%TU BACCO COMPANY

MEMORANDUM
TO: A. Pasheluk
FROM: D Todd C@:fa'%/
DATE: May 15, 2000

SUBJECT: New York State Excise Tax Increase

Background

Effective March 1. 2000, the State of New York raised its excise tax on cigarettes to $1.11 per
pack, up from 56¢ a pack. A decline in cigarette sales volume has occurred after this tax
increase. as illustrated by the weekly EXCEL data on the attached tables.

Key Findings

With seven weeks of EXCEL data available since the March 1 tax increase, New York State’s
volume trend is still developing.

Average weekly volume in New York State, as a percentage of total U.S. volume, has decreased
sivnificantly since March 1% as shown in the EXCEL data below. This is not unusual given the
inventory loading that occurred prior to the tax hike. As with other States like California. a
period of imventory burn-off usually follows a major tax increase. In addition. we believe
wholesalers are keeping lower inventory levels due to the cost of having excess inventory on
hand. New York State’s average weekly shipments in the seven weeks after the March 1% tax
increase have dropped to 4.65% of total U.S. shipments which is lower than the State’s 1999
average of 5.88% of total U.S. shipments.

New York
Stateas a %
of Total U.S.
Volume
1999 Average 5.88
Refore the Tax Increase 6.30
(9 Wis 3/4/00) -
After the Tax Increase 465

(7 Wks 4/22/00)

Native American stores in New York have seen an increase in volume since implementation of
the State’s excise tax merease. As a percentage of total weekly cigarette sales in New York.
Native American stores average 13.9% of sales after the tax hike. This is up {rom an average of
9.1% of total New York State cigarette sales before the tax increase, representing an increase of
4.8 percentage points or 53%.
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It is assumed a part of this increase in Native American store volume results from New York
consumers. even though an unknown portion of their business is conducted via Internet and maii
order: meaning sales could be going to virtually any State.

Other Considerations
The volume decline in New York State subsequent to their excise tax increase on March 1%
raises the question of where the volume has gone. At present, it appears the shipment decline

may be the result of an inventory burn-off period.

However, the following considerations were also investigated relative to New York State.
¢ Cigarette “smuggling” from low-tax States (Virginia, North Carolina and Kentucky)
into New York State does not appear to have significantly inereased as a result of the

3/1/00 excise tax increase in New York.

Average weekly volume to-date for these low-tax States, as a percentage of total U.S,

volume, is almost identical to 1999 weekly average (9.7% in 1999 versus 9.9% to-date 2000).

This would indicate quantities of cigarettes purchased in VA, NC and KY for sale in New
York State and/or other States have not increased,

1t is possible. however, that cigarettes “smuggled” into States other than New York at present
could be diverted to New York in the foture. In this case, black market activity in New York
could increase without seeing a corresponding increase in cigarette volume for the low tax
States.

s [t appears that cigarette sales in the States bordering New York State have not
increased as a result of New York consumers/retailers seeking lower prices across state
lines.

Overall. the five States (NJ, PA. VT, CT, and MA) bordering New York State comprise
approximately 10.25% of total average weekly EXCEL volume when comparing all of 1959
to the 7 weeks after the excise tax increase.

Of the five States bordering New York, only New Jersey (down 0.11 percentage point) and
Massachusetts (up 0.09 percentage point) have shown a noticeable change in their percentage
of total U.S. volume since New York implemented the 3/1/00 excise tax increase.

% of Total LL.S, Volume

State Tax 1999 After Tax Increase -
Per Pack Average 7 Wks 4/22/00

Total U.5. N/A 100.00 100.00
New York $1.11 5.88 4.65
Surrounding 5 States N/A 10.25 10.24
New Jersey $0.80 2.41 2.30
Pennsylvania $0.31 4.96 4.88
Vermont 30.44 G.26 0.26
Connecticut 30.50 0.94 0.93

Massachusetts %0.76 1.68 1.77
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Next Steps

MPID will continue to investigate and report on EXCEL volume trends in New York State
relative to all of the considerations described in this report with the objective of quantifying any
shipment decline and determining the likely cause(s).

Many cigarette manufacturers have temporarily ceased all promotional activities in New York
State in response to the State’s recent decision to enforce the Cigarette Market Standards Act
(CMSA). Enacted in 1983, this legislation essentially gives wholesalers control of all cigarette
promotions (except for off-invoice deals) in New York State. Consequently, future reports of
volume trends in this State will also include the analysis of specific brands so that impacts to
brands and manufacturers may be reported.

C: M. Orlowsky
S. Smith
K. Sparrow
R. Spell
G. Telford

8296298



T

WEEKLY LORILLARD EXCEL SALES TRENDS IN KEY STATES

Total Tot 4 Tot. 4
TRY Us NY YA KY NG States NY VA KY NC  Siates
1999 WK, Avg 7,887,493 464,247 245:352 213,386 310,068 1,019,677 59 31 27 3.9 12 9
W
1800 7,575,716 413,165 246,487 228,562 304,046 1,192,259 55 33 3.0 4.0 157
1/15 7,513,606 412,090 256,703 196,348 305,382 1,170,523 55 34 2.6 4.1 15.6
1422 7.464,041 424 523 223,889 199,742 286,428 1,134,582 57 3.0 2.7 38 15 2
1129 7,097,703 439,361 208,008 193,467 265,708 1,106,543 6.2 2.9 2.7 3.7 15.6
215 7,316,651 459,322 229,326 195,654 290,159 1,174,461 8.3 31 27 4.0 16.1
212 7,396,126 483,938 249,208 197,559 280,240 1,220,046 6.5 3.4 2.7 3.9 16.5
2119 7,423,244 512,663 246 147 198,660 286,644 1,244,145 B9 33 2.7 3.9 16.8
2126 7,722,773 587,647 248 351 208627 208,081 1,342,716 76 32 27 3.9 17.4
314 8,007,626 - 522,486 245,049 227,510 309,593 1,304 648 65 3.1 2.8 3.9 16.3
Wesekly Avg. 7,601,243 472,801 239,241 205,125 292,921 1,210,088 6.3 3.2 27 39 181
3111 7,539,084 313,177 248,145 205770 306,825 1,073,716 4.2 33 27 4.1 14.2
318 7,498 408 316,151 242,339 204,235 303,841 1,066,565 4.2 32 27 4.1 14.2
325 7,783,261 378,562 245,868 205,631 302,091 1,132,150 4.9 32 26 3.9 14.5
4/ 8,487 037 398,085 242,117 240,067 337,706 1,217,985 47 2.9 28 4.0 14.4
4/8 7,737,788 364,785 234,297 204,955 305,571 1,109,609 4.7 3.0 2.6 3.9 14.3
4415 6,968,766 341,833 221,246 183,542 301,377 1,048,097 4.9 3z 28 43 15.0
Af22 6,714,275 336,634 210,459 192,261 274,221 1,014 275 50 3.1 2.9 4.1 15.1
Weekly Avg. 7,532,800 349,905 234,924 205,309 304,480 1,024 628 47 3.1 2.7 4.0 14.5
Vs, 9 Wks 3/4/0C 0.4% -26.0% -1.8% 0.1% 3.9% -9.5% -1.6 0.1 0.0 0.1 -1.6
2000 Wk. Avg. 7,514,649 422,197 237 464 205,201 297,685 1,162 546 5.8 3.2 2.7 4.0 15.5
Vs, 1999 -4.7% -9,1% -3.2% -3.8% -4.0% 14.0% -0.3 0.0 0.0 0.0 25
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Unst Vol (000)
Toi Industry

YEAR 1999
weekly avg.
% total

JAN 08 2000
JAN 15 2000
JAN 22 2000
JAN 29 2000
FEB 05 2000
FEB 12 2000
FEB 19 2000
FEB 26 2000
MAR 04 2000
weekly avy.
% total

MAR 11 2000
MAR 18 2000
MAR 25 2000
APR 01 2000
APR 08 2000
APR 152000
APR 22 2000
weekly avg

% fotal

to-gate 2000

98C96C98

Tot United
States

410,446,308
7,893,198
100 00

7,575,716
7,513,806
7,464,041
7,087,703
7,316,651
7,396,126
7,423,244
7722773
8,007,626
7,501,042

100.00

7,539,064
7,498,406
7,783,261
8,487 037
7,737,789
6,969,766
6,714,275
7,532,800

100.00

120,247,085

WEEKLY VOLUME -- New York and Surrounding States

New York

24,939,179
464,215
5.88

413,165
412,090
424,523
439,361
459,322
483,938
512,663
587,647
522,496
472,801

630

313177
316,151
378,562
398,005
364,785
341,933
336,634
349,905

4.65

5,704,542

Surrounding 5
States

42.077,843
809,189
1025

747.810
713,772
741,308
702,051
763,216
729,880
745,806
757,418
784,546
FAZ 864

990

735 782
773,701
812,116
852,978
830,986
590,936
702,078
771,511

10.24

12,086,354

New Jersey

9,886,321
190,122
241

173,215
159,610
173,690
154,758
194,121
167,876
179,997
183,428
182,792
174.276

2.32

145 208
181,897
188,396
196,896
183,691
161,669
157,167
173,575

2.30

2,783,508

Pennsylvania

20,366,18¢
391,657
4.96

366,574
351,011
363,028
343,657
357,870
350,573
357,087
357,376
384,426
359,045

4,79

370,088
373,248
394,754
419,256
391,553
334,103
340,553
374,795

4.98

5,854,966

Yermont

1,085,363
20488
0.26

19,028
18,770
18,517
18,642
18,377
18,776
18,272
20,444
18,931
18,862

025

21,548
20,142
21,292
21,893
21,615
16,366
15,289
19,735

026

307,902

Connecticut

3,870,830
74,439
0.94

£7,389
65,918
6,072
67.213
67,837
71,181
69,136
70,057
71,531
88,482

0e1

70,203
71,814
76,477
78,066
77,647
56,408
61,213
70,361

0.93

1,108,863

Massachusetls

6,869,141
132,483
168

121,604
118,463
119,999
118,780
125,212
121,445
121,314
126,116
126,865
122,200

1.63

128,025
126,500
131,188
138,866
156,481
122,391
127,857
133,045

: 1.77

2,031,116



Tot Industry Us us NY  %NY %US NY NY % NY
Unit Vol (000) Total Nat Am NatAm  Total Nat Am BRem Total State
JAN 08 2000 7575716 150702 48964 11.9 32.5 364181 413146 100.00
JAN 15 2000 7513606 130697 38202 9.3 293 373737 412029 99.99
JAN 22 2000 7464041 144431 45838 10.8 31.7 378673 424511 100.00
JAN 29 2000 7097703 122815 32136 7.3 26.2 407177 439314 99.99
FEB 05 2000 7316651 140478 44442 9.7 31.6 414845 459287 99.99
FEB 12 2000 7396126 142806 44210 91 31.0 439687 483898 99.99
FEB 19 2000 7423244 133573 39164 76 29.3 473452 512617 99.99
FEB 26 2000 7722773 140986 44786 7.6 31.8 542784 587569 99.99
8 Week Avg 7438733 138311 42229 9.1 30.5 424317 466546

MAR 04 2000 8007626 161784 59691 11.4 36.9 462800 522491 100.00
MAR 11 2000 7539064 147072 50429 16.1 34.3 262721 313150 99.99
MAR 18 2000 7498406 141618 46391 14.7 32.8 269733 316124 99.99
MAR 25 2000 7783261 150435 52739 13.9 35.1 325767 378506 99.99
APR 01 2000 8487037 148185 53492 13.4 36.1 344567 398059 99.99
APR 08 2000 7737789 151828 53041 14.5 34.9 311711 364752 99.99
APR 15 2000 6969766 133242 48187 14.1 36.2 203743 341930 100.00
APR 22 2000 6714275 140079 49223 14.6 35.1 287370 336583 99.99
8 Week Avg 7592153 146780 51649 13.9 35.2 319802 371451

% Chg. 2 B 22 54 15 -28 -20
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