmers and their employees free of charge.
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2015 373 93 1,967 24

2016 (Goal) 350 43 1,967 20
*No audits due to transition to GAP Connections

SUPPLIER AUDITS

In addition to directly contracted growers, R.J. Reynolds and its affiliates who purchase tobacco also audit

contracted leaf suppliers. R.J. Reynolds employs A.B. Sustain, an international auditing organization, to

conduct third-party audits of all tobacco leaf suppliers that sell tobacco to R.J. Reynolds, American Snuff

and Santa Fe. AB Sustain’s Sustainable Tobacco Production (STP) program has become the industry

standard in tobacco production, providing guidance and support, validation and a step-based approach to

facilitate continuous improvement. The STP program is used globally by tobacco companies to

encourage clear and consistent standards across the industry. This program provides a platform for

periodic review of our leaf supply chain and covers key sustainability areas, such as:

Factory work environment;

Safety;

Carbon footprint;

Farmer training;

Soil and water conservation;

Biodiversity;

Child labor; and

Equal opportunity employment.

Through the STP program, we monitor leaf suppliers’ performance against these criteria and create an

environment of knowledge transfer, capacity building and continuous improvement within our leaf supplier

base. Tobacco suppliers complete an online self-assessment annually which allows them to assess their

performance and identify improvement opportunities.

AB Sustain performs on-site verification reviews of all suppliers in the program at least every three years.

These audits ensure suppliers are accurately responding to the STP questionnaire, verifying a supplier’s

responses against documented evidence. AB Sustain further reviews documentation against on-site

observations. Suppliers are provided with feedback to help them advance their environmental and social

footprints and perform any necessary corrective actions.

R.J. Reynolds, as a supplier of leaf to British American Tobacco, is held to the same international

standards to which we hold our suppliers, and is audited by AB Sustain in the same manner.
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environmental impacts; and

Broadening our companies’ engagement with diverse suppliers.

Each of our operating companies offers a Supplier Procurement Guide, with which suppliers must comply.

Our guidelines, for which suppliers are screened during the onboarding process, and against which we

conduct periodic audits, cover a range of environmental, social and governance factors (ESG), including:

Compliance with laws;

Forced labor;

Child labor;

Wages & benefits/Working hours;

Health & safety/Working conditions;

Non-discrimination;

Respect and dignity;

Freedom of Association;

Environment; and

Corporate Social Responsibility.

PROGRAMS AND PRIORITIES

RAI is proud of the efforts to promote responsibility in its operating companies’ supply chains. Suppliers

are truly our partners — working with us to identify improvement opportunities within our companies and

sharing best practices and policies.

SUPPLIER RISK MANAGEMENT

Suppliers are continually evaluated for compliance with our operating companies’ guidelines, as well as
laws and regulations. Reynolds American and its operating companies utilize an annual supplier
management activity matrix, which includes supplier self-assessments, FDA-relevant risk assessment
and supplier audits.

SUPPLY CHAIN INNOVATION

RAI and its subsidiaries work with their suppliers to reduce the environmental and social impacts
associated with the tobacco industry. Through supplier collaboration and material reduction initiatives,
RAI and its operating companies work with suppliers to continue transforming the tobacco industry.

SUPPLIER DIVERSITY

Having a diverse supply chain is critical for continued success. Rapidly changing demographics and
societal expectations contribute to an ever-evolving landscape. RAI’s subsidiaries actively recruit and
retain diverse suppliers to drive innovation, reduce our supply chain impacts and enhance the
communities in which they operate.
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Supplier due diligence is not limited to upstream suppliers. RAI and its operating companies contract with

third-party regional distribution centers (RDCs) for finished goods inventory receiving, shipments to

customers and inventory reporting. We conduct procedural and physical audits of these downstream

facilities at least once every 18 months. Audits include a review of:

Internal controls to prevent the use and/or shipment of non-conforming, damaged or

contaminated product;

Formal preventive maintenance programs for buildings and equipment;

Sanitation and pest control;

Chemical usage;

Personal hygiene;

Product handling, identification, traceability and recall; and

Security and environmental hazards.
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nominate for the Leadership awards. By recognizing the efforts of suppliers, we collectively learn from

and share their successes and best practices.

                     78





 

Performance toward supplier diversity goals is currently tracked using data from suppliers that self-report

a diversity status or are third-party certified. Moving forward, we will separately track and report on

suppliers with third-party certifications. Near-term, we expect these more stringent requirements to result

in lower diversity spend than previous years, however, we aspire to reach an 8 to 10 percent diverse

spend rate by 2020. As we make this transition, we will be systematically engaging our non-certified

minority suppliers to encourage them to obtain their third-party certification and to ensure we have their

latest certification on file. As we complete analysis of our supplier base under these new requirements we

will refine our goal.

As our supplier diversity program matures, we will also collect:

Small business spend by supplier and in total;

Diversity inclusion in Strategic Sourcing Initiatives; and

Percent of diverse suppliers in total supply base.

To advance our supplier diversity program, the procurement department maintains relationships with the

Women’s Business Enterprise National Council (WBENC), National Minority Supplier Development

Council (NMSDC) and Carolinas-Virginia Minority Supplier Development Council (CVMSDC). In 2015, we

participated in an offsite business opportunity fair with the NMSDC. We also held an onsite IT Innovation

and Business Opportunity Fair, in partnership with the CVMSDC and Institute for Supply Management.

In 2016, the Supplier Diversity Team plans to advance supplier diversity programs through several

initiatives, including:

Developing a supplier diversity landing page on the RAI website;

Promoting and improving third-party certification and validation efforts;

Increasing internal engagement throughout RAI and its subsidiaries;

Increasing external engagement with suppliers and supply chain groups; and

Evaluating supplier tracking and reporting systems.
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Read an example of how R.J. Reynolds is engaging a diverse supplier.
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EMPLOYEE MATCHING – GRANT GIVING INFORMATION

2013 2014 2015

Individual Grant

Requests Paid

1,192 1,616 1,883

Employees Participating 532 592 689

Charitable Organizations 385 505 512

Dollars Matched $448,000 $577,000 $714,000

GOALS AND LEADERSHIP

RAI and its subsidiaries are committed to bettering the communities in which we operate. Through both

philanthropy and volunteerism, our companies and employees continuously give back to our

communities. We measure our success through progress toward our giving goals:

Increase employee participation in Right Decisions Right Now: Be Tobacco Free;

Encourage and match employee gifts; and

Support Foundation and corporate giving that results in a significant community impact.

The director of community and civic engagement leads RAI corporate giving strategies and serves as the

executive director of the Reynolds American Foundation. The American Snuff Company Charitable Trust

and Santa Fe Natural Tobacco Company Foundation are independently managed by their individual

boards of directors which include employees of RAI and its subsidiaries. The executive vice president of

public affairs for RAI has executive oversight of the giving strategy and reports progress to the RAI

leadership team and the Board.
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“We want to make our community a great place to live and
work. That means having strong public education, a vibrant
arts environment and an inviting, safe community. It means
providing second chances to those who are most in need in
our community. We want to lead that.”
– Tripp Wilson, vice president for corporate sustainability and commercial equity

PROGRAMS AND PRIORITIES

Our giving strategy aligns with our business strategy and to the needs of the communities in which RAI

and its subsidiaries operate. While each foundation has its own specific giving priorities and guidelines,

the foundations and RAI’s corporate giving are aligned around education and youth development,

including Youth Tobacco Prevention (YTP), economic and social community development, and arts and

culture.

FOUNDATION GIVING

RAI and its operating companies contribute to the needs of the communities in which we operate through
three independent foundations: The Reynolds American Foundation, The American Snuff Company
Charitable Trust and The Santa Fe Natural Tobacco Company Foundation.

EDUCATION

Supporting education and youth development is a critical component of our youth tobacco prevention
efforts and contributes to the health of our communities. An educated community helps our communities
thrive and contributes to a high-quality future workforce for our companies.

ECONOMIC & SOCIAL DEVELOPMENT

Supporting economic and social development of the communities in which employees live and work is the
right thing to do for our communities and for our business. Contributing to the overall welfare of our
communities creates a thriving environment for attracting, recruiting and retaining a high-performing talent
base.

ARTS & CULTURE

Consistent with the tradition of Richard Joshua and the Reynolds families, RAI, its subsidiaries and
foundations support preserving and promoting the arts and culture of our communities. The arts are vital
to the vibrancy of our communities, benefit current and future employees, and enhance quality of life.
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the Foundation’s three primary objectives are:

Development of Native American entrepreneurs;

Facilitation of Native American education; and

Preservation of Native American languages.
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In 2015, our educational giving also included support of:

Winston-Salem/Forsyth County Schools;

Winston-Salem State University;

Wake Forest University; and

American Indian College Fund.
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supply.

Access to quality tobacco leaf is essential to the success of our tobacco operating companies. RAI and its

tobacco operating companies offer a variety of support to tobacco growers and researchers to advance

environmental and social issues associated with tobacco agriculture. Responsible Agriculture programs

include:

Telamon housing grants;

GAP and the Cooperative Extension; and

Carolina Farm Stewardship Association.
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low-income taxpayers than for the wealthy.”
Institute on Taxation and Economic Policy, 2009 brief

Excise taxes are considered regressive because they disproportionately impact people with low to

moderate incomes. A 2007 study by the Heritage Foundation found that more than one-fourth of adult

smokers live below the federal poverty line. In 2009, a Gallup poll of more than 350,000 people found that

62 percent of smokers earn less than $36,000 a year, while 13 percent made more than $90,000

annually. According to an Institute on Taxation and Economic Policy 2011 brief, in 2009, “… [t]he poorest

twenty percent of non-elderly Americans spent 0.9 percent of their income, on average, on these taxes,

while the wealthiest 1 percent spent less than 0.1 percent of their income on cigarette taxes. In other

words, cigarette taxes are about ten times more burdensome for low-income taxpayers than for the

wealthy.”

Tobacco excise tax increases often have unintended consequences.

Taxes can drive illicit trade. As states continue to increase tobacco excise taxes, there

continues to be an increase in the smuggling of cigarettes across state and county lines.

According to the Tax Foundation, smuggled cigarettes account for more than 25 percent of

consumption in 12 states, with smuggled cigarettes accounting for almost 60 percent of

consumption in New York. Illicit trade also undermines youth tobacco prevention efforts.

Higher taxes are bad for retail businesses. Cigarette tax increases also hurt legitimate retailers

and jobs. According to the National Association of Convenience Stores (NACS) State of the

Industry Report, in 2014, tobacco products generated more than 32 percent of in-store sales. In

pure sales dollars, cigarettes are the leading category for convenience stores. With tobacco

excise taxes leading to increased illicit trade, honest businesses are losing out.

GOALS AND LEADERSHIP

RAI’s tobacco excise tax strategy is led by the Commercial Integrity Pillar Team, which advocates for

policies and activities that support a fair marketplace and a level competitive playing field. The

Commercial Integrity Pillar Team, which meets monthly, is composed of individuals from public affairs,

consumer and trade marketing, sustainability, strategy and planning, tax and operations. The team

reports to the Transforming Tobacco Steering Committee and to the RAI Leadership Team on progress of

its programs and priorities.

PROGRAMS AND PRIORITIES

RAI and its operating companies engage with diverse stakeholders, including retailers, consumers and

government agencies, to address tobacco excise tax issues. Our dedicated website, 
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TransformTobacco.com, provides information on tobacco excise taxes and other tobacco-related issues,

as well as providing information on how to contact elected officials. RAI Services Company’s public

affairs department also works to educate federal, state and local legislators on the negative impact that

excessive tobacco excise taxes have on consumers, businesses and society.

As vapor products are different from traditional cigarettes, and may present less risk than cigarettes, we

believe they should be taxed differently. In 2015, we particularly focused our efforts on preventing

onerous taxes and regulation of vapor. 

Traditional Cigarette Vapor Product

Tobacco No tobacco leaf

Burns tobacco Heats a liquid solution producing a vapor

Burning tip No lighting, no fire

Cigarette smoke, secondhand smoke No smoke or secondhand smoke

Cigarette ashes, odors and butts No ashes, no cigarette odor, no cigarette butts

We share the belief of many researchers that smoke-free tobacco products, including vapor products,

may pose less risk than conventional cigarettes and high taxes can be a barrier that prevents smokers

from considering switching to vapor products.
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The RAI illicit trade strategy is led by the Commercial Integrity (CI) Pillar Team, which promotes policies

and activities that support a fair marketplace and a level competitive playing field. The CI Pillar Team,

which meets monthly, is composed of individuals from public affairs, consumer and trade marketing,

sustainability, strategy and planning, tax and operations. The team reports to the Transforming Tobacco

Steering Committee and to the RAI Leadership Team on progress around our programs and priorities.

PROGRAMS AND PRIORITIES

RAI and its operating companies work with law enforcement officials to combat illicit trade, assisting in

investigations into alleged illegal operations. We support dedicating increased law enforcement resources

and funding to combat this issue.

Our companies engage with diverse stakeholder groups including law enforcement, tax administrators,

community groups, neighborhoods, legislators and others to raise awareness of this issue. By convening

such groups, the issue of illicit trade is addressed from multiple angles and feedback is solicited. We

support legislative efforts that are effective in reducing smuggling.
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efficient at ASC’s Memphis facility; and

Replacing metal halide lighting with LED bulbs in production and warehouse areas in Memphis.
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“We are very pleased with the accomplishments that have
been achieved and will continue to seek improvements
moving forward. Sustainability is not only the right thing to do
for our communities, but also it is essential to conducting our
business responsibly and successfully. We are committed to
continuing our focus on the safety of our employees, on our
environmental footprint and on the economic value delivered
to the company.”
Johnny Cagigas, vice president of manufacturing for R.J. Reynolds

                    101







 

water-capture technology, which the company will use for irrigation purposes. This project will enable the

company to discontinue its use of reservoir water for landscaping and irrigation.
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reduction strategies.

In 2015, we hosted two booths at the National Conference of State Legislators to inform legislators about

issues we believe are critical to the industry: youth tobacco prevention vapor laws and illicit trade of

tobacco. About 650 legislators visited our booths, learning how implementing appropriate restrictions on

vapor sale/usage and combatting illicit trade can help prevent youth tobacco use. Legislators also learned

how high taxes can present a barrier that prevents adult smokers from considering switching to products

that we believe present less risk than cigarettes.
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RAI and its operating companies are committed to significantly reducing the harm caused by smoking. By

embracing tobacco harm reduction principles, manufacturers and policy makers, working together, could

herald a new era that fundamentally changes the impact of tobacco use on society. Today, public policy

leaders and companies like RAI have a unique opportunity to lead that change.
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2007 report from the Royal College of Physicians states that it is the process that one goes through to get

nicotine, not the nicotine itself, that determines risk levels.

These researchers similarly concluded that, depending on the product, smokeless tobacco was on the

order of 10–1,000 times less hazardous than cigarette smoking; and, if nicotine could be provided in a

form that was acceptable and effective as a cigarette substitute (e.g., smokeless tobacco), millions of

lives could be saved.

These and other researchers suggest the existence of a pronounced "continuum of risk" of tobacco and

nicotine products.
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“We empower the community to take ownership for reducing
crime within Forsyth County. We have more than 2,000
volunteers working as a community to reduce crime and
support people affected by incarceration. Generous gifts from
partners like the Reynolds American Foundation allow us to
magnify these impacts.”
– Senior Chaplain Rodney Stilwell, Forsyth Jail and Prison Ministries
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Richard Joshua and Katharine Reynolds. A century later,
RAI’s community support continues this support and they are
a wonderful corporate partner.”
– Allison Perkins, executive director, Reynolda House Museum of American Art
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The Foundation also provides annual scholarships to children of employees at Reynolds American Inc.

and subsidiary companies on the same competitive basis.

Each Reynolds American Foundation scholarship stipend is $2,500 a year for up to four years of college

undergraduate study or until baccalaureate degree requirements are completed, whichever occurs first.

All phases of the competition, including the selection of winners and payment of scholarship stipends, are

handled for Reynolds American Foundation by the National Merit Scholarship Corporation.
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"It's a win-win-win program. From Field to Table was
specifically designed to be an earth-friendly program that
helps sustain local agriculture while providing food for the
hungry. The design of the program is pretty simple but its
leverage and its beneficial effects are profound." 
Keith Grover, SFNTC's director of sustainability

Santa Fe Natural Tobacco Company (SFNTC) has worked hard to earn its reputation as a strong steward

of the environment. The company’s long-standing commitment to environmental sustainability — which is

part of RAI’s vision of Transforming Tobacco — has helped many tobacco farmers work their fields in

ways that minimize the impact on the environment. To help further those efforts, the company has

developed an innovative community outreach program that's focused on sustaining both the planet and its

people.

   

                    140


