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APPENDIX A: Tobacco Marketing Expenditure Categories 
 
The Federal Trade Commission (FTC) issues reports on annual cigarette and smokeless tobacco 
marketing expenditures, which are based on data from the major tobacco manufacturers.  This 
report uses the same categories of tobacco advertising and promotion expenditures as the FTC 
reports and includes expenditures for both cigarettes and smokeless tobacco.  It counts as point-
of-sale marketing expenditures all advertising and promotion expenditures that occur at the point 
of sale or that have a significant impact on the retail environment.  Utilizing the FTC’s 
descriptions, these categories are as follows: 
 
Point-of-sale: Point-of-sale advertisements. 
 
Price discounts: Price discounts paid to cigarette retailers or wholesalers in order to reduce the 
price of cigarettes to consumers, including off-invoice discounts, buy downs, voluntary price 
reductions, and trade programs. 
 
Promotional Allowances Retail: Promotional allowances paid to cigarette retailers in order to 
facilitate the sale or placement of any cigarette, including payments for stocking, shelving, 
displaying and merchandising brands, volume rebates, incentive payments, and the cost of 
cigarettes given to retailers for free for subsequent sale to consumers. 
 
Promotional Allowances Wholesale: Promotional allowances paid to cigarette wholesalers in 
order to facilitate the sale or placement of any cigarette, including payments for volume rebates, 
incentive payments, value added services, promotional execution, and satisfaction of reporting 
requirements. 
 
Promotional Allowances Other: Promotional allowances paid to any persons other than 
retailers, wholesalers, and full-time company employees who are involved in the cigarette 
distribution and sales process in order to facilitate the sale or placement of any cigarette. 
 
Retail-Value-Added Bonus Cigarettes: Retail value added expenditures for promotions 
involving free cigarettes (e.g., buy two packs, get one free), whether or not the free cigarettes are 
physically bundled together with the purchased cigarettes, including all expenditures and costs 
associated with the value added to the purchase of cigarettes (e.g., excise taxes paid for the free 
cigarettes and increased costs under the Master Settlement Agreement). 
 
Retail-Value-Added Non-Cigarette Bonus: Retail value added expenditures for promotions 
involving free non-cigarette items (e.g., buy two packs, get a cigarette lighter), including all 
expenditures and costs associated with the value added to the purchase of cigarettes. 
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Coupons: All costs associated with coupons for the reduction of the retail cost of cigarettes, 
whether redeemed at the point of sale or by mail, including all costs associated with advertising 
or promotion, design, printing, distribution, and redemption. 
 
The FTC has used these categories of marketing expenditures since its report for 2002.  Prior to 
2002, price discounts and promotional allowances paid to retailers, wholesalers, and others were 
grouped together under the “promotional allowance” category.  When comparing spending 
between years, this report is careful to count the same categories of spending in each year. 
 
The latest FTC reports on cigarette and smokeless tobacco marketing expenditures, for 2007 and 
2008, can be found at: 

Cigarette report: http://ftc.gov/os/2011/07/110729cigarettereport.pdf 
Smokeless tobacco report: http://ftc.gov/os/2011/07/110729smokelesstobaccoreport.pdf 

http://ftc.gov/os/2011/07/110729cigarettereport.pdf
http://ftc.gov/os/2011/07/110729smokelesstobaccoreport.pdf
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APPENDIX B.  Tobacco Company Merchandising Agreements with Retailers 
 
Tobacco companies spend billions of dollars, and convenience stores are more than willing to 
take it, to ensure that tobacco products are heavily advertised, prominently displayed, and 
cheaply priced in stores.  Through contracts or merchandising agreements, tobacco companies 
are able to motivate retailers to display, promote, and advertise tobacco products, keep the price 
of cigarettes low and keep the convenience store dependent on them.   

 
This image shows how store 
discounts (for which stores get 
reimbursed from tobacco 
companies under their 
promotional contracts) and 
coupons provided directly to 
consumers by the tobacco 
companies can reduce the price 
paid on products to one-third of 
the original price. 
 
It appears that these price 
incentives and promotions are 
used by the major tobacco 
companies to reduce the impact 
of tobacco tax increases.1  
Promotional offers on cigarettes 

are used by all categories of smokers – especially young adults, women and African Americans – 
with 35 percent of smokers using promotional offers every time they saw one.2  According to a 
U.S. Tobacco Retailer Survey, conducted by Wells Fargo, tobacco companies’ ability to control 
price, or “pricing power”, has “remained healthy.”  As one tobacco retailer put it, “most of the 
big boys have started putting in deeper discounts, which in effect have negated the price 
increases.”3  
 
Interviews with retailers illustrate how meticulous a merchandising agreement could be:4 
 

“They come in and say I want 45% of your space…they say I will provide the rack/bin 
and I will pay you 35 cents a pack for a year…you have to maintain the right percentage 
of their product, put up signage and keep track of your cartons which they pay for.” 
(Independent convenience store owner) 

 

“They send a diagram that show where the signs should go.” (Franchise convenience 
store owner) 

Image and content are the result of research conducted by the Association for 
Nonsmokers-Minnesota, www.ansrmn.org. 
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“Philip Morris has different contracts for different levels for different volume.  More 
volume, the better the contract – the more money you get.  Buydowns, percent of display 
area and placement of display are part of the contract.  Some contracts last 30 days, 
others quarterly, still others last longer.  Marlboro is the most demanding.” (Independent 
convenience store owner) 

 

Tobacco companies carefully cultivate and train sales representatives who are responsible for 
explaining the options and opportunities to retailers, negotiating the contracts and enforcing 
them.  According to a Philip Morris sales manual, working out merchandising agreements with 
retailers is one of the most important aspects of a sales representative’s jobs: 
 

“One of the more important parts of your job is merchandising PM’s brands effectively 
to gain optimal product exposure and effective in-store advertising visibility.  The more 
visible our products are to consumers, the more sales we make.  Effective merchandising 
helps the retailers, attracts new customers to our brands and makes you successful in 
performing your sales mission.”5  

 

Research and real-world experience indicate that tobacco companies used contracts and 
merchandising agreements successfully to control the retail environment.  One study, based on a 
national sample of retail outlets, found that about two-thirds of retailers participate in at least one 
cigarette company incentive program and most retailers participate in multiple incentive 
programs.  Convenience stores were the type of store most likely to participate in cigarette 
company incentive programs.  In the study, stores that participated in incentive programs had 
nearly twice as many marketing materials as those that did not.  Stores with incentive programs 
were also more likely to feature the company’s brands on the top shelf, a highly prized location 
in the store.6  Another study found that 62 percent of stores had received slotting/display 
allowances from tobacco companies and that the allowances received for tobacco products were 
higher than those received for candy, snack foods, and soft drinks.7  
 
Convenience stores make a lot of money off merchandising agreements with tobacco companies.  
In fact, these agreements are considered essential to a store’s survival.  Retailers have noted that 
buy-downs are important because they bring more customers into the store and stimulate sales.8  
One convenience store owner notes, “We usually have a buydown going on all the time.  It 
rotates around different brands and different companies.”9  
 
Statements submitted by the National Association of Convenience Stores (NACS)* to the United 
States District Court for the District of Columbia in the U.S. government’s lawsuit against the 

                                                 
* The National Association of Convenience Stores (NACS) is now known as The Association for Convenience and 
Fuels Retailing.  



 Deadly Alliance / 32 
 

major tobacco companies10 provide further evidence of the high value assigned to these 
agreements, not just by tobacco companies, but by the convenience stores themselves: 
 

 “The majority of NACS members have retail merchandising agreements with at least one 
cigarette manufacturer and many have more than one agreement. . . . Those with 
merchandising agreements derive significant revenue from such agreements.” (NACS 
Submission at 4)  
 

“A major component of all Retail Merchandising Programs is the buy-down provision. 
All Retail Merchandising Program contracts contain buy down provisions, whereby each 
tobacco manufacturer reimburses retailers for selling its cigarettes at discounted prices. . 
. . The buy-down provisions are integral to the convenience store business. Cigarette 
sales typically constitute a large percentage of a store’s revenue, 45% in the case of 
Ricker Oil Company. Buy-down provisions are essential to the continued viability of a 
convenience store’s cigarette sales.” (NACS Submission at 11)   
 

“The convenience store business model is dependent on the sale of high-margin, high 
impulse items at the point of sale as well as competitive pricing on cigarettes.” (NACS 
Submission at 12)   
 

All of these promotional efforts are undertaken to boost sales for tobacco companies and grow 
their bottom line.  It is true for cigarettes as well as smokeless tobacco and flavored cigars that 
appeal to kids.  The following quotes from industry publications illustrate this point.  
 

 “One thing boosting sales is the promotional efforts of tobacco companies. 
Manufacturers frequently offer special pricing on two- and three-packs. ‘Snuff comes in 
five-packs, and we sell a lot of five-packs,’ said Metzinger. Some promotions include free 
trial pack of snus with a purchased package of cigarettes.”11 
 

 “Cigars are still well behind chew, Audet said, but the segment is plowing forward 
because of the suppliers’ active and insistent strategies. Suppliers, Audet said, have been 
offering 50-cent buydowns and plenty of buy-one-get-one and buy-two-get-one deals, 
all of which have positively impacted overall category sales.”12 

 

“‘The cigar contracts have a clause in place where, if you grow their business, the 
money that changes hands grows accordingly, so it has evolved as kind of a dual 
partnership,’ Monaco said.”13 

 
                                                 
1 Pierce, JP, et al., “Tobacco Industry Price-Subsidizing Promotions May Overcome the Downward Pressure of Higher Prices on 
Initiation of Regular Smoking,” Health Economics 14:1061-71, 2005.  Chaloupka, F, et al., “USA:  Price Cuts and Point of Sale 
Ads Follow Tax Rise,” Tobacco Control 8:242, 1999.   
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APPENDIX C.  Excerpts from Cigarette Company Sales Training Manuals 
on Point-of-sale Marketing 
 
These excerpts illustrate extent to which tobacco companies control tobacco product 
price, placement, and promotion at the retail level. 

Philip Morris, Retail Leaders 2000, pg. 3 
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Philip Morris, Retail Leaders 2000, pg. 23 
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Philip Morris, Retail Leaders 2000, pg. 46 
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Philip Morris, Retail Leaders 2000, pg. 81 
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Philip Morris, Retail Leaders 2000, pg. 89 
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Philip Morris, Retail Leaders 2000, pg. 136 
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Philip Morris, Retail Leaders 2000, pg. 137 
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Philip Morris, Retail Leaders 2000, pg. 164.  Highlighting on this page and subsequent 
pages added by authors.  
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R.J. Reynolds, 1996 Sales Representative Training Manual, Volumes 1 & 2, pg. 21 
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R.J. Reynolds, 1996 Sales Representative Training Manual, Volumes 1 & 2, pg. 136 
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R.J. Reynolds, 1996 Sales Representative Training Manual, Volumes 1 & 2, pg. 196 
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R.J. Reynolds, 1996 Wholesale and Retail Partners Programs, pg. 6 
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R.J. Reynolds, 1996 Wholesale and Retail Partners Programs, pg. 17 
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