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Tobacco retailer programs :
What manufacturers have said about them

After the ban on visible retail displays came “We used to pay for space, visual communi-

into force in Quebec, tobacco control cation, but now that the space is not there any-
advocates became alarmed with what they more the whole partnership is about category
were reading in retail trade magazineS. gl‘O\\'th,” he Said. 5 \\h() can WOI‘k \\lth the manu-

facturer to get growth will have growth, see ben-
efits, savings, plus ongoing benefits like
customer loyalty.”

Canada’s largest cigarette manufacturers
were deploying retail reward programs :

. 1 ] - Liel Miranda, division head, Trade Marketing,
Trlps and prizes ITC, 2008. (YCM, July 2008)

’ Rebates Funk told retailers, “You can expect our company

- Other offers to not be paying for retail display space. But that is
not meant to imply that we are taking trade spending
off the table, not at all. In fact, we will migrate that

Ol{é 6}01,{{{(91 0\ V\P,Yi , trade spend into pay-for-performance Kind of pro-
> ‘ ' g e Y - r - S
Vm@@ | 9 9’ . grams. So we will be focused on specific brands, on
parcOU\’S maginez les moments magiques qui vous attendent a bord d'un t -_ > . .
PARADISE ISLAND T e o o vt Qo o ! information that you can provide to your consumers,
Svaves 105 stk apalanl v bt b sl

Imaginez pouvoir profiter d'un hébergement avec vue extraordinaire sur

I'océan et d'une gastronomie de réputation internationale. - Ron Fun k’ VP Corporate Affairs RBH. (YCM , Ju Iy 2008)

Il vous suffit d’'emprunter le Parcours vers Paradise Island pour courir la
chance de vivre cette incroyable expérience.

Pour en savoir plus sur la facon de profiter de cette aventure
exclusive aux Bahamas, ponctuée de grasses matinées, d’aprés-
midi ensoleillés et de soirées de réjouissances, rendez-vous

sur jtiavantage.ca

conne dons

DE MULTIPLES FACONS DE GAGNER! ” JTi AVANTAGE
ENSEMBLE

lus vous obtenez de bons de participation, plus vous avez de chances de gagner.
Accumulez des bons de participation en achetant des produits de JTI et en prenant part
aux programmes en ligne admissibles a8 www.jtiavantage.ca.*

- VIG, May 2013



http://www.cqct.qc.ca/images/2013/PUB_13_05_00_JTI_Avantage_Concours_VIG_Vol18_No3_p36et37.jpg

Tobacco retailer programs :

What retailers have said about them

HANK DANISZEWSKI, QMI AGENCY
Jan 15, 2011 , last Updated: 5:45 AM ET

LONDON, Ont. - What's good news for London smokers may be bad for
many small retailers as Canada's biggest tobacco company moves to drive
down cigarette prices.

As of Nov. 1, Imperial Tobacco launched a new pricing program that gives
about 10,000 retailers, roughly a third of all stores, a $5-a-carton price
break they're supposed to pass along to consumers.

Retailers who get the deal agree not to sell above a maximum price but
can decide to sell for less.

The other retailers, though, are just out of luck. _ Toronto Sun, January 15, 2011

Sweaburg store owner argued Imperial Tobacco was
giving out discounts on cigarettes to larger chain
convenience stores.

SWEABURG -- A convenience store owner in Sweaburg
who took Imperial Tobacco to task over what he called
"unfair" prices offered to larger chain merchants has
reached an agreement with the cigarette company to
supply his store with a rebate.

Bob Pate, owner of Ritu's Convenience & Food Mart
located at 484750 Sweaburg Road says his own profit on
a package of cigarettes in February was just 20 cents.
Now, he's able to offer more competitive prices on
Imperial Tobacco's line after complaining to the company.

"They were giving big rebates to some stores which they

selected and it was hurting my business and lots of small

business owners. They talked to me several times, then

they decided they understood the whole thing, and then . : . =

they decided okay — and gave my store the whole rebate, U Convenience & Food Mart Owner Bob Pate (pictured)
! says his store will get a rebate after seeing discounts which

they're also giving other stores the rebates too." varied anywhere from $2.00 to $10.00 per carton for other
stores.

!
|

" il

-104.7 EM, April 1, 2014

READ: Increasing gas station convenience increases sales

Recent activities by Imperial Tobacco have not helped. The Canada Convenience Store
Retailers Association has filed a complaint with the commissioner of competition for Canada,
claiming that Imperial Tobacco has offered its preferred pricing program to only 30 per cent of
Canadian convenience stores.

That has left 70 per cent paying $5 to $9 more per carton, thereby squeezing their margins and

forcing more stores to close.

The complaint makes other charges as well, summed up by the c-store association’s claim that
“Imperial’s policies illustrate an abuse of market power, an abuse of dominance and contain
exclusive dealing, tied selling and market restriction in favour of Imperial’s products.” (I

contacted Imperial Tobacco to get its side of the story. but after three phone calls and three

¢-mail messages, I got no response). _ canadian Grocer website, June 2013

Many retailers had actually protested
publicly against the tobacco industry’s
retail programs, but health groups
didn’t pay much attention!


http://www.heartfm.ca/news/local-news/store-owner-wins-rebate/
http://cnews.canoe.com/CNEWS/Canada/2011/01/15/16900651.html
http://www.canadiangrocer.com/top-stories/for-c-stores-where-theres-smoke-theres-ire-27586

Tobacco retailer programs:
What we now know

Retailers feel priviliged to have retail trade agreements

Contract/agreements have confidentiality clauses
(often signed documents but not always)

Agreements contain:

Price controls (fixed retailer profit margins),
especially on discount brands

Offer access to popular brands at competitive prices
(4-6 S discounts in Qc)

Offer access to special products (ex. specially bundled
products, like « duo-packs »

Retailers must:

Not contest/question the conditions of the agreements

Must reorder same or greater volumes (which implies
that they must meet sales targets within specific
periods)

Must answer properly when quizzed by industry sales
representatives
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Tabac: des dépanneurs sous pression
Tobacco: convenience stores under pressure

ISABELLE PORTER | Quebec | October 26, 2015

Increasingly constraimed by legizlation
tobacco companies are now Waging war
convenlence store by convenience store
through “loyalty programs™. For some
small owners, the sifuation has become
unhearable.

Charhe (not his real name) has owned a
small convemence store in Montreal for
six years. Although rather shy by mature,
he does not hesitate to call hmself “the
slave” of the tobacco compames. Like
everyone interviewed for this report, he
has requested anomymity for fear of
retabiatory frade measures from tobacco
manufacturers.

It all started around 2009-2010, he says,
when tobacco gant Japan Tobaceo
International (JTT) started selling cartons
of Macdonald Special cigarettes to
certain retailers at a deep discount
Eetailers could pay five or six dollars
less a carton but, m exchange, they had
to sell packs for less. For selected stores,

the agreement was even more mwa.vdmg

Before any representafives
around, they will try to sell as many
packs as possible of the brand under
contract, sometimes selling it at a lower
price, even at a loss. "Il rell rhe
customer that {f he buys thic brand T
will sell it for even lesz, except it'’s at my
own expense,  says Fobert.

cone

In the past, EBH and JTI have alo
offerad retailers contracts based on pomt
systems and contests fo win pnzes,
including tnps down South. Beyond
these options, the principle 15 always the
same: the company offers cartons at a
discount, but sets the selling price. More
and more retailers are also being offered
discounts for two-pack combos (so-
called “duo-packs™) at a low price.

Previously, retailers would buy cartons
from a wheolesaler at the same price and
sall them at a pnice of thew choosing.
But the tobacco companies now deliver
thewr products themselves and send
IE]J‘IEEI:IIEHLE fo enswre that retalers

[Translated by LOCT]

Impernal Tobacce 15 the only company
to appear before the Parliamentary
Committes, and responded to questions
from Mr. Lisée about loyalty contracts.
“The omly thing remilers can do iz
anzswer some factual guestions from
conzumerz,  argued spokesperson Enc
Gagnon. “So {f pou're suggesting that
Imperial Tobacco Canada, through
parmership programs with retailers,
incites people 10 smoks, rthar i
completely wromg. Whar we de. with
adult: who have made a cheice fo
smoke, iz fest our market chare.”

EEH 15 said to be “proud of i
relationships with retailers.” Those who
participate “receive a special discount
in exchange for a broader ramge of
products, competitive prices and the
guarantee  af adequate  inventory
management,” said the spokesperson
contacted by Le Devoir. "This is a
common businesz practice for many
mdustries.”

- Translation of an article where retailers conflded
to Le Devoir journalist in October 2015

http://www.cqct.gc.ca/Documents_docs/DOCU_2015/ART_15
_10 26 _Depanneurs_sous_pression_LEDevoir ENG.pdf



Retailers incentive programs:

What do they achieve
=  Allow manufacturers to keep
38.9%
prices artificially low by 00 s . 35.9% 35:3% 34.5%
. . . ' % 32.9% o e
controlling profit margins T : ..
./EEHE
19.3%
= Allow manufacturers to have
complete control over pricing o . . . . .
° ® | g
of discount brands, and finely 10 s : ” .
modulate the prices Of such 2010 | 2011 | 2012 2013 | 2014 2015
brands over time —B—Super Value —e—Valueg —&—Sub-Premium —#—Premium Super-premium

Source: JTI's response to Health Canada’s “Consultation on
‘Plain and Standardized Packaging’ for Tobacco Products”,

. Enable manufacturers to deploy ~ "'9's'3 2016

price segmentation strategies




Analysis of price displays in Quebec (1)
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Example:

= Factoring in for inflation, a consumer paid less for a discount brand in 2015, that he would have
in 2005 (55.33 in 2005 is equivalent to $6.27 in 2015.)

« The price displayed in 2015 (56.15) does not even account for the $1.20 tax increases which
occurred during that period, which would make it 56.53



Analysis of price displays in Quebec (2)

Lowest displayed price per cigarette and non-tax portion of price,
(inflation adjusted, 2002=%1 ). Quebec 2005-2015

$0.31
$0.32
s §u+32 y =-0.0003x +0.9164 5”‘31. $0.33
0.31 ® 50.2% 30.
¢ D30 esecesnsiesnssssnnssannnnas lr$ﬂu2‘$&zg ............................ '.,gu.z& gg+§g
$0.28 ® 50.23 $0 Y $0.2® $0.25 $0.26
$0.25
$0.13
0.13 y =-0.0033x +6.7695°0-10
| S e ® 50.1® $0.11 3->00% 011
. ."“-[j':ijin---t +++++++++++++++++++++++++++++++++ 5[1,[] .
0.09 ® 30.0% ¢ o ° 50.07 ! < :::E 50.06
$0.05
2004 2006 2008 2010 2012 2014454 2016

® Cost to customer per cigarette - inflation adjusted
® Cigarette price exclusive of tax - inflation adjusted

» Displayed price would lead to $0.28-0.32/per cigarette in 2005 (max would lead 5 6.40/pack of 20)
« Displayed price would lead to 50.25-0.33/per cigarette in 2015 (max would lead $ 6.60/pack of 20)



What about segmentation in British Columbia ?

= The pictures tell us that there are:
= Price differences across cigarette brands

= Price differences based on the quantities
bought (single packs, versus 2, versus
carton)

= Prices vary from one location to the next

A A A L
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Mac's Convenience store, Victoria, Nov. 26, 2017 7-11, Victoria, Nov. 26, 2017
picture courtesy of Jack Boomer picture courtesy of Jack Boomer



Hypocrisy of the industry

Nobody is immune to negative effect of
contraband tobacco

CAROLINE FERLAND, SPECIAL TO THE VANCOUVER SUN  10.30.2013

Caroline Ferland, vice-President, corporate affairs, at Imperial Tobaceo Canada.

Ag British Columbia completes its annual pre-budget consultation, the province would be wise to

-

SHARE be quite addicted to tobacco taxes, and use taxation as an easzy fix — as evidenced by the latest

exercize extreme caution when it comes to tobacco taxation. While governments have been known to

52-per-carton increase that took effect in B.C. on Oct. 1 — there are serious negative and unintended

- The IndUStry Complalns abOUt taxesl Aﬂ, consequences that come with a high tax policy.
bUt nOt |tS own IncreaseS ADJUST It does not take a degree in economics to figure out what happens when the price of a product is

increased fime and again: Consumers look for cheaper alternatives. When it comes fo tobacco in

- Canada, that alternative is readily available through an illegal, untaxed and unregulated market.

COMMENT While B.C. iz fortunate to have not yet seen illegal tobacco levels like those found in Ontaric and
Quebec, which reached 48 per cent and 40 per cent respectively in 2008, the threat remaing very real.
In recent years, illegal tobacco shipments from Ontario and Quebec have been seized acrogs Canada,

|
[ — | including in B.C.

PRINT
In addition, B.C. faces another threat: counterfeit cigaretie shipments from Asia. Since 2010, the RCMP

has seized more than 145 million cigarettes illegally smuggled from Asia into the province. With the
RCMP stating that they are only able to capture a fraction of the illegal cigarefies smuggled into
Canada, we can only imagine the number of illegal cigareties successfully penetrating B.C. from Asia.

Even maore frightening for B.C. are the excessive tax increases in recent years in both Manitoba and
Saskatchewan, which have provided a perfect opportunity for illegal operators to exploit the economic
zituation and begin transporiing and selling illegal products in Western Canada. Manitoba has already
seen its first “emoke shack” established and a noticeable spike in contraband seizures. As supply
chains are established, it becomes easier to continue expanding westward towards B.C. If anyone has
any doubts this will happen, they need only look to Atlantic Canada, where the illegal operators quickly

B o T B L T T B e e T T T L R ST R LY

http://www.vancouversun.com/news/Nobody+immune+negative+effect+contraband+tobacco/9104265/story.html



http://www.vancouversun.com/news/Nobody+immune+negative+effect+contraband+tobacco/9104265/story.html
http://www.vancouversun.com/news/Nobody+immune+negative+effect+contraband+tobacco/9104265/story.html

Wholesale price data for British Columbia

(wholesale does not include provincial taxes or retail margins)

Figure 2: Reported Wholesale Unit price of cigarettes in BC, 2003-2016
Federal Excise Tax vs. Industry Revenue
$0.30 Source: Health Canada, TRR Section 13

W Excie Tax W Imdustry Bevense
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" |ndustry increased aggressively its prices between 2014 and 2016
= Average wholesale price for a carton went up S 7.80 during that period
= This increase is 4.87 times greater than the October 2017 increase ($1.60)




Evolution of wholesale cigarette prices in BC

unit price
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Average wholesale unit price of cigarettes in British Columbia, 2001-2016
Source: Health Canada, TRR Section 13
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Evolution of wholesale cigarette prices in BC

unit price

Average wholesale unit price of cigarettes in British Columbia, 2001-2016
Source: Health Canada, TRR Section 13
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Evolution of wholesale cigarette prices in BC
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The effect of price segmentation in the UK (2001-2009)

Across the market as a whole, the industry is
increasing prices over and beyond tax increases
(i.e. overshifting taxes)...However, the extent to
which tax increases are shifted to smokers
varies both over time and by brand segment

at the point when tobacco taxes are increased
in March/April each year, the industry
overshifts the tax increase on the more
expensive brands, while absorbing the tax
increase on ULP brands. This suggests that
industry-initiated price changes are timed to
reassure price-sensitive smokers and
accentuate the price gap, but also to hide the
price increases on the more expensive brands
behind the excise increases.

Although the overshifting of taxes should
benefit public health, the opportunities and
incentives for consumers to downtrade from
expensive to cheaper cigarettes have clearly
increased over time and, if current pricing
strategy continues, will increase further. Recent
research showing that the availability of low
cost cigarettes in a market reduces the effect of
cigarette price increases in promoting smoking
cessation suggests this pricing strategy may
undermine the public health impact of tax
increases.

"Understanding tobacco industry pricing strategy and

whether it undermines tobacco tax policy: the example of the UK cigarette market*
Addiction, 2016 Volume 108(7): 1317-1326 http://onlinelibrary.wiley.com/doi/10.1111/add.12159/full



http://onlinelibrary.wiley.com/doi/10.1111/add.12159/full

Policy options : What about minimum prices ?

Cigarette Minimum Price Laws- Markup An Alternative: Flat Rate Minimum Price Laws
(Status quo)

o

Minimum Retailg

Price
Wholesale Pricy Mot i i l Retail

Wrha
Price
Price Price
(S) (%) Minimum
wcg Flat Rate Retail
Price

Retail = 8% Markup over
Wholesale

. Deep Discount Value Premium
Discount Discount

Deep Discount Value Premium

Source: Public Health Law Center, “Policy Options for combating Tobacco Industry Price Discounting”, Webinar, April 3, 2012.
http://publichealthlawcenter.org/sites/default/files/Pricing%20Webinar%20-%20FINAL %20merged%?20slides.pdf.

= Minimum price laws won’t eliminate segmentation


http://publichealthlawcenter.org/sites/default/files/Pricing Webinar - FINAL merged slides.pdf
http://publichealthlawcenter.org/sites/default/files/Pricing Webinar - FINAL merged slides.pdf
http://publichealthlawcenter.org/sites/default/files/Pricing Webinar - FINAL merged slides.pdf

Policy options :
What about banning incentive programs, as Quebec did ?

“21.1. A manufacturer or distributor of tobacco products is prohibited from offering
rebates, gratuities or any other form of benefit related to the sale or the retail price of a
tobacco product to operators of tobacco retail outlets, including their employees.

For the purposes of this section, a manufacturer or distributor of tobacco products
includes the mandatary or representative of the manufacturer or distributor or a person

or partnership that is controlled by or that controls the manufacturer or distributor.”
Quebec’s 2015 Tobacco Control Act, http://legisquebec.gouv.qgc.ca/en/ShowDoc/cs/L-6.2

= Manufacturers can still vary (increase or lower) prices per brands in time :
increasing them slowly in anticipation of tax hikes, and then lowering them to
lessen the shock of a tax hike and not cause price shocks for the most
price-sensitive consumers

= A rebate can be disquised as a lower service or delivery free for same retailers and
not others

= Manufacturers can still offer cheaper prices to consumers based on whether they
buy packs of 20, 25, bundled packs or cartons



Policy options for better
controls on prices

= Standardized price per unit,
per same category of product
(cigarettes) would eliminate:

= Price variations between brands

= Price variations between
small vs large volume purchases

" Price variations between locations

Health groups (CQCT, and PSC)

are asking governments to explore
the standardized price option and
implement price controls, so as not
to undermine tax increases.

Source: "Creating an optimal and coherent fiscal framewaork for tobacco, including a robust price policy. CQCT, April 2017
http://www.cqct.qc.ca/Documents_docs/DOCU_2017/MEMO_17_05 10 PricePolicyBrief FINAL_V2.pdf

Preferential

Price Loss leaders) pricing for Temporary
segmentation | products sold SOme Volume price
by brand: below cost: retailers: discounts: reductions:
&
"4 [still possible,
Dri [still possible, but less K K K
s but less profitable for ) ) )
widesprezad) tohano [still allowed) | [still allowed) | [still allowed)
companies)
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<
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The same price
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COALITION QUEBECOISE
POUR LE CONTROLE DU TABAC

Thank you!

| would like to acknowledge my colleague Heidi Rathjen (CQCT), a well as
Cynthia Callard from Physicians for a Smoke-Free Canada (PSC) for their contributions
to the material that inspired this presentation.

For more info:

Flory Doucas, D.E.S.S. Environ. Health
Codirector and Spokesperson

Coalition québécoise pour le controle du tabac
- A Quebec Public Health Association initiative
4529, rue Clark, bureau 102

Montréal (Québec) H2T 2T3

Tél. 514. 598.5533 Cell. 514.515.6780
fdoucas@cqct.qc.ca @CoalitionTabac
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