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HEARING ON S. 1487-TO ELIMINATE RACKETEERING 
IN THE SALE AND DISTRIBUTION OF CIGARETTES 

FRIDAY, OCTOBER 21, 1977 

U.S. SENATE, 
SUBCOl\UfITTEE ON CRIl\HN AL LAWS AND PROCEDURES 

OF THE COllnUTTEE ON THE JUDICIARY, 
Washington, D.O. 

The subcommittee met, pursuant to notice, at 10 :35 a.m., in room 
2228, Dirksen Senate Office Building, Senator Edwa'rd M. I{ennedy 
(acting chairman) presiding. 

Staff present: Paul C. Summitt, chief counsel; Russell M. Coombs, 
deputy chief counsel; Robert :M. ~1:cN amara Jr., assistant counsel; and 
~1abel A. Downey, chief clerk. 

Senator ICENNEDY (acting chairman). The subcommittee will come 
to order. 

Today the Subcommittee on Criminal Laws and Procedures begins 
hearings into an area of criminal activity which, in the past decade, 
has grown to alarming proportions. This activity is subtle in nature, 
sometimes violent and brutal in its methods, and certainly devastat­
ing in its results. I am speaking, of course, of the serious problem of 
cigarette bootlegging. 

The cause of the problem is amazingly simple: Over the past 10 to 
12 years the increasing disparity of cigarette tax rates of various 
States has made it very profitable to transport large quantities of 
cigarettes from low-tax States to high-tax States, ,yhere they are then 
sold at prevailing rates. By ayoiding the taxes in high-tax States, 
illegal profits of $1.50 to $2.50 per carton can be realized. vVhen this 
figure is translated into large quantities, a bootlegger can realize a 
profit of $93,000 to $180,000 per tractor trailer load. 

It is important to understand at this juncture that our immediate 
concern is not with the person who purchases two or three cartons 
for himself in a low-tax State. ,Vhile this type of casual smuggling 
is certainly illegal under State law since it deprives the State of 
needed tax revenue, such bootlegging is a small part of a much greater 
problem. 

The problem with which we are immediately and seriously con­
cerned is the organized smuggling of large quantities of bootlegged 
cigarettes by major crime groups. ,Vhat we are witnessing is a classic 
example of organized crime abhorring a profitable vacuum. Recent 
studies and intelligence reports have clearly documented the fact that 
organized crime now controls a lion's share of this illegal activity. 

The end resnJt of this activity is frightening not only in its scope 
but also in it-R potential for even more widespread growth. Not only 
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have States lost literally hundreds of million~ of dol,lars of nee~le~ 
State tax revenue which has ultimately found Its way mto the coifels 
of organized crime, but also thousands of legitimat~ w~lOle,salers, re­
tailers, drivers, packers, and salesmen have lost theIr hvelIh~?d ancI 
businesses 'as a direct result of organized crime's takeover, "" I~h the 
infiltration of organized crime into this area, there has been, ~V] a,ence 
of increasing, violent crime: Extortion and bribery, truck lu)ackmgs, 
armed robberies, serious assaults, and even mnrder, , 

In 1972, 'when Congress first addressed the problem of cIgarette 
bootlpgging, the cOllsen~us apparently ,:'as that the problem 'Yas one 
Tor the States to deal wIth ancI that theu' efforts up to t.l~at pomt had 
hee.n inadequate., In the past 5 years the complex~on of tl!IS same prob­
lem has changed dramatically, Becau~e of the mfptratlOn al~c1 ~a~m­
over by organized crime, the problem IS no longer ]so~ated to mdnTld­
ual States but rather is a major Federal concern. In spIte of the efforts 
many States have made over the,Years, it ~s clear thfl:t ~hese efforts are 
hopelessly inadequate to deal WIth the lllgl~ly sophIstIcated and .fre­
quently ruthless methods employed on an Interstate level. The hme 
is certainly ripe, if not long overdu~, for Congress t,o take a fresh look 
at the problem of cigarette smugglmg and determme the nature and 
extent of the Federal response. , 

",Ve are pleased to have with us today a number of wItnesses whose 
efforts, research and experience will hopefully give us a better under­
standing and appreciation of the scope of the problem as well as as-
sistance in arriving at a possible solution. , 

",Ve are delighted to welcome our colleague and gooc~ frIend, t~le 
Senator from Florida, Senator Chiles, who has long been mtere~ted 111 

this problem, I-lis State is one of the States that has been most dIrectly 
affected. We are interested in hearing his views about this problem 
and ways that we can best deal with the issues. 

Senato.r Chiles ~ 

STATEMENT OF SENATOR LAWTON CHILES, A SENATOR FROM THE 
STATE OF FLORIDA 

Senator CHILES. Mr. Chainnan, I want to congratulate you on hold­
ing these -hearings and the work that you are doing, in trying to 
combat organized crime. I certainly want to add my VOIce ~ support 
this legislation. This bill would give law enforcement offiCIals a n~w 
tool to fio-ht oro-anized crime and its operatives who have found stIll 
another ~ay to ~ob State and local governments of needed tax dollars. 

IVfy State of Fl,orida ha~ a big .stake in, this fight. 
A package of CIgarettes In FlorIda carr~es a State tax of 21 cents, 

Add 2 more cents per pack f~r the ~tate s. sales ~ax and a pack, of 
cigarettes costs almost as Inuch In Flonda as It does In New York CIty. 

In fact, New York City is No. 1 and Florida is No.2 in the cost of 
cigarettes. , 

Take the State's high cigarette tax, ad~ the numbe~' ~f Inter-state 
hi~hways entering Florida a1!d the State s close pr:oxImlty to those 
tobacco-producing States wInch levy almost no CIgarette tax and 
you've got the perfect market for cigarette smugglers. 

One man took: advantage of the situation earlier this year when he 
outfitted his camper-van with hollow walls, and false floors and drove 
to North Carolina. 
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th Flori~a ?ffici~ls were tipped off on his return to the State and while 
ve:l:3'~bolI~t6elo'Iooor lo~ked Pfe~fectly normal, a close examination re-

, ,. 1 , cal Lons 0 CIgarettes. 
lla;~U:o~~1Ufgler probably paid about $3.25 for each carton. He would 

f $'"' t lem f~r $4.~0 !o $~.75 per carton, making a quick profit 
? (,500 on a ,qUIck trIp In Ius camper trailer. People that are just 
m an automobIle could make $2,500. You have cited what 1m Jens 
TWlllen we go t;lp ~ro~n the automobile to the van, to the four-,;h~~ler 

ley are commg m 111 that way too. . 
CIgarette smuggling is not ~lew to Floric'a Incleed St t offi '1 t' t FI 'd· , l, 1 , a e revenue 
ttCIat s es una e ~ on a lost $35 111Illion last year in uncollected ciga­re . e ax revenue. 

f?i~'are~te smuggling is so inc~edibly easy that officials tell story 
~lo-el ~tf{y of peopJe stuffing then' car with 2,000 cartons and turn­

'T b .l10 t~ of $2,500, as they resell the cigarettes to friends and co­
WOl \.ers . .L~ ot a; small profit for a Iveekend's work. 

Smugglers In Florida have also rsed the US Postal S . I C'lS b f Fl' l ',( erVlCe. n a 
G e ~lOW e ore ~ ec er~l grand Jury in Tampa a North Oarolina 

ntla~lI,s_lchatrgefdlwIth oifermg a regular mail order ~ubscription service 
o leslc,en s 0 ~ Ie Tampa Bay area. 

OffiCIals esb:nate the North Carolina businessman grossed more 
than $700,000, In the 7-to-9 month period he was under surveillance 

. ~he graI~d Jury looks t~ returI~ indictments under the catchall Fed~ 
Cl a ,mall fI aud charge to stop mall-order operations, 

CI~are~te s;m~g~ling, a~cording to a s0:ries on the subject by a St. 
;retels~Ulg .telellslOn statIOn ~ast month, IS so widespread tliat a shop 
~n dO\UltOl'i~l Tampa ,was sellmg contraband cio'arettes in plain view 
m two ViI~dll~g mac~unes located righ~ inside his front dool'. 
, B~lt ":_,ule t~ose c~garet~es were ~aslly spotted by agents making a 
loutllle InspectIon O,f vendmg maclnnes, untold hundreds of thousands 
of other packs of CIgarettes sport a forged cigarette tax stamp. 

The stamps are so good that the untrained eye cannot detect the fraud . 

. II~ a warehouse ,raid in Broward County last year, just under a half­
mIllIon packs of CIgarettes were seized, many with counterfeit revenue 
stamps. 

:J P?l~ce saiq a,burglary had been st,aged at the same warehouse a year 
earlIel an,d a cIgarett~ stamp maclllne had been reported stolen. 

The suosequent raId turned up the old machine doctored so its 
stamps coul1not be traced. r:r:he distributors were pl~tting fraudulent 
stamps ?n cIgaret~es ~nd sellIng them to unsuspecting retailers. 

The CIgarette dIstrIbutor was convicted of counterfeitin 0- cigarette 
tax revenue stamps. b 

Oig'arette bootlegging is not the victimless crime some would like 
to believ~ and w~tne.sse~ who -follow me will tell of the profits reaped 
by those In orgamzed crIme who have entered the busjness of smuo-gling 
CIgarettes. b 

Florida, like many other States, returns a pOliion of the money 
collected through the cigarette tax to the municipality or county in 
which the cigarettes were purchased. 

In Florida's case, it is 70 percent which g'oes back to the local D'OV­

erm~ent. Ma~y of our State's smaller municipalities operate on band 
prOVIde servIces solely on the revenue generated by the tobacco tax. 
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1 't ts such as th('ir Many others operate. various gOY<.~l'nment e ('pal men, ., 

police. departnl0nts" on the revem~ls. 1 lcreted for eiO'ht new inspectors 
The Florida L('~:?;lslature re('(,l1 . y me b

I
·· ... tl 'nO' but fig'ht ciO'arette 

. , b ' , , clel)artment to e 0 no . 11 t->. h It In the Statc~'s e'l el,age "11 l'ttle if we do not O'et a pena y smuggling, But then' effoI'ts WIl mean 1 b_ 

to back them up. .. a 1 increased Federal role, but 1 do 
I am not usually an a~vocat(' f,~11~ I l~ ne1 ahow oro'anizecl crime to 

not belieyc we can eontlllue to SI ,t~ ,'" ~uries beCH.11~e it can operate 
continue to rob our State and l~c,t J<',a] top State and local law 
aerORS thp same, Stat(' bonndanes ,y llC.l S • , 

('nfol'ce1llC'nt officIals., , , I, c+nowledo'C's the concurrent ]U1'1S-
f.\pction 12KD of the 1)111 C'XphClt } afi! "-., 1 '1 flo'htin o' cio'arettC' boot~ 

f -, t 1 '. nfol'cpmC'nt 0 uClc! S 11 ~ b t-> 1 l' 1 of diction 0 ~ta C' a" C'. 1 that strikes me. as t 1C' nne 
}('gging. ~'bjs is a balancC'cl arpl:~lc~e ,~elcomecl by State and local 
partnersIn}) al'range:llC'ut tha~ \I 1. • • 

In.\\' PllforcPllH'nt officw}s: 1. b 'n I think we should look at raISIng 
\V11ilc we are cxammmg tIe 1 A . maximum fine. of $10,000 and 

tIle P1aximum sC'ntences and fines. ( . ot be enoua1h. \Vith the. 
A ,. ." 1 ·t of 2 years may n . b I . 

a maxIlllulll J al. sen .cnce. , " 'lIt "trl' "W tlIese l)enn tIes as ' l' 1 ·tl O'erln er sonle mID 'v profits involvC'{ In )?o. ebb, t'" .' 11 . f they could have some 
merely the cost of domp; busmess, e.spe.cm. y 1 

fall guy to take t~le pena1lty: 'II 'erl t be examined with an eye toward One, other sectIOn of t Ie DI nllb 1 

making it t.ougher for boot.legg1rs. t'. defines contraband cigarettes 
Th~ legi~lati,on l:nder fOJ~~I~g~ai:l~livid~lal cigareJttes. That',s 1,000 

as a quantIty In ex·cess 01 "" ~ onsideration should be. gIven to 
packs or 100 ca.rt.ons ane pe:}aps I k ow we're not t.rying to catch 
lowering tlhat figure" to 50 ca, ,.~ns: Rt ~ and briners back several C1ar­
the perSO!l that is gomgtto a~~~:';~ln~e '~l~at if you ~re taking back ~OO 
tons of cIgarelttes, But 1 see~ '. .i inly in the 'business of trymg cartons or even 50 cartons you are. cer .a 

to sl:nugg;le mId reapl~' prot~t: _ cl\:-a-day smoker almost a full ye'ar 
Smce It would ta ~e f ',ne: l~a 'j:. is e\rident that anyone. who has 

to smoke 100 cart~ns 0 clg~n.e ,e8.1 i . '0' rette scHiner business. 
100 cartons in rbhe.rr pOSSes?101l IS In .t ;~u~~i~t.erest in fo~using atten-

I 'comm~n~l yon, ~lr. Chfl.rn~~E' for f come la; well h{'fore the end 
tion on itlllS Issue. I hopeltI, lIS It c~~~ t~e know that I will help in any of t.he 95th Congress ane wan y . . 

way I can tow-a,rd that,enfl. 'J' . with t.his but I think the pamphlet 
I know that vou ar e ~~:~~~,r Commission on Inlh.wgov('rn~l1~l~tal 

tRhalt .j.:vas dC~:eal~YttetJBleo:leero'in:: A St1ate and Fed('ral Responsllnhty, 
e, aiL-IOnS, "t>'. ~-I bb t:> a t "II b ' )art of "'trour was most helpful to me and I am snre t:lla, WI e a I( .J 

recgrd' t . IT ~ T T,j. win be made a part of the record and in~e.I~.e.d i0enaor ).EN N EDY, .i'L. n 1 A I ' r 18S1on afteI~ 'the testimony of t.he rel?resenhlkives of t.le e vlsoryomm 
on Intero'overmll('ntal RelatIons, rSee p, 16.J 

I tOt tl 1 YOIl Sell n tOl' r'lhl1es forvour excellent statement. ,yan o· UI.Jl \: , ~ « . \ . " . 1 t l' 1 
In the ACIR renort which yon referred to, there are c 1aI' s ': 11C.1 

1 tl. States whirh have l)(>e11 the large reyenue J08C'1'8: FlOrI~ln, IS ~l~~'I~f tl~em:As I understand it. the cigarette tl~Rffic moves In corrIdors 
tl I I Stntes It fllll11els clown to FlorIda and comes up to the. 11'011 0' 1 severa n,·.· f 't 1\£' 
N orth~ast and to 1\£assachusetts and even up north 0 us In 0 ame. 

------------------ ---------~ 
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"T e will hear later on in the clay about how these corridors are struc­
tured and how they are set up. I\vould think that it wou~d be excee~l­
ino'ly difficult for well-intentioned law enforcement offiCIals, even In Fl~rida, to be able to track this as it goes into other States because of 
the way the Stat~ Iall-·s are established at t~le present time',Isn,'t that 
what we arp tallnng about-the fact that clgn;rette smugglmg IS, well 
organized and that it can be demonstrated qUIte clearly the corndors 
exist in the East and up to the Northeast and down into the E?outh~as~­
ern part of our country? The ability of the States to deal 'Ivlth tlus IS 
extremely limited, as I understand it. , 

Senator CHILES, It. certainly is. lYe had many instances bu~ there IS 
one specific case in south I·norida where a raid was made and CIgarettes 
were found in large quantities. Also found there was definite evidence 
at that time showiner where the cig'arettes were coming from and how 
they were being sto~'ed in other Ijlaces prior to coming there. These 
came from tobacco-producing States. 

",To do not o'et very (J'ood cooperation from some of the tobacco-pro­
ducjng State'S ~'1nd th(ll'~ was no way the local Florida officials could go 
into what was a conspiracy, and to try to trace this contra~and that 
was coming into the warehouses and from the States it was bemg org~­
nized in and coming out. If it vms a Federal crime, which of course It 
should be, then the Alcohol and Tobacco control people could come in 
and on the basis of a conspiracy they could bring charges. They could 
also l1it those locations and stop some of t.he staging points. That would 
be tremendoySly helpfnl in trying to br~ak t~lis up. , . ' 

Senator I\'l~NNlmY. The proposed leglslabon 'IylHch 'Ive arec?nsIder­
ing is rather limited. It would require that certain recordkeepmg pr~­
cedures be observed and various l'C'cords maintained. There is a legitI­
mate quest.ion, which I haye heard yon spC'ak eloquently about, which 
is the additional burden that would be placed upon retailers and o~ltlets 
in terms of such recordkeeping requirements. IIowever, the prOVIsions 
of this legislation really only require the kinds of invoices, that any 
responsible outlet would maintain as a normal business practIce. These 
records would be kept and would be ayailable to the law enforcement officials. 

Finally, I think you would agree with me that cigarette bootlegging 
is 'a major Source o:f reYenue for organized crime. It is my understand­
ing that organized Sll1u~'g1ing is one of the major Sources of revenue 
for organized crime. I don't be lieye most people understand that. 

Senator CHILES. I think you are 'absolutely right. 
Senator ICENNEDY. "Te are t.alking about hundreds of millions of 

donars of lost tax revenue being diYerted into the coffers of organized 
crime, lYe are talking about tens of millions of donal'S over a period 
of a few years, and hundreds of millions of dollars of Jost re'l'enue. ,Ve 
nre tryin.9,' to reach both of these issues-lost State tax revenues and 
org'anized crime activity. 

Senator CHUJES, Tluit is exactly correct. So not. only mn I talking 
about a $31'5 million a year that is coming out of the local governinents' 
pockets. This is revenue that they are not receiving. 

Senator ICENNEDY. They have t.o make it up some way. 
Senator enILEs. y('s~ that means higher property taxps. That. is the 

only other Source of revenue ·of local government, so that is higher 
real property taxes on people. 



6 

;Sut not. only that, a~ we are f~mneli~lg that. money into. organi~ed 
crm~e, wInch In many Instances 1S cOl11mg hack to compete by bemg 
put moo restaurants and other legitimate operations which are fronted 
by the organized crime people, so it ]s coming back ]n to compete with 
the businessman. That is about the most unfair thing that. you cou1d 
lULve. 

To show the extent of our inabilit.y to deal with this, the Florida 
Legislature recently raised t.he tax on cigarett.es. The legislature does 
t.hat once in awhile when they are looking for revenue. They were 
criticized by a number of the iw,\Yspapers and a number of people in 
Florida. By raising re·Vf'1l1H' an they \yere going to do was add to the 
bootlegging t.raffie and ~)y virtue of the fart that. Florida that. has such 
a high tax now, then we 'would just be raising the bootleg traffic. That 
At-ate action is simply going to canse a reduction, perhaps, in the legiti­
mate sales and an incl'rase in thp illrgitimatr salC's brcanse there is no 
way tha.t the State officials ran rrany policr this unlrss W(l ran recognize 
that. it is an int€'l'stat€' crimp and they \vonld have to bring Fedrral au-
thorities into it. . 

Senator ICENNEDY. I think YOU arr absoJntrly right. \Ve will hear 
dnring the, conrse of the mOl'liing t.he diffirultirs that the States have 
had!n trying to deal with this srrious problem. Cigarette bootlefrging 
has mcreased dramatically over the past ::3 01' 4 years. I t.hink it. will 
rven grow larger unless we are prepared to deal with it. One method of 
den.Jing with t.he problem is the legislat.ion we have proposed. 

So, we have a legislative remedy. 
.\V'? will ask ~ou to join with us to do S0111e. things administratively 

wlthm the. ,rushc(' Department and the interagency task force which 
could begin to coordinate this action at the present. time in administra­
tive ways. 

Senator (hUIJES. I look forward to working' with this. :My subcom­
mittee has the budget of the Alcohol and Tobacco people. As soon as 
we have a basis for bringing them in, I Wflllt to see that they have 
th~ adequate r('sOll1'ces and the direction that they are going to ulove in 
tlns area. 

Senator ICENN'EDY. Thank yon V(lry much. 
We want to first of all mention that Senator BeUmon, who intro­

dnced this bill, pJanned to be with us. 1-Ie is the prime sponsor of the 
bill. We will include his staten1E'nt in its entirety in the record. Sen­
ator Anderson, who also is a rosponsor, intended 'to be here. 

STATEMENT BY SENATOR RENRY BELLMON, SENA'fE JUDICIARY SUBCOMMITTEE ON 
CRIMIN AL LAWS AND PROCEDURES 

Ro S. 1487, )j"ederal Cigarette ContraJ)Ul1(l Bill. 
Mr. Chairman: Let me begin hy expreRRing my appreciation to you and the 

subcommittee for the timely manner in which ;\'OU lJa,(' Rchec1ulec1 these hearingR. 
The rapid growth of cigarette bootlegging throughout the country gives rise to 
the need for today's hearing and to passage of t.his legislation. I feel certain the 
testimony you are to receiYe win be most beneficial in your consideration of S. 
1487. 

As YOU know, Mr. Chairman, S. 141'7 would sharply expand the F~dernl role in 
the fight against cigarette bootlegging which has become a major source of 
income to organized crime. The tax rate differential between Tobacco producing 
states and Tobacco consuming states makes cigarette bootlegging a highly profit­
able illegal enterprise. It is so profitable Mr. Chairman. that a great number of 
states are being deprived of much-needed revenue which would otherwise be 
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collected through the various cigarette tax laws applicable to each state. This 
high profit, coupled with varying state revenue and enforcement luws throughout 
the United States, provides the inducement to organized crime to engage in the 
sale of contraband cigarettes. It bas lJeen estimated that the sale of contralJand 
Cigarettes nationwide costs state governments $330 million a ~'ear in lost tax 
revenue. 

Mr. Chairman, if there is to be an effective law enforcement effort against 
cigarette bootlegging, the role of the Federal goyernment must he expanded, 
particularly in view of the interstate nature of the crillH'. S. 1·J87 is addressed 
to that need. I am convinced that ,,,hen enacted, this hill will llrovidp a timely 
solution to this element of our nation'f; serious organizecl crime 1l1'01lJem as well 
as providing needed income to mauJ' cities and states. l.'ol' this reason, the Fed­
eral Contraband CigaTette Bill must lJe giv(ln seriom; and Ilosith'e eom;idcrutiov. 
lJy this Congress. 

Once' again 1\11'. Ohairman, let me commend you on rour interpst in thii,; legisla­
tion m,; exhibited by this hearing toelay. Like ;yoUl'self, I am allxiOlUi to learn of 
the opinions and snggestions that will be offered llr the ",itul'sses today so that 
all concerned will have a greater understanding of the vrolJlpll) faced, and the 
solutions which will help alleviate this particular crime. 

Thank you. 

Senator KENNEDY. \Ve will ask \Vayne Anderson, who is the 1-0xec­
utive Director of the. Advisory Commission on Intergovernmental 
Relations to come fonvard. 1-Ie is accompanied by F. John Shannon 
and Robert Kleine. 

I was chairman of the Subcommittee on Administrative Practice 
and Procedure of the J ucliciary Committee for a number of years, and 
one of the things that we looked at were reports that were bein.g done 
by Government agencies that had disappeared and gathered dust in the 
pigeonholes. I am so glad to see that we have one here which is hope­
fully going to be the basis for constructive action and which we can 
rely on for its thoroughness. It will be very valuable to us. 

\Ve welcome you this morning. 

STATEMENT OF WAYNE F. ANDERSON, EXECUTIVE DIRECTOR, 
ADVISORY COMMISSION ON INTERGOVERNMENTAL RELATIONS, 
ACCOMPANIED BY ROBERT KLEINE 

Mr. ANDERSON. Thank vou ycry much. 
I am ,Vayne Anc1ers01i, Execlltive Director of the Adyisory Com­

mission on Intergovernmental Relations. I am not accompanied by 
John Shannon but by Robert Kleine, the principal author of the report. 

We apprecinte the opportunity to appear in support of Senate bill 
148'7 which we are confident "would reduce rack:eteering in the sale 
and distribution of cigarettes and also the opportunity to summarize 
our Commission~s report. . 

Our study was designed to answer three questions: 
What is the extent and nature of cigarette tax evasion in general 

and cigarette bootlegging by organized crime in particular ~ 
Is it reasonable to conclude that the states can handle the organized 

crime problem without additional Federal help ~ 
I.f the answer is no, then what. should be the appropriate Federal 

actIOn ~ 
As to the extent of the problem, the major findings of our study are 

as follows: 
Tax evasion activities, which cost the high-tax States and localities 

almost $400 million in 1975, are primal'ily due to State tax differentials 
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and are a serious problem in 14 States and a moderate problem in 
another 8 States. l' t sion 

There are four distinct types of cigarette Sll1ugg m.g or ax eva 
activities that account for this revenue loss: . d t 

Casual cigarette smuggling-in its most commOl~ form, a 1:es1 . en 
of a high-tax State \yho lives near the border of or IS on va.cabon m a 
low-tax State ·\Yi1l buy cigarett~s for p,erson~l.nse ~:n' yfor fnends. , _ 

Oro'anized cio'arette smuO'glmg-tllls actIvIty m"\·olves the trans 
portniion of cig~'Hettes b~b"\;en States for pro~t and. can ran~e f~'ond 
a small, part-time operatlOn to a large-scale busmess I un by OIoamze 
crime ngures. . . 1'. . ~T 1 T 

l\1:ail order purchases of cIgarettes-tIlls type. of smugg mg 1:1'\' 0 ~ es 
the transportation of cigarettes through ~h~ malls from low-tax Stawes 
to hio'h-tax States for the purpose of ayoldmg the tax. . 

TI{G purchase of ciO'arettes through tax free out]ets-~ntaxec1 ?Iga­
rf'ttes can 1m obtaill~d from three primary s~Ul'Ces-lllte~'natlOnal 
points of fntry, military post exc~langes, and ~ndl~Jl r('~ervabor~s. 

'Vhile it is difficult to determllle the relatIve Ilnportance of these 
factors in ('ach State, there is sufficient evidence to cO~lclude that the 
cigarette tax loss in the States of tll(' Northeast corndor can be. at­
tributed either predominantly or heavily to the network of orgamzed 

CrIme. 1 t St t 1 ar In sharp contrast, several of the southern ane wes ern 1 a· es C'l< -
arterized as major re.y~nue 10se,rs-.,AJabama" Texas, a:H'l t~le Sta.t: a.f 
,Vashington-trace theIr probJems to abuses ll?-the pmcha:=,e of Clt-al­
ettes from milit.ary post exchanges and Indmn reservatIons and to 
casnal cigarette smuggling.. .., , 

Contrary to popular belief. CIgarette boot1eg~·mg.Is not. a 1l1'l.1l?1, 

vlctimless crime in many States. CIgarette smuggJmg IS a maJ0'r SOluce 
of l'eTenUe for organized crime gmups. . .. , 

The States have devoted S0'me effort. to curtaIlmg cIgarptte ~mug­
o'lino' hut these efforts have not bE'.en very effective. be,cause. of the mter-
~tatc~~spect of the problem and tl~e lark of adequate reso:11'res. T " 

Sena~ol' ICE~N"EDY: Can you g'l:y~ us a .breakd.~wn. of tl~e "\ anons 
categorJes of smug~hng ~s to what IS ("asnal ~nd ",hat IS ~lO.t,. 

1\1:1'. ANDERSON. There IS not a method aYallabJt: to deteImme what 
part of t~le $40q million r~yel11~e loss would be attrlbnt:ct fo~ exan~r~e~ 
to ol'o-amzerl c;r1me, to mail order pnrchases, an\l so fOl tJ1. "' e ha:ve 1 ...... 
form~d ophlions Nlat the or~anized crime portlOn may well be In the 
$150 million to $200 million area. ,Ve !n~ow the total Josses to the, states 
from military hases is about $130 mIllIon b~lt, of course, we cann?t 
isolate how lliuch of that is reJated to smugglmg'. So the hr<:akdown IS 
not; determinable. . . . 

Regarding the Commission's study methodo)ogY-lll estlIna~mg' 
Sta:t(' renmue gains and Josses re~ultl11g fro~n CIgarette. ta;x: ~vasIOn, 
the Commission staff used regreSSIOn a:laly~ns. The allalysl~ lsoJated 
the effect of cigarette tax rates on Del'. rapIta CIgarette ~aJE's aI~e,·e~1abled 
11S to estimate revenue losses due torlgarette t.ax e,yaSlOn tac~}ocs 11l each 
indiyidual state. The st.aif'::; analysis rC'"\Tealed that approxImately 40 
perceni:. of tale revenue loss on rigf:lJ'eltte saJes . "\yas dne to Fe~luce.d ('.on­
snmption associa~ed wit,l~.a, high tax rate) wh:Je: th.e reman~!ng.60 per­
rent represents tnat pOl'Llon of the t.ot-al tax Impart attubutabJe to 
rigarE'tte tax evasion. 

o 
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A full explanation of the study methodology is la.ppended to this 
state·ment. 

Cigarette ta~ evasion, whether ~t is by organized racketeering or 
c~snaJ. smugglIng, has four undeSIrable consequences. The most. ob­
nons consequence an~ the one most pnblic:ized is tl.l~ J.ost in State ci~'ar­
e~te .t~x revenue. ThIS loss affects some St!ates mIlllmally but ot11ers 
Sll;plli1cantly. ,~r.here the loss amonnts to millions of dollars it is also 
Ekely to besig11ificant in terms of public services. States that. suffer a 
major finallcialloss trom rcigarette tax (n~asion have 'a IIobson'schoice. 
They eit.her reduce services commensurate with revenue loss or increase 
ot.h~'l' taxes to make up for the cjgarette tax short.fall. 

OlHarE'tte tax eyasion has E'quany banefuJ effects on business and 
palT.lC':lJarly tJl(' ~'obacro industry. The Commission heard testimony to 
the effert. t!lat rIg-arette manufacturers ]~ave lost trucks to hijackers 
and that. Clgar:ette wl~olesaJers and retaIlers are losing business as 
racketeermg- dIrerts rlg'arettes from normal t.rade channels. 

OnC' "\vitness told the Commission that. in New York Oity 50 per­
rent of the employE'Ps of whoJesalers and vendors haye heen thrown 
out of work. and that. retail .randy stores and office building- news 
stands are bE'm~: vut ont of busmess-presnmably beranse an estimated 
one of eyery two packs of rig-arettes consumed by smokers in the city 
is bootleg~ed. '. 

A speriaI task force stUdying- the New York State problem pointed 
out that: . 

Th~ Stat~ .has discm':red that these untaxed cigarettes are being increaSingly 
sold III legitHnate retfill outlets. In other ,Yords, more and more businessmen 
and :,,"omen, ,,:110 are law abiding in other respects, have become law violators by 
ei'admg the CIgarette tax. l\IoreoYer. they are assisting in robbing the State of 
n:uCl.l needed revenue at thE' same time that they are becoming accomplices of 
IHg-~llne rackete"l'H and Bmall-time hoodlums, Perhaps most tragic, the legitimate 
retfillers who have become tax evaders by selUng contraband are subjecting 
themselves to arrest and criminal prosecution ,vitil resultant disgrace to their 
families as ,yell as themselves. 

The conversion of legitimate retalJers into tax evad(?1>s and criminals 
makes the point that cigarette tax evasion is not a yictimless crime­
the fourth aspeC't of the cigarette tax evasion probJem. Edward I~orch 
a detE',rti"\y(', in the intel1ige~ce. division of the New York City Polic~ 
Department, told the COmnllSSlOn about several murders that resulted 
from comnetition among' or~anized criminal elements for turf in 
which to distribute l'heir bootlegged cigarE'ttes. Det.ective Lorch went 
on to note that there, have beE'n other instances of violence ao-ainst 
per~ons simply trying to make a Jiving in the legitimate cig~rette 
busmess. ,IIe stated that many dealerships in t he New York area are 
secured like fortress~s and trucks making deliveries are more like 
armored cars than dehvery vans. 

Two factors can be cited as prime causes of the cigarette tax loss problem: 

1. Tax rate .differenti~ls-(a) high rates in the Northeastern States 
caused by theIr fiscal plIght; (b) low rates in tobacco 0'1'0 win 0- States 

J'" t t·t·· h b , n, se T-lll erf>S SI uatIon, 
2. The 1964 Surgeoll General's report. 
T11:re is. little. di~agreemE'~lt that,1nterstate bootleg'ging if; caused by 

tJ!e.wIde d~fferellce In t~le prI~e of clg:arettes brought about by the wide 
chflere.nce In tax rates In varIOUS states,. The cigarette tax rate ranges 
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from 2 cents per pack in North Carolina to 21 cents per pack in Con­
necticut and j\{assachusetts. Tllis variation makes it very profitable to 
pnrchase cigarettes in a lo·w-tax State such as N orth Caro1in~ R:nd sell 
them illegally in Connecticut and :Massachusetts. Because It IS gen­
erally agreed that it becomes profitable to bootleg cigarettes when the 
price differential is 10 cents pel' pack, a $1.90 difference per c~r~on of 

. cigarettes provides a substantial profit opportunity for those wlllmg to 
engage in the illegal transportation of cigarettes. . 

Cigarette bootlegging did not become a serious problem ~or state 
and local governments until the late sixties. Prior to that tIme, the 
pric(' and tax differentials were not ,,,ide E'llough to encourage such 
activities. In 1960, the largest difference in cigarette taxes b.etwe.en 
any hvo States was 8 eents and the "'idest variation in the retaIl prIce 
of ~cigarettes was about 10 centH. The price differential between North 
Carolina and New York was only 5.2 cents per pack. . 

In 1976, the retail price of cigarettes, including taxes, var:ed from 
ii7.6 cents per pack in Connecticut to 35.8 eents per pack m North 
Carolina'-a 21.8 cent diffC'rencC'. The price differential between Ne,,,, 
York and North Carolina was 18.4 cents. 

The large. differentials in cigarette taxes are majnly among the low­
tnx, tobacco-producing States and the high-tax N or~heastern States. 
ThC're is pretty much a high-tax belt from Pennsyll'ama on UP through 
~fassachllsetts. The tax rates in 39 States faU between 8 and 17.75 cents. 
It is the States at the extremes, however, that. create the serious boot-
legging problem.. . ., ., . 

Cigarette bootleggmg has caused a SJgI:Ificant shIft ~n per capIta 
ciQ'arette sales among the States. In 1955, CIgarette sales III the North­
elLstern States were well above the national average, while sales in the 
Sonthern States were consistently far below the national average. This 
large divergence was clue largely to economic and cultural factors be­
cnuse there was little evidence of cigarette smugg1ing in1D55. By 1965, 
t1le cigarette sales patt('rn had be.<nUl to change in favor of the South­
ern States, aIthough sa1es were still significantly higher in the North­
('astern States. Ten years Jater, widespread cigarette smuggIing had 
reduced cigarette sales in the Northeastern States to well below the 
national average, while sales in several Southern States had risen 
substantially above the national average. 

In sum, the cigarette tax differentials among the StatC's established 
the environment for tax evasion and bootlegging. A healthy market for 
contraband cigarettes now exists. A strong lllcelltive for cigarette boot­
legging is created by the profit l)otential and the proeedures for ciga­
rette trans])ortation and sal~ are in place. This activity can only grow if 
a. forthright enforcement program is not established. 

There. is no quC'stion but that the 1964 Surgeon General's report 
stands ont as a primary factor in causing: growing disparity in State 
ci,g,'arette tax rates. State legislators, particularly in the hard Pl'essed 
Northeast. region, justified their decision to sharply increase cigarette 
tax rates on the grounds that it would both 11royide nr.g-ently needed 
revenue for the State and would also .reinforce Ferleral J101iey--that 
of discouraging the perEonal consnmption of a product that is dan­
gerous to health. 

We come then to the question of what is the desirable intergovern­
mental action. 
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In speaking first about the role of the States, we ask: Is it reason­
able to conclude that the States will be able to eliminate cigarette 
smuggling by organized crime without Federal assistance ~ 

The Commission beIieves this is not a reasonable conclusion. Two 
considerations unde.rpin this judgment: 

First, the prospects for significant equalization of State tax rates 
are very poor. The tobacco-producing States, which have low cigarette 
taxe.s, are in relatively good fiscal condition. They can be expected to 
resist any attempt to raise their cigarette taxes significantly. Even 
,vhen they were not in such good fiscal condition, the significance of the 
tobacco industry in theEe States p.revented the increase of their cigar­
ette taxes . 

. In contrast, the high-tax States can be expected to resist with equal 
VIgor all efforts to reduce their cigarette tax rates because of their cri­
tical or neal' critical financial status. Beyond this element of fiscal pres­
sure, the stance of the high cigarette tax States can be traced also to. 
their firm belief that the cigarette bootlegging problem is a Federal as 
well as State level responsibility. In support of this attitude, officials 
in these States point to organized criminal involvement, the inter­
state nature of HIe problem and the impact of the 1964 Surgeon Gen­
eral's report upon their cigarette tax policy. 
. Sec<?nd, without Federal assistance States will be severely hobbled 
m then'. efforts to contain the gro\vth in ciga.rette racketeering. T"'Jsti­
mony gIven befol'~ our Commission clearly highlighted this problem. 
Enforcement offiCIals fro111 northeastern States, for example, have 
frequently trailed vehicles loaded with contraband cigarettes through 
North Carolina an~l Virginia, only to be given the slip ,by the time they 
rea~h Pennsylvama, New .Jersey, ~r New York-jurisdiction in 
wInch they had the authority to make the arrest. 

Senator KEXXEDY. Are the States able to coordinate their law en­
forcement efforts? ,Vhat has been the record here? 

1\11'. AXDERSOX. I will eall on j\1r. Kleine. There have been several 
ye.ry noteworthy eoa]i~ions working in tile field as well as S0'me very 
ImpreSSIve efforts by smgle States. But as to the coalitions, I will ask 
1\11'. I{]e.ine to speak: 

j\lr. ICLEINE. T1lere is a eoa.lition in the j\{idwest that is beinO' 
fi.naneed by a.n LEAA gran1t. I tilink there ~n'e abO'ut seven Midwester~ 
States tlmJt are cooperating rto- try to do that in the :Midwest. 

There is alsO' an infO'rmal--' 
Senator KEXXEDY. I-Iow successful is it ~ 
:LVII': ICLEIXE. 'Dhey have not been that succ.essful. They have made 

some llnp~ct but, not to a grea't degree. 
There IS. also an informal coalition of Eastern States, I believe 

seven 0'1'. mght Eastern St'ates that are also dealing with cigarette 
bootleggmg. They have .had some suoeess but by no l11C1.:'tns have been 
able to deale,ffeC'tlvely wl'bh the prO'blem. 

Senator KENXEDY. ,Vhy is that ~ 
1\11'. ICLEINE. I th.~nk basicaJly it is because of t:he, interstate nature 

of the problem. It ]8 ,'eTY difficult for the States to locate the boot­
leggers. They are somewhat. underfunded. They have limited resources. 
The Clastern grO'up has peopJe on J0'an from 'aU tlhe different States and 
they have requested Federal funding but not received it. The nature of 



12 

ciO"arett{', hoot.leo-O"inO' makes it easy to smuggle them. It is very difficult 
fo~' t.he States t~bcle~l wiNl them in terms of t.he resources 'they have. 
The la,,, is also quite. weak in most of the States. Some of the StaJtes 
like New York han'. quite st.ringent. laws but normally St.ates rrurve 
wenk laws. . d 

Even if t.he.y catch hoot.1eggers they receive minor penaltIes an 
the.y go hack into it in a ve,ry ShOIlt, time. .' 

~fr. AXDERSOX. Perha.ps one of the, belSt ,yays to Inchcate. the weakness 
of the present law enforcement setup is to indic.ate what a. Federa.l 
law would do to change it. . ' . 

At t.1w moment. ]f a truck now lea.n',.') N ol~th OarolIna and IS bemg 
t.ra.iled hy New York policemen, t.he,v do not. have the, basis of jurisdic­
tion for an arrest. until it rea.ehes N e" York. ,Yhere.as witill t1w. Federal 
cont.ra.bandla", the. arrest could he made as soon as the truck crossed 
t.he. Virginia border. The arrest could be made by a cooperat.ing Federal 
law enforc<:>ll1<:>nt. official. 

TIl('. other thing is .that a F<:>derallaw wou1c1 make penalties stiffer. 
Se.nator Km,XEDY. ,Yhy wou1d that make it so mudl betted Does 

it make 111nc h difference in' terms of apprehending smugglers or dea.ling 
\yjth the problem? ,Yhv does it make such a differ('nce ~ 

~fr. ANDERSOX. As I remem1)('r tIl£') t('stimony from Det<:>ctive Lorch 
of the New York City Department, I believe. that he said that. \) out 
of 10 trucks giye tUlem the. slip between North Carolina. ancI New York 
City. 

Senator KENXEDY. Yon mean tllE'Y can't. trail the trucks ~ 
~11'. ANDERSON. They often do frail tl1em but often are giyen the 

slin. Of con1's(', tIw, truck dri,Tel's probably aTe expert in trying to 
achieve. tlUlt obj('ctive. 

,Vhel'rns, presnmab1y they would get a 50-percent success ratio or 
mnch greater than the:v now enjoy if snch a truck could be appre­
hended going acJ'oss the first. State line. 

S('conet the State penalties are uneyen. In many cases the~T arC' 
not high enong11. ,Ye can 11pon them to make them stiffer. 

Senator KENNBDY. "That is the range of State penalties? Could you 
pro\Tic1e that for the record? 

:1\11'. ANDERRON. ,Ve have a full table ]n our report, ~1r. Chairman. 
It shows what they are. 

1\1r. KLEIN'B. In some States they can be as low as $100 fine and 
usna11y the,· elo not get iail spntences. 'fhere may be a provision for 
00 days in iai1 in some of those States. 

New York, I think, can go-and Mjchigan and some of the other 
States-can go np to 2 to 5 years in prison and stiff fines of $1,000 
01' more. 

On very rare occasions would someone receive such a penalty. In 
a recent case in New York State that you might hear about later, we 
had a penalty in thnr range. That js mmsna1. 

~fr. ANDBRSON. This is then, ~tfl'. Chairman, one of the two correc­
tive annroaches that onr C0111mission consic1eTed ilwolving the Federal 
cOl,trabandlaw that is the snbieet of the bin before you. 

Some perflons ha"e sug-gested the Federal "buy ont" approach. In 
effect, the Congress ,vould raise the present Federal tax rate from 
8 cents to say 23 cents per pack. Congress would then distribute this 

o 
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additional ta:x revenue back to t1~e States pl'ovided they, in turn, either 
vacated the CIgarette tax field or Imposed very low rates. 

In tl~eory, this "buyout" approach has great appeal. At one fell 
swooP. It viTo~lld eliminate all foul' types of cigarette tax evasion­
organIzed crIme and casual smuggling, ffS well as ma.il and tax-free 
sales abuses. 

In the Commission's judgment, hmvever, to push for the Federal 
~uy out approach at this time would be an exercise in political futil­
It:y-tantamount to a do-nothing policy. ",Vhy ~ Because most Members 
of Congress ,:Tould pr~bably take a dil~1 view of tripling the Federal 
t~x rate on ~Igar~ttes In order to prOVIde extraordinary fulancial as-
s]stance to a few hIgh-tax-rate States. . 

This. Ie.aves as the on]y practic~l. option-at this time-the much 
more lImIted form of Federal aSSIstance that would be provided by 
the enactment of S. 1487. Our Commission, therefore, recommended 
that the Congress "give early and favorable consideration to legis­
lation prohibiting the transportation of contraband cigarettes in inter-
state commerce." , 

Admittedly, the passage of the bin ,yill be responsive to oIlly 1 of 
the 4 forms of tax eyasion-the smuggling of cigarettes by orO'anized 
crime. It is this form of tax evasion, however, that is of great~st COll­
cern to the States because unless we can develop more effective enforce­
ment strategies cigarette bootlegging by organized crime will surely 
become a far more serious problem than it is at the present time. The 
four. major factors conducive to racketeering on a grand scale are 
now In place: 

One, the market is there to be tapped; 
Two, high profits provide the financial incentive; 
Three, the racketeering process is now established-pick-up areas, 

drivers, trucks, distribution points; and 
Foul', the lack of serious risk-cigarette racketeering is not a Fed­

eral crime. 
The Commission recognizes clearly that the passage of Federa.l con­

trabandlegislation should not give States a license to relax their own 
cigarette tax enforcement effoi,ts. ,Vhen the Commission learned that 
some States lack the statutory basis to conduct a meaningful enforce­
ment program at the present time, it recommended: 

That officials in those states affected by cigarette smuggling examine their 
Rtatutes and, viThere appropriate, broaden these laY\Ts to make a felony any act 
involving the shipment, sale, and possession of a substantial number of contra­
band cigarettes and to increase the penalty provisions. The Commission further 
recommends that state and local officials consider the transfer of criminal pen­
alty provisions from tax law to penal law. 

. 1'11(1, Commission's recommendations are desig11ed to develop those 
]omt Federal-State cooperative actions that hopefully will result iE 
a significantly reduced level of cigarette tax evasion. . 

Again, we appreciate the opportunity to testify. 
Senator KENNEDY. :Mr. Kleine, is there anything you would like to 

acld~ 
1\111'. KLEINE. No, NIl'. Ohairman, I think it has been covered. 

. Senat~n' ~ClijN:r:rEJ)Y'.'~That is your impression of the organized crime 
InfiltratlOnl1l tIllS actlvIty ~ , 

1\11'. ANDERSON. Our study, of course, included no criminal investi~a­
tive activity. But we had a we,alth of evidence on the organized crime 

21-437 0 - 78 - 2 
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involvement from the official law enforcement agencies, some of whom 
I know are testifying this morning, principally officials from New 
York State. 

Also Newsday, a Long Island publication, had un~ert.aken a 4-
month investigation into cigarette smuggling and prlllClpally the 
organized crime component. " 

And we had reports from some official ageneies. . , 
I suppose the most important facts are that all of the Mafia fanuhes 

in New York State are said to be invloved. ,'Te had statements to the 
effect that half the legitimate industry ha~ been crowded aI~d pushed 
out. vVe had statements to the effect that vutually every maJor apart­
ment building and industrial plant in the N ew York area is a pal:t 
of the retail netwoTlr. We had graphic pictorial and other kinds of eVI­
dence of the murders involved. It goes on and on. 

Senator lCENNEDY. Do you feel that the two different approaches 
of equalizing the taxes and then having a Federal law enforcement 
approach wonld be the way to deal with the problem, or are there 
other ways~ 

1\11'. ANDERSON. Either would have to be supplemented, in our view, 
and we call for a stronger State enforcement effort. But these are 
essentially the only two methods that we could place before the com­
mittee. It is important to recognize that only the buyout approach 
could be the 100-percent solution and improved enforcement might be 
'a 30-percent solution. Our Commission was not willing to settle for a 
'30-percent solution permanently and so it calls for and recommends the 
contraband law approach and 'improved enforcement initially. But if 
improved enforcement has not achieved substantial results within 4 
years, the COlrunission indicated that it would want to go back to the 
dra wingboard. 

Senator KENNEDY. ,'That impression do vou form as to what the 
States vwuld do if we pass this legislation ~ ,ViII they gradually phase 
out their activities ~ 

Mr. ANDERSON. Vie do not believe so. We believe your question is a 
legitimate Federal concern. But. the States build-up of enforcement 
activities in recent years and their self-interest, their development of 
coalition approaches, and the fact that their activities ought to be a 
good deal more effective with Federal cooperation causes us to believe 
that they will continue to improve and certainly not sit on their hand~. 

Senator KENNEDY. What kind of additional burden do vou think this 
places in terms of the legitimate outlets for ·cigarettes ~ We're dealing 
in an atmosphere and climate in the Congress where it is reluctant to 
add more regulation and more paperwork, particularly on small out­
lets and on small businesses. 

From your own analysis, what kind of burden is this going to place 
on legitimate businesses ~ 

Mr. ANDERSON. Mr. Kleine may see some other aspects that I do not 
see. The testimony that we had in the main with reference to legitimate 
outlets is that they at the moment, particularly in certain areas of the 
country, are under great preSSUl'e from the illegal elements. I have 
every r~ason to ~ear that. they must incur a good deal of expense to pro­
tect theIr operatIOns, thelr trucks and employees. 

Any improvement in enforcement would seem to lessen that and 
lessen their burdens. 

----- ---------------------------------------------------------------------------------
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I ~o.n't tl~ink of any respect in which it increases their clerical or 
admllustrahve burdens. 

Mr. KLEINE. I would point out that the National Association of To­
bacc~ Dealers does support this type of legislation. I think they feel 
that It would be very helpful to them. They are concerned about the 
losses of sales becau~e .of bo?tlegging. I do not feel that they think it 
would create an admllustratIve burden. 

Sell~to.r ICENNEDY. ,Ve have heard comment about the 20000 ciO'a­
rette hnut cutoff. Is that a fair figure ~ Should it be hio-her ~r low~r ~ 

1\1:~" ANDERSO~. "T~ t~lked about t~lat 1;,:ithin the ~taff yest~rday, as 
:V~ have.ma!lY tunes In the past. I thInk, hIre every hne that IS drawn 
It IS subJectIve. I cannot defend t.he 20,000 figure any better than I caI{ 
a 19,000 figure o~' 25,000 figure. But one of the principles involved is 
tryu?-g to dete~'mI~le ~n,amount of revenue loss, as you often do in law­
maInng, that IS slglllficant eno~lgh to make illegal. This revenue loss 
l~ere equates to a couple of hundred dollars. So it seemed a reasonable 
hne. 

Senator KEN:~mDY. If, we pass this legislation, what is your assess­
ment as to the ullpact It would have both immediately and in the 
future ~ 

1\1:1'. ANDERSOX. I think ~he consensus judgment from the knowledge­
able law enforcement offiCla]s to whom we talked might be captured in 
the 30-percent .figLl~'e, that ~s, that ,30 percent of the smuggling could 
be dam~)~ned.b? .qmte effectIve Federal-State cooperative law enforce­
ment. It IS a ~Iglllficant cut but far from totally satisfyino-. 
, Senator I\"I~,N~EDY. ~'That about its growth potential~ Would ciga­
j)tte bootleggmg contm~le to grow regardless of a Federal-State effort ~ 

?es y~Ul;' 30 percent estImate also encompass any possible expansion of 
tlus actIVIty ~ 

Mr. ANDlDRsoN. ,VeIl, it might be 30 percent of the present plus 30 
percent of the growth but whether it would slacken the o-rowth some­
what, we have no way of knowing. It might only offset tl~e growth. 

Senator KIDNNEDY. Thank you very much. The ACIR report and 
ot~er ~ttacl11nents to your testimony will be inserted in the record at 
thIS pOInt. ( 

[The material follows:] 
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Preface 
It may come as a surprise to some individuals that a matter as prosaic as 

State and local cigarette taxes could represent a real test of intergovern­
mental relations. In this report, the Advisory Commission on Intergovern­
mental Relations describes the pattern of cigarette bootlegging that has been 
building for a decade and recommends Federal, State, and local policies to 
mitigate its effects. The Commission identifies a Federal interest in the 
field that stems from the link between bootlegging and organized criminal 
elements. The Commission notes the disparities in State tax policies with 
respect to cigarette taxation that have given rise to tax differentials that 
make both casual and organized smuggling of cigarettes a potentially prof­
itable undertaking. The Commission perceives a high degree of citizen 
indiff~rence to the existence of smuggling- an indifference that results in 
some citizens paying higher taxes than they might otherwise experience or 
receiving a lower level of services because States and localities are de­
prived of essential revenue. 

True to its legislative mandate, the Commission in this report is seeking 
to encourage debate on a public problem that requires intergovernmental 
coopera tion. 

Robert E. Merriam 
Chairman 

------~~ ---

.. 
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Chapter 1 

Findings and 
Recommendation"s 

Cigarette bootlegging is a tax administration 
problem that has developed since 1965. Tax 
evasion, resulting from the transportation of 
cigarettes from low-tax States for sale in high­
tax States, has been described by the Federa­
tion of Tax Administrators, "to be among the 
most troublesome in the entire State tax field." 

There are six basic reasons why the States 
have had difficulty in controlling cigarette 
bootlegging: 

1. Cigarettes are relatively easy to handle 
and transport and smuggling them (lcross 
open borders is difficult to detect. 

2. Penalties for cigarette bootlegging are 
generally light and are not an effective 
deterrent to bootleggers. 

3. Cigarette bootlegging is not a Federal of­
fense and the interstate nature of the 
problem hampers State and local law en­
forcement efforts. 

4. Potential profits in cigarette bootlegging 
are so great that a wide variety of peo­
ple are attracted to this illegal activity. 

5. Because of the high profit potential, or­
ganized crime has become heavily in­
volved in bootlegging. 

6. Cigarette smuggling is a law enforce­
ment problem and most tax administra­
tors are not equipped to handle this 
type of problem. 

The basic cause of cigarette smuggling is the 
disparity in State tax rates. (See Map 1.) Tax 
rates range from 2 cents in North Carolina to 
21 cents in Massachusetts and Connecticut, and 
23 cents in New York City. The tax rate dispar­
ity between New York City and North Carolina 
translates to a difference in price of $2.10 per 
carton, which provides a highly attractive prof­
it QPportunity and invites criminal activity. 

In 1965, the range in tax rates was from zero 
to 11 cents and the profit incentive fQr smug­
gling was much less. Today, after a decade of 
fiscal pressures and the cigarette-smoking 
health scare, many States have very high ciga­
rette tax rates compared with tobacco-produc­
ing States, where rates have been kept relative­
ly low. The resulting tax disparities have 
spurred bootlegging activity, particularly or­
ganized smuggling. Casual smuggling has exist­
ed for years, and although of concern to State 
tax officials, its financial and other conse­
quences pose less of a problem to society than 
does organized smuggling. 

The most visible consequence of cigarette 
smuggling is the revenue loss to State and local 
governments in high-tax States-about $391 mil-

1 
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lion each year. This revenue loss is the main 
reason State tax administrators have become 
so concerned about the problem in recent 
years. The consequences of cigarette smuggling, 
however, extend beyond the loss of government 
revenues: taxpayers pay higher taxes or re­
ceive fewer services, cigarette wholesalers and 
retailers are driven out of business and jobs are 
lost, political and law enforcement officials are 
corrupted, trucks are hijacked and warehouses 
raided, and people are injured and even killed. 

On the surface, the solution to this problem 
appears simple: reduce or eliminate State tax 
differentials and bootlegging will disappear. 
Although true, achieving this solution is far 
from simple. Many States are relatively unaf­
fected by smuggling and nine States (Indiana, 
Kentucky, New Hampshir·~, North Carolina, 
Oregon, SO'uth Carolina, Vermont, Virginia, and 
Wyoming) receive substantial benefits from 
cigarette smuggling. Some officials in these low­
tax States contend that high-tax States have 
created the problem by levying unreasonably 
high cigarette taxes, and they can solve the 
problem by reducing their tax rates. 

Many high-tax States have fiscal problems 
and are not in a position, fiscally or politically, 
to reduce cigarette tax rates. The response of 
these States has been to urge the Federal Gov­
ernment to enact legislation prohibiting the 
transportation of contraband cigarettes in in­
terstate commerce, a position supported by 
most States. 

A number of cigarette tax experts believe 
that a uniform tax rate is the only solution. 
However, there are massive p:.llitical barriers 
to the enactment of uniform rates by the States. 

In the absence of uniform rates, law enforce­
ment approaches to deal with this problem 
should be undertaken. A continued lack of 
strong action could result in a number of seri­
ous consequences: 

1. Cigarette bootlegging will continue un­
abated and will increase if tax differen­
tials increase further. 

2. State and local government use of the 
cigarette tax as a revenue raising option 
will be limited. The reduction in the 
number of tax increases in the past 2 or 3 
years indicates that this outcome may 
already be happening. 
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3. Organized crime will continue to reap 
large profits, which can be used to fi­
nance other illegal activities. 

4. Tobacco wholesalers and re!ailers in 
many States will continue to suffer re­
duced sales and profits. 

5. Taxpayers in States suffering revenue 
losses due to bootlegging will continue to 
pay higher taxes (cigarette or others) 
or receive a lower level of services. 

6. Failure of State and Federal officials 
to take ~trong action to solve this prob­
lem could encourage bootleggers and 
discourage law enforcement officials. 

It must be conceded, however, that some ex~ 
perts question whether increased law enforce­
ment activity on the part of the States or the 
Federal Government can reduce cigarette smug­
gling to an acceptable level. 

SUMMARY OF FINDINGS 

The major findings of this study follow: 

• Tax evasion activities, which cost the 
high-tax States and localities an estimated 
$391 million in revenue losses each year, 
are primarily due to State tax differen­
tials and are a serious problem in 14 
States1 and a moderate problem in anoth­
er eight States. 

• Contrary to popular belief, cigarette boot­
legging is not a minor, victimless crime in 
many States. Cigarette smuggling is a ma­
jor source of revenue for organized crime 
groups, and this revenue is used to fi­
nance other illegal operations. 

• The States have devoted some effort to 
curtailing cigarette smuggling, but these 
efforts have not been very effective be­
cause of the interstate aspect of the 
problem and the lack of adequate re­
sources. 

• The States are not likely to devote the 
resources needed to adequately control 

3 
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cigarette bootlegging because of budget 
considerations, lack of support for strong 
enforcement of cigarette tax laws in most 
States, and practical limits on the effort 
expended to collect a relatively minor 
State revenue source. 

• Cigarette smuggling is largely a law en­
forcement problem, and State tax admin­
istrators cannot effectively deal with this 
situation - particularly organized crime 
involvement-without increased reli­
ance on law enforcement personnel. 

• The States have cooperated, to some 
extent, in their efforts to curtail bootleg­
ging, but outside assistance (Federal) is 
needed to encourage greater cooperation 
and more coordinated law enforcement 
efforts. 

• Strict enforcement of proposed Federal 
contraband legislation and heavier State 
penalties for smuggling could reduce cig­
arette bootlegging, but the amount of 
this reduction cannot be predicted with a 
high degree of accuracy. However, com­
plete elimination of cigarette smuggling 
clearly will require virtual elimination of 
State tax differentials. 

• The States are unlikely to adopt more 
uniform tax rates without strong Federal 
incentives. The high-tax States have 
pressing revenue needs and, thus, are un­
likely to lower their cigarette tax rates, 
while the tobacco-producing States gener­
ally do not have pressing revenue needs 
and are not favorably disposed to in­
creasing the tax on their major product. 

• Cigarette bootlegging has dealt a dam­
aging blow to the legitimate tobacco in­
dustry. Many jobs have been lost at the 
wholesale and retail level. In addition, 
some dealers have been forced into ille­
gal activities in order to compete with 
bootleggers. 

• The collection costs of the cigarette tax 
are higher than for most taxes because of 
the discounts given to distributors for af-

26 
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fixing indicia. The reduction of collection 
costs could possibly provide a source of 
funds to finance increased enforcement 
efforts. 

• The empirical analysis in this report 
tends to support results of earlier studies 
that found that tax-related variables 
significantly affect per capita sales varia­
tions among the States. In particular, 
high cigarette tax rates are highly asso­
ciated with low per capita sales, and vice 
versa. This study finds that many States 
are only minimally affected by smug­
gling. This result is explained partially 
by the fact that the gains and losses from 
casual smuggling in many States offset 
each other and interstate bootlegging 
activity is concentrated in the highest 
and lowest taxing States. It is also noted 
that much of the variation in per capita 
sales is not due to cigarette bootlegging 
but to social and demographic factors. 
For example, Utah has the lowest per 
capita consumption in the Nation because 
the Mormon religion discourages smok­
ing. 

• The majority of the States lose cigarette 
tax revenues because of bootlegging ac­
tivities and revenue losses are larger 
than revenue gains (13 States lose as 
much as 10 percent of total cigarette tax 
revenue). The end result is that the Na­
tion's net revenue loss due to bootlegging 
was an estimated $337 million in fiscal 
year 1975. This result is explained par­
tially by the interstate bootlegging fac­
tors, which reduce sales in a large num­
ber of high-tax States and increase sales 
in the few low-tax States, and high-tax 
States lose more per pack in taxes than 
low-tax States gain per pack. 

POLICY RECOMMENDATIONS 

Despite some i'ecent improvement on the en­
forcement front, State and local officials have 
not been able to materially reduce the flow of 
illicit cigarettes across State lines. State and 
local law enforcement agencies are hampered 

by a lack of resources, weak State laws, lack 
of jurisdiction in other States, and public in­
difference to victimless crime. The States can 
and should take action to strengthen their laws, 
work for greater cooperative efforts, and in­
crease the resources devoted to cigarette tax 
law enforcement. However, only the Federal 
Government has the authority and resources 
required to operate in a coordinated manner 
in all States affected by cigarette bootlegging. 
Cigarette smuggling is an interstate problem 
because organized crime and other bootleggers 
take advantage of the States' limited jurisdic­
tion, and an effective solution requires Fed­
erallegislation making interstate transportation 
of illicit cigarettes a Federal offense. 

The Commission believes that the States can 
make a greater effort to enforce cigarette tax 
laws, but that the problem of cigarette bootleg­
ging cannot be effectively resolved without 
Federal assistance. The recommendations that 
follow are designed to encourage joint Federal­
State cooperative actions that hopefully will re­
sult in a significantly reduced level of cigarette 
bootlegging. 

Recommendation 1 

Federal Contraband Legislation and 
Cooperative State Enforcement Efforts 

The Commission concludes that large State 
cigarette tax differentials and the difficulty in 
controlling the interstate flow of contraband 
cigarettes have created an environment condu­
cive to the large-scale involvement of orga­
nized crime in cigarette bootlegging. As a re­
sult, many States have incurred substantial 
revenue losses and the legitimate tobacco in­
dustry in the high-tax States also has suffered 
substantial losses. The Commission therefore 
recommends four remedial actions: 

1. The States, especially those that have 
serious bootlegging problems, should ex­
amine carefully the adequacy of their 
enforcement efforts and, to the extent 
necessary, should take strong action 
both to strengthen their law enforcement 
efforts and to increase the penalties for 
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the illegal sale or possession of ciga­
rettes. In addition, States should recog­
nize that increases in tax rates that 
widen cigarette tax rate disparities 
create profitable opportunities for or­
ganized crime involvement in cigarette 
bootlegging and, therefore, should exer­
cise restraint in formulating cigarette tax 
rate policy. 

2. The high-tax States should enter into 
cooperative agreements with low-tax 
States for detecting and reporting un­
usually large cigarette purchases that 
appear to be intended for illegal sale in 
high-tax States. 

3. III order to enhance the effectiveness of 
cooperative efforts, the Congress should 
give early and favorable consideration 
to legislation prohibiting the transporta­
tion of contraband cigarettes in interstate 
commerce. (A proposed bill is included 
in Appendix C.) 

4. The Congress should monitor th!'! effec­
tiveness of State and Federal enforce­
ment efforts and State actions to reduce 
the disparity in cigarette tax rates. 

This policy represents a middle-of-the-road 
approach and also stands as the next logical 
step that the Federal Government should take 
in helping the States with this "most trouble­
some State tax problem." 

Any action that reduces organized crime in­
volvement in cigarette bootlegging should be 
viewed as a positive step by both high- and 
low-tax States. There is some evidence that 
organized crime has bought tobacco wholesale 
businesses in North Carolina, and once orga­
nized crime infiltrates one business, there is 
reason to believe that it will attempt to expand 
into other areas. This could create a highly un­
desirable situation in the low-tax States. 

This approach is supported strongly by the 
Federation of Tax Administrators as the Feder­
al instrument of choice in combatting organized 
crime in this tax field. 

Some question remains as to how effective' 
Federal legislation and increased State enforce­
ment efforts will be in curtailing cigarette 

5 



bootlegging activity. As a result, the Congress 
should closely monitor the situation in the 
event that stronger Federal action, such as a 
Federal tax credit designed to promote uniform 
State tax rates, might be required in the future. 

Recommendation 2 

Encourage Cooperation Between State 
Tax Officials and Indian Leaders to 

Facilitate Collection of State 
Cigarette Taxes 

. The C~mmission concludes that the bootleg­
gIng of cigarettes from Indian reservations is a 
problem in several western States. The Com­
mi~s!on therefore recommends thai State tax 
offICials attempt to reach an agreement with 
Indian leaders for precollection of the ciga­
r.ette tax on cigarettes sold on Indian reserva­
lIons. The State should agree to refund the tax 
paid by residents of the reservation, based on a 
mutually agree:able formula. 

Five western States have listed the purchase 
of ~ax-free ci~arelles on reservations by non­
Indla~s as their major tax evasion problem. In 
Washmgton State, where the largesl revenue 
problem exists, this revenue loss was estimated 
at over $10 million in 1975. 

The courts ~ave rest~icted the Stales' taxing 
powers on Indian reservations but have recent­
ly ruled that the cigarette tax should be im­
posed on sales to non-Indians, This problem 
has been solved in Minnesota by prE)coIlection 
of the ta~ and refunding of the cigarette tax 
to t?e Indians on the basis of average State per 
capita consumption times the population of the 
Indian reservation. 

. In. South Dakota, the Indian tribes passed leg­
IslatIOn enabling the State Department of Rev­
enu.e to precollect the tax on cigarettes sold to 
Indians on the reservation. The Indian tribes 
have also imposed a tax on cigarettes at the 
same rate as the State tax and have authorized 
the. State Commissioner of Revenue to collect 
thel~ taxes on reservation sales. The major 
barrier t~ State-Indian cooperative effort is the 
~oss 0'£ c~garette sales by Indian smoke shops 
If theIr cigarette price includes the State ciga­
rette tax. 

6 
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Recommendation 3 

Strengthen State Cigarette Tax Laws 

. The Commission concludes that most State 
cigarette tax laws do not adequately cover boot­
legging activity and have weak penalty provi­
sions. The result is that law enforcement efforts 
are hampered and nootlegging activity is not de­
terred, The Commission therefore recommends 
that officials in those States affected by ciga­
relle smuggling examine their statutes and 
where appropriate, broaden these laws to mak~ 
a felony an~ act involving the shipment, sale, 
and possessIOn of a substantial number of con. 
trab~n.d cigarettes and to increase the penalty 
prOVISIOns. The Commission further recom­
mends that State and local officials consider 
the transfer of criminal penalty provisions from 
tax law to penal law. 

The pflDalties for cigarette smuggling are not 
v~ry heavy. Most States classify violations as 
~Isdemeanors-only nine States classify viola­
tlOn~ as a felony. Very few States impose a 
pUnIshment that could be considered a real 
deterrent to violators. As might be expected 
t~e penalties in low-tax States are exceptionall; 
lIght, bu.! even the high-tax States with serious 
~ootlegg~.ng probl,:ms do not, in most cases, levy 
s.ubstantlal penalties on violators, such as heavy 
fmes and long prison terms. For example en­
force,ment officials in many States lack' the 
authority to confiscate vehicles used to trans­
port illegal cigarettes. The lack of strong, uni­
for~ laws ~gainst cigarette smuggling is a 
serIOus handicap to law enforcement officials. 

The transfer of criminal penalty provisions 
from tax law to penal law has been urged by 
so~e enforcement agents and prosecutors who 
behe.ve ~uch a change would result in a sub­
stanlIal Improvement in cigarette tax compli­
ance a~d Judicial enforcement of the laws. 
lfnderpmnmg this recommendation is the be­
hef that judges might be inclined to impose 
more severe penalties if cigarette tax violations 
were covered by the penal code. It should be 
n.oted, however,. th~t some people argue that 
c~garette smugglmg IS not a serious crime and 
~lOlators should not be subject' to heavy penal­
lIes. 

Q 
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Recommendation 4 

Establish Education Programs to Increase 
Public Awareness of the Consequences 

of Cigarette Smuggling Activities 

The Commission concludes that the public 
has little knowledge about the nature and con­
sequences of cigarette smuggling and that many 
judges, legislators, and enforcement officials 
view this act as a victimless crime. This alti­
tude, in turn, has opened the way for the large­
scale involvement of organized crime in ciga­
rette smuggling. The Commission therefore 
recommends that State and local governments 
develop public informatioll programs to aid in 
the enforcement of cigarette tax laws. 

The public is not aware of the serious nature 
of cigarette bootlegging and the type of crimi­
nal engaged in these activities. Surprisingly 
many judges, legislators, and even law enforce­
ment officials view cigarette smuggling as a 
minor, victimless crime and do not provide 
sufficient support to the tax administrators and 
law enforcement officials who are attempting 
to enforce cigarette tax laws. Some knowledge­
able experts have suggested that intensive pub­
lic education campaigns should be launched to 
inform the public about the serious nature of 
bootlegging and enlist their support in enforc­
ing cigarette tax laws. The end result could be 
less casual smuggling and the imposition of 
stricter penalties for organized smuggling. 

The following quote from a 1973 New York 
report on cigarette smuggling testifies to the 
importance of public cooperation. 

It must be pointed out that the suc­
cess and profit of cigarette bootlegging 
depend to a large extent upon the pub­
lic's indifference and, indeed, its 
shameful cooperation. While it may be 
true that a majority of the people who 
purchase untaxed cigarettes may not 
realize that organized crime is a major 
mover of bootleg cigarettes, they cer­
tainly have some idea that these ciga­
rettes are sold in violation of the law. 
The people who smoke cigarettes 
should be informed by the Public Rela-

21-437 0 - 78 - 3 
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tions Bureau of the New York State 
Department of Taxation and Finance 
that vast sums of public tax revenue 
are lost through the purchase of un­
taxed cigarettes. The people should 
be requested to remove their blindfolds 
when purchasing cigarettes and to look 
carefully for the proper markings on 
the package of cigarettes purchased to 
see that the State and city cigarette 
taxes have been paid. After all, these 
tax revenues should be serving their 
public needs and not the racketeers.2 

Recommendation 5 

Extend State and Local Cigarette Taxes to 
Military Bases 

In a recent report, State Taxation of Military 
Income and Store Sales, this Commission con­
cluded that the current exemption from State 
and local taxation of on-base sales to military 
personnel should be removed. The Commission 
recommended that Congress give early consid­
eration to legislation amending the Buck Act 
to ?lIow the levying of State and local sales and 
excfse taxes on all military store sales in the 
United States. Pending the complete removal of 
the State and local sales tax exemption for 
military sales, the Commission urges, as a first 
step, that the Congress enact legislation allow­
ing State and local governments to extend the 
cigarette tax and the sales tax on cigarettes to 
sales of cigarettes on military installations. 

The revenue loss to State governments from 
the military sales exemption was estimated by 
the Commission at $266.2 million in fiscal year 
1973, of which $130.2 million was due to the 
exemption of cigarette sales from State and 
local taxes. This exemption is a fringe benefit 
provided to military personnel that is financed 
by State and local governments. It is a fringe 
benefit that is available only to those personnel 
who smoke. Cigarettes, however, cannot be 
viewed as a necessity nor as a major budget 
item, and the imposition of State and local 
taxes will not create a significant hardship on 
military personnel. The Federal Government 
imposes the Federal cigarette tfix on military 
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sales and State and local governments should 
be extended the same authority. 

The extension of the cigarette tax to military 
bases ~il.l remove a source of bootleg cigarettes 
and will mcrease revenues in several States by 
an a.mo~nt ,SUfficient to allow a 1 or 2 cent re­
duction In tne State cigarette tax or, alternative­
ly, to fund greater enforcement efforts to com­
bat other cigarette bootlegging activities. 
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FOOTNOTES 

'Ar~ansas, Connecticut, Florida, Illinois, Massachusetts, 
Minnesota, New Jersey, New York, Ohio, Pennsylvania 
Tennessee, . Texas, Washington, and Wisconsin. (Thes~ 
States contain about one-half of the U.S. population.) 

'Fiftee~th ~nnual Report of the Temporary Commission of 
Inve,stlgatJOn of the State of New York (Albany NY, 
April 1973) p. 134. ' '" 
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Chapter 2 

The Nature and Causes 
of Cigarette Bootlegging 

In the past decade, the bootlegging of illicit 
cigarettes has become the most difficult rev­
enue enforcement problem facing many States. 
The estimated revenue losses to State and local 
governments run into the hundreds of millions 
of dollars annually. (ACIR estimates are shown 
in Chapter 7, Table 19.) This problem has be­
come of increasing concern as tax differentials 
have widened and the cigarette tax has become 
a more important State revenue source. As 
Table 1 indicates, State ciga:rette tax collections 
did not exceed Federal collections until about 
1970. Between 1960 and 19:;5, Federal collec­
tions increased only 21.4 p'f)rCent, while State 
collections increased 253.2 pl;lrcent. 

Most State revenue departments are ill­
equipped to combat this type of criminal activ­
ity and a number of States h,lve appealed to the 
Federal Government for assnstance in the form 
of legislation prohibiting the interstate trans­
portation of contraband cigHrettes. The States, 
with some exceptions (notably the tobacco-pro­
ducing States), view cigarette bootlegging as an 
intergovernmental problem that cannot be 
solved without full coope.ration among the 
States themselves and the Federal Government. 
Those opposed to Federal intervention general­
ly contend that enforcement of a State tax is 
not a matter of Federal concern, and along with 
the power to levy excise taxes, the States must 
accept responsibility for theiir enforcement. 

There is little disagreement that bootlegging 
is caused by the wide disparity in the price of 
cigarettes in various States. This disparity is 
largely due to the wide differences in tax rates 
imposed on cigarettes by State and local gov­
ernments. The cigarette tax rate ranges from 2 
cents per pack in North Carolina to 21 cents 
per pack in Connecticut and Massachusetts.' 
(See Table 2.) This wide variation makes it very 
profitable to purchase cigarettes in a low-tax 
State such as North Carolina and sell them 
illegally in Connecticut or Massachusetts-this 
19 cent variation in the cigarette tax results in a 
$1.90 difference per carton of cigarettes. Be­
cause it is generally agreed that it becomes 
profitable to bootleg cigarettes when the price 
differential is 10 cents per pack ($1 per carton). 
this large difference provides a substantial 
profit opportunity for those willing to engage 
in the illegal transportation of cigarettes. 2 

TYPES OF TAX EVASION ACTIVITIES 

There are four distinct types of cigarette 
smuggling or tax evasion activities that the 
States must deal with. 

Casual Cigarette Smuggling, This type of 
smuggling usuapy takes place across the bor­
ders of neighboring States. In its most common 
form, a resident of a high-tax State who lives 
near. the border of or is on vacation in a low-tax 
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State will buy cigarettes for personal use or for 
friends. A person remains a casual smuggler 
until he or she starts selling cigarettes for prof­
it, in which case this activity is considered an 
organized criminal enterprise. 

A survey conducted by the Battelle Law and 
Justice Study Center in 1975 for the Law En­
forcement Assistance Administration (hereafter 
referred to as the BattelJe-LEAA survey) in­
dicated that in four States, (;asual cigarette 
smuggling is the primary smuggling problem, 
while it is the second greatest smuggling prob­
lem in sev(m States.3 

Organized Cigarette Smuggling, This activity 
involves the transportation of cigarettes be­
tween States for proLl. This type of smuggling 
can range from a small. parI-time operation to 
a large-scale business run by organized crime 
figures. This type of smuggling is of greatest 
concern to the States. According to the Battelle­
LEAA survey, organized cigarette smuggling is 
a major problem for 10 States. 

A related problem is the counterfeiting of 
State cigarette stamps, which has become more 
prevalent in recent years. Of the States re­
sponding to the Battelle-LEAA survey, eight 
indicated that there was evidence or they 
suspected that stamps were being counterfeited 
or forged in their State. 4 In addition, the State 
of Washington indicated that cigarettes were 
being sold without tax stamps. 

Counterfeiters illegally purchase unstamped 
cigarettes in low-tax States by paying the State 
taxes on the cigarettes and then giving the 
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wholesale agent a premium of up to $10 per 
case to purchase the cigarettes without stamps. 
The cigarettes are then transported to high-tax 
States, stamped with counterfeit stamps, and 
distributed through legitimate channels in 
collusion with reputed legitimate retailers, 
vending machine operators, and wholesalers, 

Mail-Order Purchase of Cigarettes. This type 
of smuggling involves the transportation of ciga. 
rettes through the mails from low-tax States 
to high-tax States for the purpose of avoiding 
the tax in high-tax States. The Jenkins Act was 
passed by the Congress in 1949 t'o prevent this 
form of tax evasion, and because of increased 
Federal enforcement of this act and the mail 
fraud statutes, mail-order smuggling is on the 
decline, although not eliminated. In recent 
years, the use of the mail fraud statutes has 
been the major reason for the decline of mail­
order smuggling. One State reported in the 
Battelle-LEAA survey that this is their main 
cigarette smuggling problem and eight States 
reported that it is their second ranking smug­
gling problem. (See Table 3.) 

Purchase of Cigarettes Through Tax-Free 
Outlets. Untaxed cigarettes can be obtained 
from three primary sources: international 
points of entry, military post exchanges (PXs). 
and Indian reservations. The first source has 
created few problems for the States, although 
one State reported in the Battelle-LEAA sur­
vey significant smuggling from Mexico, 

The purchase of tax-free cigarettes from mili­
tary installations results in significant revenue 

Table 1 
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Comparison of Federal and State Cigarette Tax Collections, Selected Years 1950-75 

Federal Cigarette State Cigarette State Collections 
Year Ending Tax Collections Tax Collections as Percent of Total 
June 30 ($1,000) ($1,000) Collections 

1950 $1,242,845 $ 413,691 25.0% 
1955 1,504,196 470,225 23.8 
1960 1,863,561 929,936 33.3 
1965 2,009,695 1,327,081 39.1 
1S70 2,036,101 2,368,077 53.8 
1975 2,261,116 3,284,660 59.2 

Source; ACIR staff compilation from dala In, Tobacco Tax Council, Inc., The Tax Burden on Tobacco (Richmond. Ve.: 1S75j Vol. 10, 
Table 3, p. 6; Table 5, p. 8. 
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Table 2 
Cigarette Tax Rates and Per Capita Sales by State, 1975-76 

CIgarette Sales 
Tax Rale Tax 2 Por Caplla 

Por Pack1 P,or Pack Sales FY 1975 
Slalo (In cents) (In cenls) (In packs) 

Alabama 12 2 111.7 
Alaska 8 150.4 
Arizona 13 2 121.8 
Arkansas 17.75 114.8 
California 10 3 127.1 
Colorado 10 131.0 
Conn~ctlcul 21 110.2 

. Delaware 14 147.6 
Dlsirici of Columbia 13 3 176.S 
Florida 17 3 131.9 
Georgia 12 1 122.9 
HawaII 11 2 92.4 
Idaho 9.1 1 123.3 
Illinois 12 2 131.8 
Indiana 6 1 162.4 
Iowa 13 2 120.5 
Kansas 11 2 123.4 
Kentucky 3 2 223.0 
louisiana 11 2 133.6 
Maine 1& 140.7 
Maryland 10 2 146.1 
MassachuDotts 21 126.1 
Michigan 11 2 136.8 
Mlnnesola 18 111,S 
Mississippi 11 2 116.8 
Missouri 9 13S.6 
Monlana 12 123.7 
Nebraska 13 114.1 
Nevada 10 20S.2 
Naw Hampshire 12 269.1 
New Jersey 19 122.3 
New Mexico 12 2 103.1 
New York 15 2 123.9 
North Carolll'a 2 2 226.0 
North Da;, .. la 11 2 117.9 
Ohio 15 122.S 
Oklahoma 13 132.9 
Orogon 9 154.4 
Pennsylvania 18 114.6 
Rhode Island 18 154.7 
Soulh Carolina 6 2 130.5 
Soulh Dakola 12 113.5 
Tennessee 13 2 117.4 
Texas 18.5 116.0 
Ulah 8 2 75.8 
Vermonl 12 155.5 
Virginia 2.5 2 152.7 
W~shlngJ(ln 16 3 99.5 
Wesl Virginia 12 2 123.2 
Wisconsin 16 2 113.S 
Wyoming 8 160.7 

lAs 01 July 1.1976. 

2As 01 November 1.1975. Rolers to sIngle package sales only, lax per pack on carlon ~v( $oles is lower In most States. 

Source: ACIR slall compllaUon from data In, Tobacco Ta. Council, Inc.', Tax Burden on Tebacco (Rlohmond, Va.' 1975) Vol. 10. Table 7, p. 10; Tabl. 11. 
p. z~; Table 15. p. 91, 
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Table 3 
Types of Smuggling Problems in the Statas 

Question I-C: Are cigarettes being smuggled Into your State? 
(I: yes, please rank the sources, 1 = highest) 

(N = 27) • 

Source 

Other States 
Military PXS,1 

Indian Reservation 
Hijacking 
Mali Order 
Other 

18 
3 
4 
2 
1 

Number of States Ranking 

2 
3 
5 

4 
8 
2 

3 
2 
7 

5 
4 

4 

6 

6 
3 

1Two States did not complete question but Indicated a small problem with purchases Irom mllltary·PXs. 
Note: Ranking totals do not equal total respondents because some States did not rank all sources. 

Source: ACIR stall compilation from questionnaire used In the Battelie-lEAA survey, 1976. 

losses in many States. (See Appendix Table A-
6.) The Battelle-LEAA survey found that eight 
States ranked sales from PXs as their first or 
second most serious problem. (See Table 3.) 

The tax-free purchase and subsequent illegal 
sale of cigarettes from Indian reservations is 
a major problem in western States. The 
Battelle-LEAA survey indicated that five States 
considered this a major cigarette tax evasion 
problem. 

STATE TAX DIFFERENTIALS 

Cigarette bootlegging did not become a seri­
ous problem for State and local governments 
until the late 1960s, because prior to that time, 
the price differential was not wide enough to 
encourage such activities. In 1960, the largest 
difference in cigarette taxes between any two 
States was 8 cents and the widest variation in 
the retail price of cigarettes was about 10 
cents. The price differential between North 
Carolina and New York was only 5.2 cents per 
pack. [See Appendix Table A-3.) . 

By 1965, the largest variation in cigarette tax 
rates had increased to 11 cents per pack and the 
variation in retail price to 12.9 cents. The larg­
est variation in retail price was between North 
Carolina and New York. In only 5 years, the 
price differential between these two States had 
increased by 7.7 cents; 5 cents of the difference 
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was due to an increase in the New' York ciga­
rette excise tax. 

A combination of the Surgeon General's 
1.964 report on smoking and health and the 
fiscal problems in many northeastern and mid­
western States led to large rate increases in 
many States. The tobacco-producing States, 
however, maintained their tax rates at a low 
level. [See Table 4.) As a result, by 1970 the 
high and low cigarette tax States were sepa­
rated by 16 cents-2 cents in North Carolina 
and 18 cents in Pennsylvania. The largest retail 
price differential in 1970 was 16.5 cents. 

Cigarette tax rates in 1976 ranged from 21 
cents in Connecticut and Massachusetts to 2 
cents in North Carolina. The retail price of 
cigarettes, including taxes, varied from ;;7.6 
cents in Connecticut to 35.8 cents in North 
Carolina -a 21.8 cent difference. The price 
differential between New York and North 
Carolina was 18.4 cents. 

The large differentials in cigarette taxes are 
mainly among the low-tax, tobacco-producing 
States and the high-tax northeastern States. 
The tax rates in 39 States fall between 8 and 
17.75 cents. It is the States at the ~xtremes, 
however, that create the serious bootlegging 
problem. [See Tab!e 5.) 
. Between 1973 and 1975, only five States in­
creased their cigarette tax rates compared with 
an increase in 26 States between 197D and 

-- ---- ------
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1973. Four increases since 1973 were in States 
wHh below-average tax rates. (See Table 6.) 

The experience of the past few years in­
dicates that cigarette tax rates may be beginning 
to stabilize 'ilfter rising sharply and frequently 
during the past 10 years. It is not completely 
clear whether this stabilization can be attribut-
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ed to the States' greater concern with the boot­
legging situation. The New York State Special 
Task Force on Cigarette Bootlegging has recom­
mended that the State tax be reduced 2 cents 
and the New York City (ax be eliminated for the 
purpose of curtailing bootlegging activity. These 
developments provide some hope that the 

Table 4 

Cent. per 
Standlird 
Pack of. 20 

No tax 
2 
2.5 
3 
3.5 
3.9 
4 
4.5 
5 
6 
7 
8 
9 

10 
11 
12 
12.25 
13 
14 
15 
15.5 
16 
17 
17.75 
18 
18.5 
19 
21 

MGdlan Tax Rate 

The Growing Disparity In State ClgareHe Tax Rates 
(January 4, 1965-July 1, 1976) 

Jan\lsry 1 
1965 

2 
21 

1 
3 

4 

5 
9 
7 

15 
1 

6 

Number 0' S:3t •• al 0' 

January 1 
1988 

2 
11 

1 
2 

2 

3 
3 
7 
2 

3 
2 

8 

January 1 
1970 

o 

2 

3 
4 
9 

2 
5 
3 
8 

5 
2 

10 

July 1 
1876 

o 

2 

3 
3 
4 
6 
9 

61 

1 
2 

3 

1 
3 

2 
12 

'Includes the District 01 Columbia. I ad I t th 
Note: Rates stated as a percentage 01 the wholesale or retail prIce, as In the case of New Hampshire and HawaII, are trans at n 0 e 

equivalent cents Der pack. 

Source: Commerce Clearing House, Slate Tax Reporter (Chicago, III.: 1(75) • 
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Table 5 
Distribution of Cigarette Tax Rates 

(as of July 1, 1976) 

o - 6 cents- 5 States 
7 -10 cel'1(s-10 States 
1 i -14 cents-22 States 
15-18 cents-10 States 
19 + cents- 4 States 

Souwe: ACIR steff comr:llatlon from Table 4. 

bootlegging problem will not be exacerbated 
by an ever-widening gap in cigarette tax rates. 

'Cigarette Sales in the Northeast 

The most serious bootlegging problem ap­
pears to be in the Northeast and to have devel­
oped in the past decade. Per capita sales figures 
for this area are compared with per capita 
sales figures for the low-tax, southern States in 
Table 7. The southern States are generally re­
garded as the source of bootleg cigarettes sold 
in the Northeast. 

During the relatively stable tax period of the 
1960s, per capita consumption in the Northeast 
did not decline as fast as the average for all 
taxing States. The large increase in Kentucky 
between 1960 and 1965 is probably attributable 
more to casual smuggling into higher tax, bor­
der States than to organized bootlegging. 

During the 1965-70 period, an analysis of the 
per capita sales figures points to the beginning 
of an organized bootlegging problem in the 
Northeast. It is not coincidental that this was 
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also the period in which cigarette tax rates in 
the Northeast began to rise sharply. 

Because of the health scare, most States suf­
fered a decline in per capita sales between 
1965 and 1970. The declines in per capita sales 
are significantly greater in the northeastern 
States than in the United States as a whole. 
The two southern States in Table 7, for which 
data is available, countered the downward 
trend. The 21 percent increase in Kentucky sug­
gests a substantial outflow of bootleg cigarettes. 

Between 1970 and 1975, cigarette consumption 
exhibited an upward trend - U.S. pel.' capita 
consumption increasea 10.6 percent. None of 
the five northeastern States included in Table 7 
came close to matching the increase In the U.S. 
average. The three low-tax, tobacco-producing 
States, however, recorded sales gain.s well in 
excess of the U.S. average. The 43.1 percent 
gain in Kentucky, the 31 percent gain in North 
Carolina, and the 22.8 percent increase in 
Virginia are well above the historieal growth 
trends of these States. 

It is interesting to note that the smallest per 
capita gains or largest losses in sales occurred 
in those States that raised their cigal.'ette tax 
by the largest amount. Only one of the north­
eastern States failed to raise the cigarette tax 
during the 1970-75 period, and tbat State­
Pennsylvania - recorded the largest increase 
in per capita sales of the five northeastern 
States shown in Table 7. (The increase in 
Pennsylvania can also be attributed to in­
creased law enforcement efforts and the fact 
that the bordering State of New Jersey in­
creased its tax rate.) 

This data appears to support the conclusion 

Table S 

14 

Fiscal Yoar 
ended June 30 

1955·1960 
Hl60-1965 
1965·1970 
1970-1975 
1973·1975 

Changes in State Cigarette Tax Rates, 1955-75 

Number of Tax Number of Tax 
Total Actions Increases Decreases 

47 42 1 
46 42 2 
58 55 
34 34 0 

5 5 0 

New 
Enactments 

4 
2 
2 
0 
0 

Source: ACIR staH compilation from data in. Tobacco Tax Council. Inc .. The Tax Burden on Tobacco (Richmond. Va.: 1975) Vol. 10. 
TabJe 6, p. 9; Table 7. p. 10. 
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that the organized bootlegging activities that 
began to surface in the mid-1960s has continued 
unabated in recent years. The data also offer 
strong evidence that there is a high correlation 
between a State's tax rate and the level of 
bootleg activity in that State. 

Using Ohio as an example, Chart 1 illus­
trates the impact of cigarette tax increases on 
per capita cigarette sales. In September 1967, 
Ohio increased its cigarette tax rate from 5 to 
7 cents. Per capita sales fell 4.8 percent in 
fiscal year 1968-exactly double the decline in 
U.S. sales during the same period. 

In August 1969, Ohio raised its cigarette tax 
rate from 7 to 10 cents. In fiscal year 1970, per 
capita sales declined 5.6 percent compared with 
a 2.2 percent drop in U.S. per capita sales. 

In December 1971, Ohio raised the cigarette 
tax rate from 10 to 15 cents. Again, per capita 
sales dropped-3.3 percent between fiscal years 
1971 and 1973 compared with a 3.6 percent 
increase in U.S. per capita sales. 

Ohio per capita sales were higher than the 
U.S. average until shortly after Ohio increased 
the tax rate to 15 cents. In 1966, when the Ohio 
tax rate was 5 cents (almost 2 cents below the 
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U.S. average), Ohio per capita sales were 8.8 
percent above the U.S. average. In 1975, when 
the Ohio tax rate was almost 3 cents above the 
U.S. average, per capita sales in Ohio were 6.4 
percent below the U.S. average. Cigarette sales 
in Ohio may be particularly sensitive to rate 
increases because the bordering States of 
Indiana and Kentucky have a tax rate of 6 cents 
an.d 3 cents, respectively. 

A portion of the decline or the small gains in 
sales in the northeastern States can be explain­
ed by the impact of price increases on the 
quantity of cigarettes demanded. However, 
most ~tudies have found that cigarettes are 
price inelastic5-a 1 percent increase in price 
will result in a less than 1 percent decline in 
sales. Although it is 'difficult to separate the 
income effects from the price effects, it appears 
that the weakness in sales in the Northeast is 
greater than can be explained by price in­
creases. 

Cigarette Tax Rates and Per 
Capita Sales 

A State's per capita cigarette sales and its 
cigarette tax rate are highly correlated. (See 

Table 7 
Per Co!lplta Cigarette Sales in Pack~ ~or Selected States 

(State Tax Rate in Cents in Brackets) 

Percent Percent Percent 

Stll!e 1960 1965 Change 1970 Change 1975 Change 

Connecticut 153.7(3) 147.0(6) -4.4% 24.8(16) -15.2% 110.2(21) -17.8% 
Massachusetts 131.1(6) 136.5(8) +4.1 124.3(12) -9.0 126.1 (16) +1.4 
New Jersey 141.1 (5) 138.0(e) -2.2 120.7(14) -12.6 122.3(19) +1.3 
New York 145.0(5) 138.5(10) -4.5 119.0 (12) -14.1 123.9(15) +4.1 
Pennsylvania 119.2(6) 120.4(8) +1.0 107.3 (18) -10.9 114.6(18) +6.8 
Kentucky 113.6(3) 128.7(2.5) +13.2 155.8(2.5) +21.0 223.0(3) +43.1 
North Carolina 172.4(2) 226.0(2) +31.0 
Virginia 123.3(3) 124.3(2.5) +0.8 152.7(2.5) +22.8 
U.S. Average 37.1 126.8 -7.6 118.3 -A.8 130.9 +10.6 
(All taxing States) 

Source: ACIR staH compilation from data In •. Tobacco Tax Coun~". Inc., The Tax Burden on Tobacco (Richmond. Va.: 1975) Vol. 10. 
Table 11. p. 22 . 
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CHART I 

Tax-Paid Per Capita Sales in Ohio and the u.s. 
(in Number of Packs) 
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Table 8.) All but three of the high-tax States 
have per capita consumption well below the 
U.S. average. The exceptions are Florida, 
Maine, and Rhode Island. Florida's per capita 
cigarette sales are slightly above the U.S. aver­
age, but because of FI()rida's tourist trade, per 
capita sales should be well above the U.S. 
average. Tourism tends to inflate per capita 
sales figures. This is also the probable cause of 
the higher than average sales inMaine. In 1972, 
Maine hotel and motel receipts per capita fa 
proxy for tourism) were 37.6 percent above the 
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national average. Rhode Island's per capita 
sales are well above the U.S. average despite a 
high tax rate. This situation can probably be 
e~plained by the fact that Rhode Island, a small 
State, is bordered by two populous States with 
higher cigarette tax rates~ 

In all but three cases, per capita sales in the 
low-tax States are well above the U.S. aver· 
age. Two of the exceptions-':Idaho and Utah­
can be explained by their large Mormon popu­
lation, because most disciples of the Mormon 
religion do not smoke. The South Carolina 'ex-

Table 8 
Comparison of Per Capita Sales in High and Low Cigarette Tax States, FY 1975 

High-Tax States Per Capllu Sales as 
(15 cents or more) Percent 0' U.S. Average 

Arkansas 87.7 
Connecticut 84.2 
Florida 100.8 
Maine 107.5 
MassachuseHs 96.3 
Minnesota 85.2 
New Jersey 93.4 
New York 94.6 
Ohio 93.6 
Pennsyh;anla 87.5 
Rhode Island 118.2 
Texas 88.6 
Washington 76.0 
Wisconsin 86.7 

Unwe/ghted Average 92.9 
Low-Tax States 
(9 cents or less) 

Alaska 117.6 
Idaho 94.2 
Indiana 124.1 
Kentucky 170.3 
Missouri 103.6 
North Caro"na 172.6 
Oregon 117.9 
South Caro"na 99.7 
Utah 57.9 
VIrginia 116.6 
Wyoming 122.8 

Unwe/ghted Average 117.9 

Source: ACIR slaft compilation from data In Tobacco Tax Council, Inc., The Tax Burden on Tobacco (Richmond. Va.: 1975) Vol. 10 
Table 11. p. 22. 
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ception, where sales are slightly below the 
U.S. average, is explained by its bordering on 
North Carolina, which has the lowest tax rate 
in the Nation. 

Cigarette bootlegging has caused a significant 
shift in per capita cigFette sales among the 
States. (See Table 9.) in 1955, cigarette sales 
in the northeastern States were well above the 
national average, while sales in the southern 
States were consistently far below the national 
average. This large divergence was due largely 
to economic nd cultural factors because there 
was little ev.Jence of cigarette smuggling in 
1955. By 1965, the cigarette sales pattern had 
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begun to chan,ge in favor of the southern 
States, although sales were still significantly 
higher in the northeastern States. Ten years 
later, widespread cigarette smuggling had re­
duced cigarette sales in the northeastern States 
to well below the national average, while 
sales in several southern States had risen 
substantially above the national average. To 
illustrate, per capita cigarette sales in Kentucky 
were 15.4 packs below the U.S. average in 1955, 
t'.9 packs above the U.S. average in 1965, and 
92.1 packs above the U.S. average in 1975. Dur­
ing the same period, per capita sales in New 
York dropped from 21.4 packs above the U.S. 

Table 9 

Variance in State Cigarette Per Capita Sales From U.S. Average, FY 1955, 1965, 1975 
[Below U.S. Average (-)] 

1955 1965 1975 

State 
(In packs) (In packs) (In packs) 

Alabama 
-31.0 -28.3 -19.2 

-22.6 19.5 
Alaska 
Arizona 

3.7 - 3.6 - 9.1 

Arkansas 
-43.1 -26.5 -16.1 

13.2 - 3.8 
California 

4.7 0.1 
Colorado 
Connecticut 27.1 20.2 -20.7 

Delaware 29.1 44.0 16.7 

District of Columbia 30.8 99.7 45.6 

florida 16.5 4.3 1.0 

Georgia -16.3 -23.0 - 8.0 
-43.4 -38.5 

HawaII 
Idaho -13.9 -31.6 - 7.6 

illinois 9.6 18.7 0.9 

fndlana 3.4 8.5 31.5 

Iowa -15.5 ·10.8 ·10.4 

Kansal -12.5 -19.0 - 7.5 

Kentucky -15.4 1.9 92.1 

Louisiana -22.0 - 9.3 2.7 

Maine 25.0 12.3 9.8 

- 5.8 15.2 
Maryland 
MaU8chu •• tts 8.7 9.7 ·4.8 

Michigan 12.2 5.0 5.9 

Minnesota -13.9 -17.6 -19.4 

Mlaalnlpp! -34.6 -43.2 -14.1 

3.4 4.6 
Missouri 
Montana 10.3 - 8.8 - 7.1 

Nebraska - 7.3 -16.3 -16.8 

Nevada 
76.4 65.9 74.3 

New Hampshire 54.4 107.0 138.2 

New Jersey 22.4 11.2 - 8.6 

(Continued) 
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average to 7 packs below the U.S. average. 
The coefficient of dispersion for per capita 

cigarette sales, included in Table 9, is used to 
test whether or not cigarette sales have di­
verged further from the mean because of ciga­
r:tt.e .bootlegging. The coefficient is obtained by 
dlvldmg the sum of the variances from the 
mean by the mean. The coefficient of disper­
sion has increased since 1955, but not as much 
as might be expected. This finding indicates 
that although cigarette smuggling has increased 
the divergence in cigarette sales, economic and 
social factors, such as religion, income, and 
tourism, are stdl responsible for a large share 
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of the difference in 'per capita cigarette sales 
among the States. 

UNFAIR CIGARmE SALES LAWS 

Although tax diffel'entials are responsible 
for most variances in the pl'jce of cigarettes, 
unfair sales laws also can affect the variances. 
For example, cigarettes in a State without an 
unfair sales law often sell at a lower price than 
cigarettes in a State with an unfair sales law, 
even though the tax rate may be higher in the 
former State. As of January 1, 1975, 18 States 
had laws of this type; 'an additional 21 States 

Table 9 (continued) 

Variance in State Cigarette Per Capita Sales From U.S. Average, FY 1955,1965,1975 
[Below U.S. Average (-)] 

1955 1965 1975 
(State continued) (In packs) (In packs) (In packs) 

New Mexico -16.0 -30.5 -27.8 
New York 21.4 11.7 - 7.0 
North Carolina - 7.0 
North Dakota -28.9 -23.6 -1:>.0 
Ohio 9.2 8.0 - 8.4 

Oklahoma -13.9 -11.2 2.0 
Oregon 23.5 
Pennsylvania - 4.5 - 6.4 -16.3 
Rhode Idand 33.7 6.4 23.8 
South Carolina -27.0 ~~,3.7 - 0.4 

South Dakota -17.1 -28.1 -I ,.4 
Tennessee -26.8 -18.7 -13.5 
Texas 1.0 - 6.3 -14.9 
Utah -46.4 -61.8 -55.1 
Vermont 13.9 3.9 -24.6 

Virginia 3.5 21.8 
'Ha.hlnglon - 1.4 -28.5 . -31.4 
Weut Virginia -27.5 -16.3 - 7.7 
Wisconsin - 7.2 -17.4 -17.4 
Wyoming 25.5 10.8 29.8 

Ccefflclent of 
01sporslon I 8.09 8.43 B.56 

Range of Tax 
Rates 0-8 cents 0-11 cents 2-21 cents 

1~~e hC,oehfflC'hont of dispersion Is calculaled by dividing the sum of the variances by the mean. It Is used to measure the· degree of variance from the mean 
e 9 er I e number. the greater the degree of variance. . 

Source: ~~~i. staff compilation from data In, Tobacco Tax Council, 'nc •• The Tax Burden on Tobacco (RiChmond, Va.: 1975) Vol. 10, Table 7! p. 10; Table llt 
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had unfair sales or practice laws. (See Appen­
dix Table A-7.) 
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Unfair cigarette sales laws prohibit cigarette 
sales below cost and establish minimum mark­
ups which are presumed to reflect business 
costs. The specified markups are 2 to 5 percent 
and 6 to 12.4 percent of the basic cost of ciga­
rettes for wholesalers and retailers, respective­
ly. Violators may be subject to injunctions by 
the State tax commissioner, fines up to $1,000, 
imprisonment, and private injunctions and 
damage suits. 

Unfair sales or practice laws apply to ciga­
rettes as well as other goods and, except for 
their broader scope, are very similar to unfair 
cigarette sales laws. These laws have no effect 
on cigarette prices in States with an unfair 

FOOTNOTES 

'Massachusetts' cigarelle tax rate for 1975 was 16 cents. The 
21 cent figure is that State's 1976 tax rate. 

'''Elimination of Cigarette Racketeering." Hearing before 
Subcommittee 1 of the Committee on the Judiciary. House 
of Representatives. Sept. 26. 1972, 92nd Congress, pp. 72 
and 77. 

'Law Enforcement Assistance Administration, U.S. Depart-
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cigarette sales law because the latter sets 
higher markups and is applied more directly. 
The general laws may have some effect on 
cigarette prices in States that do not have un­
fair cigarette sales laws. 

In a 1973 doctoral dissertation, Paul Man­
chester attempted to measure the effect of un­
fair cigarette sales laws on cigarette prices.s He 
found that the dummy variable used to repre­
sent these laws consistently had the wrong 
sign- the variable contributed to a lower 
price rather than to a higher price. He conclud­
ed that the customary markups probably exceed 
the minimum specified in these laws and thus 
unfair sales laws have no effect on retail 
prices, which would indicate that these laws do 
not contribute to the bootlegging problem. 

ment of Justice, Combatting Cigarette Smuggling (Wash­
ington, D.C.: Jan. 31, 1976) p. 10. 

'Florida, Louisiana, Massachusetts, Connecticut, New York, 
Pennsylvania. Texas, and Wisconsin. 

'Paul B. Manchester, "An Econometric Analysis of State 
Cigarelle Taxes, Prices, and Demand, With Estimates of 
Tax-Induced Interstate. Bootlegging," a thesis submitted 
to the University of Minnesota, August 1973, p. 37. 

'Ibid, p. 16-19. 

-------~------------....... 
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Chapter 3 

Cigarette Smuggling 
and Organized Crime 

All too often, cigarette smuggling is· viewed 
as a victimless crime in which a law-abiding 
citizen smuggles a few cartons of cigarettes 
across the border for personal use or for 
friends. This rather benign view of cigarette 
smuggling is an accurate picture of the situa­
tion in many States, but in about a dozen States 
(mainly in the East and Midwest), this is a 
grossly distorted view. In these States, cigarette 
smuggling is a multi-million dollar business, 
organized crime syndicates are heavily in­
volved, and there are many victims. State and 
local governments lose millions of dollars; tax­
payers pay higher taxes or receive fewer ser­
vices; cigarette wholesalers and retailers are 
driven out of business and jobs are lost; politi­
cal and law enforcement officials are cor­
rupted; trucks are hijacked and warehouses 
raided; and people are injured and even killed. 

Newsday, a Long Island, N.Y., newspaper, 
conducted a 4-month investigation of cigarette 
smuggling and concluded, in a series of articles 
appearing in February 1975, that La Cos a 
Nostra had become New York State's biggest 
wholesaler of cigarettes. The Newsday investi­
gation also uncovered a number of other im­
portant aspects of cigarette smuggling: 

• Four New York crime families employing 
more than 500 enforcers, peddlers, and 
distributors smuggle an estimated 480 

million packs into the State each year. 
The estimated tax loss from just nine 
identifiable mob groups in La Cosa 
Nostra exceeds $62 million. 

• In a nine-State area in the Northeast, the 
mob, including crime families from New 
England, Illinois, and Pennsylvania, 
bootlegs more than a billion packs annu­
aIly, which creates profits for the mob of 
more than $105 million and losses to 
wholesalers and State tax bureaus of 
more than $500 million. 

• Because of the huge inroads made by La 
Cosa Nostra smugglers, more than 2,500 
drivers, packers, and salesmen in New 
York State have lost their jobs and nearly 
half of New York's legitimate whole­
salers have folded. The remaining whole­
salers are forced to pay $600,000 annual­
ly for skyrocketing insurance premfums 
and guards. 

• Against an army of mob sm ugglers, New 
York City police and tax agents have less 
than 90 investigators. Of these, a cloud of 
suspicion has been drawn over the 67-
man State tax unit because of reports 
(under investigation at the time of the 
article by the State's special prosecutor) 
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that agents were taking more than 
$100,000 a year in mob payoffs. 

• Cigarette smuggling provides La Cosa 
Nostra with millions of dollars for its 
rackets. Because of the high profits, it 
also provides motives for armed rob­
bery al1d murder. Since 1972, four mob 
smugglers have disappeared and pre­
sumably were murdered because they hi­
jacked smugglers' incoming loads or 
cheated their bosses. 

Organized crime involvement is most prev­
aient in New York State, but there is evidence 
that this criminal element is involved in ciga­
rette smuggling in about a dozen States. 1 (See 
Appendix 0, Statement of Edward Lorch, for 
further discussion of New York City's problem 
of organized crime involvement in cigarette 
smuggling.) 

The profits from organized smuggling of ciga­
rettes are enormous. The Council Against 
Cigarette Bootlegging2 estimates that the illegal 
profits in eight eastern States were about $97.9 
million in fiscal year 1975-76. The profits from 
cigarette smuggling are used by organized 
crime to finance other illegal operations, such 
as drugs, loan sharking, and gambling. These 
profits are earned at the expense of State and 
local governments, which, according to the 
Council, lost an estimated $170.7 million in rev­
enues in the eight eastern States (Connecticut, 
Delaware, Maryland, Massachusetts, New 
YQl'k, New Jersey, Pennsylvania, an!"! Rhode 
Island). and the tobacco industry (wholesalers 
and retailers), which lost an estimated $470 
million in sales. (ACIR estimates of State rev­
enue losses (Chapter 7, Table 19) are somewhat 
lower.) 

Despite these losses and the strong evidence 
of organized crime involvement, the public and 
many public officials remain largely uncon­
cerned. In Illinois, the State revenue commis­
sioner and several of his agents were held in 
contempt of court after they failed to comply 
with a judge's order to stop "harassing" people 
who were smuggling a few cartons of cigarettes 
into Illinois from Indiana. The Illinois Supreme 
Court recently overruled the lower court and 
allowed revenue agents to continue their en­
forcement activities. 
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In Washington, D.C., two bills were recently 
proposed that would prevent surveillance by 
Maryland and Virginia enforcement agents 
within 150 yards of any establishment selling 
alcoholic beverages and tobacco or tobacco 
products and would limit such surveillance to 
15 minutes. The bills also limit surveillance of 
any business establishment to once a year and 
require that personnel engaged in surveillance 
must first register with the Washington, D.C., 
chief uf pJlice. This legislation is aimed largely 
at out-of-State alcohol beverage agents, but it 
could hurt cigarette tax law enforcement efforts 
if enacted in any State. 

Cigarette smuggling is considerably more 
than a minor victimless crime-the economic 
losses, the revenues lost to local government, 
and law enforcement costs run into hundreds 
of millions of dollars annually. Cigarette smug­
gling attracts hard core criminals, and their 
activities spread beyond transporting cigarettes 
across State lines. Some law enforcement 
officials consider the strengthening of orga­
nized crime by cigarette smuggling profits and 
the demoralization of law-abiding people are 
more important.than the economic losses. 

A December 15, 1975 editorial from the Phil­
adelphia Inquirer puts this issue in perspective: 

In its widening zeal to control ciga­
rette smuggling, the Shapp administra­
tion seems to have lost sight of both 
the real problem and the real cause. 
As the State Revenue Department 
views it, the problem is' that the State 
is losing $30 million a year in taxes. 
But $30 million is a relative snowflake 
on the alps of State spending. 

The real problem is that cigarette 
smuggling is corrupting Pennsylvania's 
political establishment. The most glar­
ing manifestation of this being-to 
date-the case of Philadelphia Judge 
Vito Pisciotta. Pisciotta was convicted 
last month of using the profits from a 
cigarette smuggling scheme to "buy" a 
judgeship. 

Three State cigarette agents have 
been indicted and are awaiting trial 
in the same case. Federal authorities 
say hijacking and murder in connection 
with "bootlegging" have become stan-

--- --------_ .. _---
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dard fare on the interstate highways 
leading to the South. 

As the Shapp administration views 
it, the cause of all this illicit activity 
is that organized crime has gotten into 
the cigarette smuggling business in a 
big way. The real cause is that the 
commonwealth of Pennsylvania im­
poses an 18-cent tax on each pack of 
cigarettes while North Carolina - less 
than a day's drive away-taxes at the 
rate of only two cents per pack. 

The difference on a tractor trailer 
load of 10,000 cartons bought in North 
Carolina and sold in Pennsylvania is 
$16,000. It is hard to imagine a situa­
tion more likely to attract organized 
crime. 

There is another essential ingredient 
for mob influence-public indiffer­
ence. The average Pennsylvanian is not 
duly upset by the tax leakage, and 
hardly any group seems to care. 

Certainly not the North Carolina 
wholesalers, who are not about to of­
fend Northern customers who buy 
10,000 cartons at a time and pay cash. 
And certainly not the ultimate pur­
chasers of the contraband cigarettes 
who save about 15 cents a pack. 

Who, then, is upset? For one, the 
legitimate Pennsylvania retailers who 
are losing business. For another the 
State Bureau of Cigarette and Bever­
age Taxes, whose job it is to collect the 
revenue. 

There is a simple way to end boot­
legging. Lower the Pennsylvania tax 
to a point where smuggling is no longer 
profitable. Sur::h a step would cost the 
State Treasury some money, but it 
would also remove corrupting in­
fluences from Pennsylvania's body 
politic. (Emphasis added.) 

In the light of the demonstrated public indif­
ference to cigarette bootlegging. the recent re­
port of the New York State Special Task Force 
on Cigarette Bootlegging recommended, "an 
intensive public education campaign utilizing 
all media be initiated by the Department of 
Taxation and Finance to aid in the enforcement 
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of all aspects of the cigarette tax law."3 Every 
State that has a cigarette smuggling problem, 
particularly those where organized crime is 
involved, should consider initiating a public 
education campaign. Greater public awareness 
and concern would be helpful to State and local 
government efforts to control cigarette smug­
gling. 

CASE STUDY 

This case study is taken from the Fifteenth 
Annual Report of the Temporary Commission 
of Investigation of the State of New York, which 
was issued in April 1973. 

In the course of its investigation, the New 
York Commission undertook an indepth strtdy 
of one well-known, major cigarette bootlegging 
ring to illustrate organized crime involvement 
in the cigarette bootlegging problem. Anthony 
Granata-the central figure of this case study­
was convicted of violating New York cigarette 
tax laws and sehtenced to 4 years in prison in 
the fall of 1976. 

As early as 1966, Anthony Granata was 
known to be involved on a large scale in trans­
porting and selling untaxed cigarettes in the 
City and State of New York. Originally his 
operation was located in the Bath Beach section 
of Brooklyn, N.Y. Granata is listed by law en­
forcement officials as a member of the orga­
nized crime family headed by Joseph Colombo. 
His criminal record reflects 12 arrests, four of 
which were connected with cigarette boot­
legging. He has been convicted of criminally 
receiving stolen property as well as use of a 
forged driver's license. 

Initially, Granata's operation consisted of 
small-scale bootlegging. As the years went on, 
it developed into a full-sized operation. In the 
period from September 1966 to April 1967, 
Granata, based upon his own records seized 
by law enforcement authorities, was responsi­
ble for smuggling 1,109,920 cartons of cig.i'rettes 
into New York State. Tax assessments against 
him totaling $2,422,510 were levied by New 
York State and City authorities for this period, 
as provided by law. These assessments remain 
uncollected. 

Granata operated his business on a profes­
sional level with over 30 employees. He was 
known to have dispatched drivers on a 6-days-
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a-week schedule to North Carolina. Orders 
were placed and all necessary arrangements 
wer" handled by clerical employees in New 
York City. He also employed an expediter or 
traffic manager, stationed in North Carolina, 
to manage that erld of his operation. Typically, 
drivers were paid $100 per trip and an addition­
al $95 expense money if they were long-haul 
drivers (all the way to North Carolina). Short­
haul drivers (to Pennsylvania) received $60 
per trip, plus expenses. A short-haul driver 
would be uRed when arrangements had been 
made with the North Carolina supplier to 
transport the cigarette loads to selected points 
in Pennsylvania. The short-haul driver would 
meet the shipment, transfer it to his vehicle, 
and qring it into New York. 

All legal costs arising from the arrests of 
drivers, such as lawyers fees, bail, and fines, 
were also handled, wherever the jurisdiction, 
from Granata's headquarters. Fraudulent driv­
er's licenses and other false identification were 
supplied. Among other devices used to avoid 
detection, Granata constructed a truck dis­
guised as a lumber transporter. Dummy cor­
porations also were formed to further conceal 
his cigarette bootlegging business. 

Intensive police surveillance of Granata, as 
part of an organized crime investigation, led 
to the discovery that two leading members of 
the Genovese crime family-Mario Gigante 
and Vincent Giga"te -were involved as finan­
ciers in this operatinn. Meetings of these three 
were held at which the profits of the business 
and territorial rights were discussed. . 

An associate of Granata's, one Robert Li 
Sante, was called as a witness at the New York 
Commission's public hearing. In June 1971, Li 
Sante had been arrested in New Jersey in pos­
session of 4,560 cartons of cigarettes. The 
records show that he was convicted, received a 
suspended jail sentence, anti paid a $250 
fine. Also arrested at that time was Rocco 
Granata, father of Anthony. In September 1971, 
Li Sante was arrested by detectives of the New 
Jersey State Police. At that time, i5,OOO cartons 
of untaxed cigarettes, as well as a tractor and 
trailer truck, were seized. Anthony Granatfl 
was also arrested on that occasion. Li Sante is 
known to be an important associate of Granata 
and was responsible for coordinating orders 
for cigarettes and their financing and delivery 
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arrangements. When questioned at both private 
and public hearings with regard to the above 
transactions, Li Sante invoked his constitutional 
privilege against self-incrimination and refused 
to answer all questions. 

Another associate of Granata in the bootleg­
ging operation was Joseph (Sam) Pontillo, also 
subpoenaed as a witness at the New York 
Commission's public hearing. When, as a result 
of law enforcement pressure, Granata was 
forced to move his operation to New Jersey, 
Pontillo became his man-to-see in Brooklyn. In 
October 1968, Pontillo was apprehended in New 
Jersey in possession of 2,200 cartons of untaxed 
cigarettes. In April 1969, after leaving Granata's 
"drop" or warehouse in New York in posses­
sion of 3,600 cartons of untaxed cigarettes, he 
was again arrested. Available criminal records 
show that this case was dismissed on the 
grounds of illegal search and seizure. 

At the time of the New York Commission's 
public hearing, it was believed that Pontillo, 
on his own, had become the head of a group 
that was bootlegging cigarettes. His connection 
with Granata (as was the case with Indny major 
bootleggers) was that they shared loads of boot­
leg cigarettes. This enabled each bootlegger to 
minimize his financial risk. For example, in­
stead of one man having to raise the capital and 
take the risk for 15,000 cartons of cigarettes, 
three operators would pool their interests, each 
underwriting 5,000 cartons. At both the New 
York Commission's private and public hearings, 
Pontillo availed himself of his constitutional 
privilege against self-incrimination and refused 
to answer any questions. ' 

On October 15, 1971, an employee of Gran­
ata's operation was seized in New Jersey in the 
possession of 11,010 cartons of untaxed ciga­
rettes. 

By means of a chart prepared by the New 
York Commission and introduced at the hear­
ing, it was shown that trlere were at least 30 
individuals involved in the Granata cigarette 
bootlegging operarion. It is interesting to note 
that the criminal records of these 30 individuals 
showed that they had a total of 189 separate 
arrests for various criminal acts. Of this num­
ber,41 arrests were for cigarette tax violations. 
The other crimes ran the gamut of criminal 
activity. With regard to dispositions, the fol­
lowing is of interest: 

i) 

-----.-----------~---------------------------------------------------------

.. 

• 

THE CHAIRMAN: Are there any con­
victions, Mr. Kelly, on the cigarette 
charges, on the 41 cigarette arrests? 
Have there been any convictions? 

MR. KELLY: There have been a few 
sir, of lower echelon people. In thi~ 
particular operation, a,s in most opera-

FOOTNOTES 

'Additional information concerning organized crime involve­
ment in cigarette bootlegging and the level of violence 
associated with this illegal activity can be found in an un­
published paper prepared by Edward Lorch and Jack Win­
ter~ of the Intelligence Division of the New York City 
Pohce Department-"An Analysis of Untaxed Cigarette 
Smuggling," Jun. 10, 1975. 
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tions connected with organized crime, 
the. people at the higher levels manage 
to msulate themselves sufficiently so 
they are never-or very rarely, at 
lea~t-on the scene when anything is 
takmg place, almost invariably the 
charge is dismissed based upon ille~al 
search and seizure. 4 . 

'The Counci~ is one pers~m-Morris We.ntraub, pUblisher of 
Vending Tlmes and former Managing Director of the 
Wh~lesl!le Tobacco Distribu!ors of New York, Inc. Mr. 
Weintraub is closely associated with the tobacco industry. 

'Report of the New York Stote Special Task Force on Ciga­
rette Bootlegging (Albany, N.Y.: Dept. of Taxation and 
Finance, May 1976) p. 16. 

'Pifteenth Annual Report of the Temporary Commission of 
Inv~stigation of the State of New York (Albany, N.Y.: 
April 1973) p. 31. 
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Chapter 4 

Federal and State Policies 
FEDERAL POLICIES AND ASSISTANCE 

The smuggling of cigarettes across State lines 
is not a Federal offense. The only Federal law 
applicable to cigarette smuggling is the Jenkins 
Act (15 USC 375-378). enacted in 1949. 

Jenkins Act 

This act requires persons who ship cigarettes 
into other States to notify the tobacco tax ad­
ministrators in these States of the names and 
addresses of the recipients and of the quanti­
ties, brands, and dates of mailing. The act also 
req'uires a business to provide tobacco adminis­
trators with its name, principal place of busi­
ness, and the names of the officers of the 
business. Any person who violates these filing 
and reporting requirements faces punishment 
by a fine of not more than $1,000 and/or im: 
prisonment for not more than 6 months. The 
act has limited usefulness for attacking the 
over-t.he-road smuggling problems that are of 
greatest concern to the States. 

The Jenkins Act together with the U.S. mail 
fraud law (18 USC 1341J has been successful in 
curtailing mail-order cigarette smuggling. The 
Battelle-LEAA study of cigarette smuggling, 
discussed in Chapter 2, found that only one 
State considered the mail-order purchase of 
cigarettes as its major problem, although a 
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number of States listed mail-order sales as 
their second most serious smuggling problem. 

Proposed Federal Contraband 
legislation 

In the past several years, attempts have been 
made to enact strict Federal legislation aimed 
at curtailing organized smuggling activities. The 
most recent legislation was H.R. 701, which was 
introduced in 1975. The stated purpose of the 
bill was "to eliminate racketeering in the sale 
and distribution of cigarr.ttes and to assist 
State and local governments in the enforcement 
of cigarette taxes." The bill provided for a fine 
of up to $10,000 and 2 years imprisonment for 
the transportation of contraband cigarettes in 
interstate commerce. "Contraband cigarettes" 
are defined as more than 100 cartons in ths 
possession of anyone other than a person legal­
ly permitted to possess them. (A bill proposed 
by ACIR is presented in Appendix C.) 

The U.S. Department of Justice, as do of­
ficials in the Department of the Treasury and 
the Congress, has been opposed to this type 
of legislation in the past. In 1974., the Depart­
ment went on record in opposition to H.R. 3805, 
which was almost identical to the 1975 bill. The 
Department position was outlined in an April 
1974 memo to Rep. Peter W. Rodino, Chairman 
of the House Committee on the Judiciary. The 
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Justice Department acknowledged thEi severi­
ty of the problem and the involvement of 
organized crime, but advanced the v:iew that 
consideration of the bill was premature. The 
testimony said: 

The Department of Justice would like 
to await the results of these renewed 
State efforts [refers to New York 
Stare Investigative Committee recom­
mendation for greater enforcement ef­
fort by the State and City of New 
York] before introducing the Fedl~ral 
government into what has heretofore 
been a State area of responsibility. 
The Department, and indeed the Con­
gress, has always viewed an extension 
of Federal criminal jurisdiction al5 a 
serious step, not to be taken withoult a 
convincing showing that a law enforce­
ment problem is beyond the Stal:es' 
capability to control. We feel that 
enactment of Federal legislation, short­
ly after a State's [New York] admis­
sion of failure to give this problem law 
enforcement priority, wo~ld be un­
wise.! 

There is no indication that the Justice Depart­
ment has changed its opinion on this legislation 
over the past 21f2 years. Cigarette bootlegging 
has increased in magnitude despite increased 
enforcement efforts on the part of the States. 
Federal officials apparently remain uncon­
vinced of the need for Federal contraband leg­
islation. The general view is that the enforce­
ment of cigarette tax laws is a State responsibil­
ity, and until there is incontrovertible evidence 
that the States cannot adequately enforce these 
laws, the Federal Government will continue to 
follow a hands-off policy. 

Supporters of Federal contraband legislation 
argue that when an individual State's inability 
or unwillingness to deal with a problem a~fects 
the States' collective welfare, the Federal Gov-

. ernment is obligated to provide assistance to 
the States. As precedent, advocates cite the 
enactment of Federal air and water quality 
standards when it became apparent that the 
States could not deal with environmental prob­
lems on an individual basis. Until the Federal 
administration and the Congress are convinced 
that, like environmental pollution, cigarette 
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bootlegging is causing widespread and serious 
social and economic problems, they are likely 
to continue to be reluctant to take action. 

Federal contraband legislation, however, 
would provide substantial assistance to the 
States in their efforts to curtail cigarette boot­
legging operations. The enforcement of this 
legislation most logically would be assigned to 
the Bureau of Alcohol, Tobacco, and Firearms 
in the U.S. Department of Treasury. This or­
ganization has the type of law enforcement 
expertise required to deal with the complex 
nature of cigarette bootlegging. The Bureau has 
dealt with similar types of problems in their 
enforcement of the Federal liquor laws and 
with a considerable degree of success. There 
are some officials in the Bureau of Alcohol, 
Tobacco, and Firearms who believe that they 
could make significant inroads against cigarette 
bootlegging activities. 

Law Enforcement Assistance 
Admin istration 

The Federal Government has assisted the 
States with grants from the Law Enforcement 
Assistance Administration (LEAA). A partial 
listing of these grants follow: 

• $182,436 to North Carolina's Bureau of In­
telligence to develop organized crime 
intelligence (1972). 

• $268,197 to New York State's Department 
of Taxation and Finance for the purpose 
of creating an anti-bootlegging cigarette 
task force (1972). 

• $285,552 to the State of New Yor~'s Divi­
sion of Criminal Justice Services for the 
purpose of establishing within the New 
York City Police Department a special 
investigative unit exclusively devoted to 
the elimination of organized criminal 
activities associated with cigarette boot­
legging (1972). 

0$787,500 to Indiana to promote cigarette 
tax law enforcement cooperation among 
five midwestern States (1975). 

Interstate Revenue Research Center 

The last LEAA grant listed above was used 
to establish the Interstate Revenue Research 
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Center (IRRC) , which initially included the 
States of Michigan, Minnesota, Indiana, Illi­
nois, and Ohio. The membership now also in­
cludes Florida and Missouri. 

The main objective of IRRC is to curiail' 
organized cigarette bootlegging activities in 
the member States. The bootlegging problem is 
quite serious in the Midwest, with revenue 
losses estimated at more than $100 million in 
the seven member States. Recent estimates 
indicate the revenue losses are greatest in Ohio 
($32.5 million), Illinois ($25 million), Minnesota 
($21 million), and Michigan ($13.5 million).2 
(ACIR estimates of bootlegging losses in these 
States are shown in Chapter 7, Table 19.) Indi­
ana, which has the lowest tax rate in the 
Midwest, appears to be a net beneficiary of 
cigarette smuggling activity. 

IRRC has achieved modest success in curtail­
ing bootlegging activity in the Midwest. About 
$300,000 has been returned to member States in 
the form of tax revenue and monies from the 
sale of contraband material. The director of 
IRRC estimates the potential gain to the States 
at $4 million per year when the Center is 
fully effective. 

A recent evaluation of the IRRC conducted 
by the Indiana Criminal Justice Planning Agen­
cy reached the following conclusions: 

The results presented in the preced­
ing section indicate that to date the In­
terstate Revenue Research Center has 
successfully accomplished its inter­
mediate goals. However, there is no 
indication to any significant degree 
that its major goal, the overall reduc­
tion of the organized smuggling of 
cigarettes, has been achieved. This 
assessment is based on project perfor­
mance data which clearly indicates 
that the trafficking of untaxed ciga­
rettes is more complex and sophisti­
cated than' originally envisioned by 
the Interstate Revenue Research Cen­
ter AdVisory Board and the subgrantee. 

... the very nature of this problem, 
which arises from differences in State 
tax rates, makes interstate intelligence 
gathering and dissemination an essen­
tial commodity, which is necessary 
to counter cigarette smuggling. 3 
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The evaluation went on to suggest that an 
expanded membership and a multi-State in­
telligence gathering capability would improve 
the effectiveness of IRRC. The final recommen­
dation of the evaluation was that because of the 
long-term nature of the problem and the need 
to develop long-range strategic measures, the 
grant period should be extended. 

This evaluation points up the difficulties the 
States face in dealing with organized cigarette 
smuggling and suggests that without Federal 
contraband legislation, the States cannot ex­
pect to significantly reduce the level of boot­
legging activity. 

STATE POLICIES 

Half of the States with a smuggling problem 
are located in the Northeast or Midwest, ac­
cording to the Battelle-LEAA survey. Of the 
45 responses, 24 acknowledged a smuggling 
problem, 16 indicated no problem, and five 
were uncertain. Washington was the only 
State outside the Northeast or Midwest that 
indicated substantial revenue losses from ciga­
rette smuggling. Several other States indicated 
moderate revenue losses. 

State Enforcement Efforts 

The pattern of cigarette tax law enforcement 
is very uneven across the country. Major efforts 
are made in the Northeast and Midwest, where 
cigarette smuggling activities are concentrated. 
Many public officials in the southern States 
are generally not concerned about bootlegging 
activities and expend little effort on enforce­
ment. The western States, with the exception of 
Washington, do not have serious cigarette smug­
gling problems and, therefore, do not devote 
much effort to enforcement. (Table 10 presents 
a classification of States by degree of smuggling 
problem.) 

A number of States have organized formal 
efforts to combat cigarette bootlegging. One 
example is IRRC, referred to earlier. Another 
enforcement group similar to IRRC is the East­
ern Seabord Interstate Cigarette Tax Enforce­
ment Group (ESICTEG), which was created in 
August 1974 and consists of nine members­
Connecticut, Delaware, Maryland, Massachu­
setts, New Jersey, New York State, New York 
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City, the Northern Virginia Tax Commission, 
and Pennsylvania. 

This group is engaged in joint surveillance 
operations, using manpower and equipment 
provided by its members. Operations are con­
ducted with the cooperation of local authorities 
in producer States and in the States into which 
the cigarettes are smuggled. The ESICTEG has 
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achieved some success -since February 1974, 
about one million cartons of bootleg cigarettes 
have been seized-but its efforts have been 
hampered by its multi-State character. For ex­
ample, each State has its own radio frequencies 
and cannot communicate with investigators or 
enforcement officials from other States. 

Although cigarette smugglers are not violating 

Table 10 

Classification of States by Degree of Cigarette Tax Evasion Problem in 1975' 

------------------.--------------------------~ 

1 , 
f 

1 
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the law by purchasing cigarettes in low-tax 
States, officials in these States often cooperate 
with high-tax States in combatting cigarette 
bootlegging. For example, the Rocky Mount, 
N.C., Police Department has called northern 
State officials and given them license numbers 
and descriptions of vehicles that frequent ciga­
rette wholesale firms suspected of selling to 
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cigarette smugglers. On one occasion, Salisbury, 
N.C., policemen followed a truckload of ciga­
rettes to New Jersey, enabling New Jersey 
State Police to arrest the driver and confiscate 
10,000 cartons of cigarettes. The reason given 
for these actions by law enforcement officials 
in these two cities is that they do not want these 
"undersirables" in their city. However, law en-

Table 10 (continued) 
Classification of States by Degree of Cigarette Tax Evasion Problem in 1975' 

Minor or No Problem (continued) 

Iowa 

Estimated Revenue Gain or (Loss) 

as Percent of Total Cigarette Col/ections2 

LouIsiana 

Maryland 

Mississippi 
Montana 
Nevada 

North Dakota 
Oklahoma 

Rhode Island 
South Dakota 
Utah 

Beneficiaries of Tax 

Evasion in Other States - 9 

Indiana 

I<entucky 

New Hampshire 

North Carolina 
Oregon 

South Carolina 
Vermont 

Virginia 

Wyoming 

'States are classified on percentage gain or loss 01 revenue and Ihe following factors: 
,. Battelle-LEAA survey of Slale perceptions of magnitude and Iype of boollegglng problems, 
2. Per caplla cigarette sales relallve 10 Ihe U.S. average. 
3. Slale lax rale relative 10 tax rales In bordering Slates. 
4. Slate tax rale relative 10 lax rales In lOW-lax Slales. 

( 7.1) 
( 3.4) 

0.3 
( 3.6) 

( 2.7) 
3.0 

( 1.9) 
( 2.7) 
( 1.7) 
( 1.0) 

3.2 

6.8 
34.9 
46.7 
33.9 
5.1 
4.3 

11.0 
5.1 
4.5 

5. Analysis 01 variables affecting cigarette sales In Ihe Slales. 
'Dollar gain or loss shown In Table 19 (Chapter 7). 

'Recent lax rale Increases have resUlled In large sales losses. Based on currenl dala and rales in Maryland and Virginia, Washlnglon. 
D.C., probably could be classified In Ihe serious calegory. 

Source: ACIR staff compilation; see Appendix B. 
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f nt officials in some southern cities do 
orceme 'th rth­

not make any attempt to cooperate "":1 no. 
State officials. One North Ca.rohna pohce 

er~ f . d' t d that he did not mterfere be-chle mica e . . t 
h ld be committing a disservice 0 

cause e wou ld d 
legal businessmen-interference wou amage 

their b.u.sine.ss.·. tant aspect of cigarette 
Audltmg IS an Impor . 

tax law enforcement that is sometimes ov~r-
1 k d The National Tobacco Tax A.ssocla­
t?On': (NTTA) Committee on Tax EvaSIOn r~­
~~rt identified the important role of the audi-

tor: 

A vigorous audit program leads to .the 
downfall of the crooked dealer and Is.a 
certain deterrent to the deale: who IS 
toying with the idea of cheatmg. The 
manufacturer's print out of sale~ to 

. agents and others authorized stampmg . 
to receive unstamped cigarettes IS. on,e 
of the most useful tools in the audItor s 
briefcase. While audit procedures ~ary 
greatly within NTTA States, the IIme­
tested sales audits of stampers w~o 
stamp for foreign States, and the m­
ventory check of stamps and. met~r 
units paid for by the dealer agaInst his 
sales, is the rock on which strong 
audit programs are built. 

Returns from responding States show 
continued rises in revenue from States 
which rely solely on audit pr?grams. 
This certainly does not proclaim that 
auditing is the only way to run a tax 
collection program any more than th.e 
utilization of investigators only IS 
ideal ... but it does indicate .th~t au­
diting, conducted on a sophisticated 
and vigorous basis, works.5 

hese enforcement efforts have achieved 
T The NTTA's Committee on Tax 

some success. . tt 
E 

. condu' cted a State survey on Clgare e 
vaSIOn 1 1 1975 to lin for the period from Ju Y , J:::g

30, g1976. Some findings from that survey 

are summarized: 
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• There were 1,545 criminal cases and ~99 
civil cases involving cigarette smugglIng 
during the period surveyed. 

- -~----~~ 

• The total number of persons arrested in 
the 12 States that reported such arrests 

was 1,696. 

• Twenty-one States reported seizin~ 
286422 cartons, eight States reporte 

. '. g 70 vehicles and five States re-
selzm

d 
. 'ng 181 ~ending machines. In 

porte selZl d . 
addition, one counterfeiting eVlce was 

seized. 

• Total fines levied were $201,200 and total 
days of jail terms imposed was 7,555. 

h 
'1 ble information indicates that al-

T e aval a . t e de 
h ci arette smuggling eXIsts 0 som -

thoug. a;out half of the 50 States, only about a 
gree In d gh to allocate 
dozen States are concerne en?u 1 

than a token amount to CIgarette tax aw 
more t' 't'es There is little reliable 
enforcement ac IVI I . d 
data on the amount of money States spe~l ~~ 
enforcing cigarette tax laws, but the aV~l a 1 
data indicate that even those States ac noW ~ 

. gling problems are no 
edging serIOUS smug f this 
willing to spend large amounts 0 money?n that 
t e of law enforcement. The reason IS 
yp State officials and legislators do not 
s~:: a high priority on this prob.lem, often 
~ e the problem is not recognIzed. How-

ecaus n where a problem is documented, it 
ever, eve d ., akers that 
. d'ff'cult to convince eClSIOnm 
IS I I . f 1 w enforcement 
additional expenditures or a . h 
are a wise investment. State governmendts . a~e 

d . areas and tax a mmls-
pressing nee s m many ., 'f l' 't d State 

. h t gh competItIOn or Iml e 
tratIOn as ou bade that State legis-
resources. A case can e m t 
1 t S are not devoting sufficient resourc~s 0 
a ure 1 but glverr 

enforcement of cigarette tax aws,. . 
r l' cal and budgetary realities, it IS unlIk~y 

f~a~ \he States will be willing to allocate ~ e 
eeded to reduce cigarette smugglIng 

resources n 
to a tolerable level. d . 

This statement does not mean th.a~ tex a mm­
. t and law enforcement offICials respon­
Istra ors 1 re not 
sible for enforcing the cigarette tax aws a . 

aking a substantial effort to stop bootleggmg. 
~ r given the limited resources they have 

owevke , 'th and the difficult nature of the 
to wor WI h h th Y can be bl m it is questionable w et er e 
~~che U:ore effe.ctive without greater supporJ 

f m all branches of State government an 
ro . 

additional Federal assistance. 

--~-----------~------

State Cigarette Tax Laws 

State laws prohibiting cigarette smuggling 
bears little similarity in the jurisdictions and 
powers of the agencies charged with enforcing 
these prohibitions. Despite this variance, there 
are some common statutory patterns that can 
be seen in most State cigarette tax legislation. 

Smuggling cigarettes is illegal in almost every 
State. In most States, it is a crime, punishable 
by fine anJ/or imprisonment, to possess, trans­
port, deliver, or sell improperly stamped ciga­
rettes. 

The penalties range from a fine of a few 
hundred dollars in Massachusetts, Idaho, and 
New Mexico to fines of several thousand dol­
lars and imprisonment for several years in 
Texas, Pennsylvania, and New York. States that 
place cigarette tax violations at the misdemean­
or level tend to punish possession, sale, and 
delivery of unstamped cigarettes in a similar 
manner. JurisdicHo~s that place cigarette smug­
gling at the felony level usually attach misde­
meanor penalties for possession or sale of un­
stamped cigarettes where intent to defraud 
cannot be proved and felony penalties where 
intent can be proved. . 

Many States that treat cigarette smuggling as 
a felony also differentiate between first and 
repeat offenders. For example, in Nevada, the 
first offense is a misdemeanor, but subseql1:'lnt 
offenses are felonies punishable by a fine of 
up to $5,000 and/or imprisonment of up to 1(\ 

years. 
Although States are not uniform in their 

treatment of sellers, transporters, and posses­
sors of unstamped JT unlawfully taxed ciga­
rettes, a great degree of uniformity exists in the 
treatment of persons who counterfeit or alter 
tax stamps. Such offenders are often punished 
as felons and almost always punished more se­
verely than other cigarette tax violators. For 
example, in Texas, counterfeitors can receive a 
prison sentence of up to 20 years. In Pennsyl­
vania, Arizona, Kentucky, and Wisconsin, the 
maximum penalty is 10 years imprisonment; 
in most Stat~s, the maximum penalty for this 
crime is 5 years imprisonment. In several 
States-for example, South Carolina, New 
Mexico, and Nevada - the penalty for counter­
feiting is relatively minor. 

The penalties for cigarette smuggling activi-
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ties are not very heavy. (See Table 11.) Most 
States classify violations as misdemeanors. 
Only nine States classify any violation CIS a 
felony. Very few States impose punishment 
that could be considered a real deterrent to 
violators. The responses to the Battelle-LEAA 
survey indicated that only six States imposed 
jail penalties for cigarette smuggling in the 
1-year period covered by the questionnaire and 
that the sentences were generally light. 

In addition to criminal penalties, a number 
of States have statutory provisions for the 
confiscation of illegal cigarettes and motor 
vehicles used to smuggle cigarettes. 

As might be expected, the penalties in low­
tax States generally are unusually light. For 
example, in South Carolina, the only violation 
is possession of untaxed cigarettes and the only 
penalty is a $20 to $100 fine. In Indiana, pos­
session is also the only violation and the penal­
ty is imprisonment of 10 to 90 days and a fine 
of $100 to $1,000. These States have no need for 
heavy penalties because they do not have boot­
legging problems. However, even the high-tax 
States with serious bootlegging problems do not 
levy, in most cases, substantial penalties on 
violators of cigarette tax laws. 

The lack of strong, uniform State laws against 
cigarette smuggling is a serious handicap to law 
enforcement officials. IRRC has recognized 
this problem and is attempting to encourage 
member States to strengthen their State stat­
utes. In recent years, several States have 
strengthened their laws and increased the 
penalties for cigarette smuggling. 

NTTA supported tougher State laws in the 
Report af the Committee on Tax Evasion: 

... conviction with a jail sentence is 
the best deterrent to curtail the illegal 
operations. Violators can "live with" 
probation and a small fine, but cannot 
afford a heavy fine and confinement. 

In rendering sentences in cases, 
judges have been somewhat lenient 
and, as a result, it gives the opportunity 
to these violators to be "back on the 
street" operating as they did in the past 
as it is the only type of work they know 
and it is easy money. It should be 
strongly recommended by the Attorney 
~eneral's office to seek heavier sen-
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Table 11 
Summary of State Cigarette Tax Penalties for Illegal Possession or Transportation of Untaxed Cigarettes 

AJabama 
AI .. ka 
Arfzona 
Arunaa. 
can'omla 

Colorado 
ConnecUcut 
Delaware 
florida 
Georgia 

HawaN 
Idaho 
IlIInoIl 
Indiana 
10';;'= 

Kanaal 
Kentucky 
Loulslana 
Maine 
Maryland 

MaaaachuletlJ 
Mlchl""n 
Mh'l"esota 
Miasluippi 
Mh,.nun 

Montana 
N.br.lka 
~.'tada 

New Hampshire 
New Jersey 

Tr.naportaUon of 
Untaxed Clgarett .. 

Violation 

TronaporlaUon 
Tr.nsport.Uon Without Invoices. 
Without Permit etc, Pou ... lon 

.' 

POSlenlon 
With Intont 

to s.J1 other 

VloIaUon CIa .. 

Mlademoanor Felony 

x 
x 

e 

Ught 

Criminal Ponalty 

Mod.rate 

Incr ••• .cI 
Penotty For 

H.avy Second Ollenae 



Ho. Moldco 
Ho. York 
Horth Carolina 
Hotlil Dakoto 
Ohio 

Oktahom. 
Dragon 
PenRl),IYlni. 
lihodo'otand 
South Catol"" 

South Dakota 
TennHl •• 
Utah 
Vermont 

Virginia 

WIshinDlon 
WHt Vlrgtnla 
WJlconain 
W,omlng 

xh 

x, 

., 

xm 
xn 

x g 
No P.nalty 

x 

a. Tran'portatlon lor salo or po •••• slon 01 20.000 or more clgaroltes Is punishable by Imprlsonmant 01 1 10 5 y.ars and a lin. 01 $5"v 10 $5,000, 
b. Classilled aller one convlcllon 01 removing, depositing, or concealing cigarettes wUh Intent 'A sell Is a lelony 01 thtrd d.gree. 
c. Transportation 01 over 40,000 clgarottes wllh Int.nt to .vade to. Is a lelony. 
d. Transportation without Invoices or delivery tickets Is a lelony. 

x 
lc 

o. Transportation, acquisition or possessl"1i' Cigarettes with wholesalo value of $50 or more Is 0 felony pUnlshablo by up to 5 years In prison and a fino of not 
more than $5,000. • 

I. Felony It commUted by a corporation. 
g, Felony after two convictions and for transportation or possesslt'" of more than 20,000 clgareltes. 
h. Wholasale value In excess 01 $60. 
I. Possession 01 any pack of cigarettes with Inlent to evade tax Is a lelony pUnishable by Imprlsonmanl 01 not over 5 y.ars and a lin. 01 not more than $5,000. 
,. Possosslon 01200 to 500 clgaraH.s Is punlshabl. by Imprlsonmant 01 not moro than 60 days and line 01 $25 per carton. Possession 01 over ~,OOO ciga-

rettes Is punlehable by Imprisonment 01 nol over 90 days and line of $1,000 to $5,000, 
k. Poss.sslon 01 over 25 cartons 01 cigarettes Is a 1.lony with punlshm.nt of 1 to 10 years In prison. 
I. TransportaUon of over 40 cigarettes or poss.sslon 01 ov.r 10,000 clgar.ttos Is a 1.lony. Penalty's Imprlsonm.nt 01 up to 2 years and a line of $100 to 

$5,000. 
m. ev.r 20 packs of clgarott.s. 
n. PossessIon of 400 to 20,000 c,fgarottos Is punishable by up to 6 months Imprlsonmont and a fine of not over $~OO. Possession of over 20,000 clgaretles Is 

punishable by Imprlsonm.nt 01 Up to 1 y.ar and a fin. 01 not ovar $1,000. 

Source: Compll.d by ACIR Irom data contained In Fad.ratlon of Ta. Administrators, "The Statuto'l' Basis lor the Statas' Ellort Against Clgara". Bootlegging," 
(Chicago, til.: March 1976). 
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tences (fines and custodials) against 
violators as it is the only means of cur­
tailing their illicit operations. The 
violator must be hurt in his "pocket 
book" if it is to have any impact. Major 
violators are not prone to rehire driv­
ers or peddlers who are "lossers," (sic) 
i.e., having been arrested.· 

The New York State Special Task Force on 
Cigarette Bootlegging has recommended that 
criminal penalty provisions be transferred from 
tax law to penal law. Enforcement agents and 
prosecutors have stated that this change would 
result in a substantive improvement in cigarette 
tax compliance and judicial enforcement of 
cigarette tax laws. 

A more concerted effort in this area will be 
helpful in the States' effort to combat cigarette 
smuggling activities. However, the general view 
among State law enforcement officials is that 
the States will never be able to enforce effec­
tively cigarette tax laws without Federal assis­
tance. But until the States strengthen their 
own laws, they will be open to criticism that 
they have not made sufficient effort to stop 
cigarette smuggling and the case for Federal 
contraband legislation will be weakened. 

Tax-Free Purchase of Cigarettes 

Based on a comparison of Federal and State 
cigarette tax collections between fiscal years 
1970 and 1975, an average of 1.74 billion packs 
of cigarettes or 6.2 percent of total U.S. ciga­
rette sales were exempt from State and local 
taxation. Of this amount, nearly two-thirds was 
due to the exemption of sales at milital'Y bases 
and the majority of the remainder to sales at 
Indian reserva tions. 

Indian Reservations 

Five western States consider the purchase of 
tax-free cigarettes on reservations by non-Indi­
ans as a major tax evasion problem.1 The prob­
lem appears to be particularly severe in 
Washington State. The Washington Department 
of Revenue estimated the revenue loss at $0.7 
million in 1969 and at over $10 million in 1975. 
A case was cited of one Indian smoke shop 
owner who sold 932,283 cartons of cigarettes in 
a i-year period, realizing a gross income of over 
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$1,000,000. The State of Washington's Joss on 
these cigarettes was $1,687,000. 

Court decisions have limited State taxing 
on Indian reservations. The decisions are 
based largely on Article I, Section 8, Clause 3 of 
the U.S. Constitution, which authorizes Con­
gress to "regulate commerce "Vith foreign na­
tions, and among the several States, and with 
the Indian Tribes; ... " 

In recent years, the U.S. Supreme Court has 
rendered several dp.cis~ons on the States' pow­
er!? to tax reservadon Indians. In 1973, the 
Court, in McClanahan vs. Arizona Tax Com­
mission, held that the Arizona income tax does 
not apply .to Indians employed on a reserva­
tion. 

In Mescalero Apache Tribe vs. Jones, the 
Supreme Court in 1973 upheld the New Mexico 

'"ales tax on ski lift tickets at a resort operated 
by reservation Indians but not located on reser­
vation land. In this deciaicn, the Court applied 
the principle that unless Federal law expressly, 
prohibits the taxation of Indians beyond reser­
vation boundaries, they are subject to all 
nondiscriminatory laws applicable to citizens 
of the State. 

Several recent cases are more directly rele­
vant to the State cigarette tax evasion problem. 
In Moe vs. Confederated Salish and KootenaI 
Tribes, decided by the Supreme Court in 1976, 
the major issue was the right of Montana to im­
pose a tax on cigarettes sold to Indian residents 
of the reservation. Ths Court held that the ciga­
rette t3x could not be imposed on reservation 
purchases by an Indian resident, but because 
the cigarette tax is paid by the consumer or 
)lser, the tax could be imposed all the. sales to 
non-Indians. More recently, the U.S. Supreme 
Court, in Bryon vs. Itasca County, Minnesota, 
overturned a Minnesota Supreme' Court ruling 
that extended all nonrestricted tax laws of the 
State to Indian reservations. 

The State of Minnesota has handled its prob­
lem with Indian cigarette sales by precollecting 
the tax on cigarettes sold on Indian reservations 
arid refunding the tax to the Indians on the 
basis of average State per capita consumption 
times the population of the reservation. 

In South Dakota, the problem was solved by 
the State and the Indian tribes passing legis­
lation to enable the State Department of Rev­
enue to precollect the tax on cigarettes sold to 
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!ndians on the reservation. The Indian tribes 
m South Dakota impose a tax on cigarettes at 
the same rate as the State and have authorized 
the State Commissioner of Revenue to collect 
these taxes on reservation sales. In turn, South 
Dakota passed enabling legislation to permit the 
Commissioner of Revenue to collect the ciga­
rette taxes on behalf of the Indians. 
. As it is unlikely that State taxing powers will 
b~ extended .to the Indian reservations, the 
SOlution to this cigarette tax evasion problem 
appears to be a cooperative effort between the 
In?ians and the State, as has occurred in 
Mmnesota an? South Dakota. The major barri(~r 
to a cooper~tIve effort is the loss of cigarette 
sales by Indian smoke shops if they levied the 
S~ate cigarette tax. To overcome this problem, 
~tates could provide the Indians a certain por­
tIon of the cigarette tax as compensation for lost 
sales in addition to the refund for the tax paid 
by reservation Indians. 

Military Sales 

.T.he purcha~e of tax-free cigarettes from 
m~l~tary commissaries and exchanges for non­
military persons generally is not done on an 
organized basis but can represent a significant 
revenue loss to the States. This Commission 
concluded in a recent report: 

The higher per capita sales figures 
f~r military store patrons ... suggest 
eIther that military people consume 
more cigarettes on the average than do 

FOOTNOTES 

'Memorandum to Rep. Peter W. Rodino from W. Vincent 
Rakestraw, U.S. Assistant Attorney General dated April 
1974. ' 

'Indiana Criminal Jl!Btice Planning Agency, Evaluation of 
the Interstate Revenue Research Center (Indianapolis 

,In?: undated) conducted by Donald E. BaIner, pp. 6-10: 
IbId., pp. 16-17. 

'The News ond Observer, Raleigh, N.C .• July 14, 19/4. 
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civilians [and this mainly in high-tax 
States), or that some military persons 
are buying tax-free cigarettes for the 
consumption of persons other than 
themselves and their dependents. In 
the absence of any reasons to assume 
that the miEtary are heavier smokers 
than civilians or that high taxes pro­
mote heavy smoking, it is reasonable to 
c~n~l~de that cigarette bootlegging is a 
slgmflcant problem in some States.s 

On .the basis of the evidence of tax evasion 
r~sultlllg from military store sales, the Commis­
sIOn recommended that "the current exemption 
of on-base sales to military personnel from 
State, and local t~xation should be removed."9 
T~e Imple.mentatlOn of this recommendation 
will end thIs particular problem. 

The revenue losses attributable to military 
store sales exceed 10 percent of total cigarette 
tax collections in five StateS-Alaska Hawa" 
N M' , II, 

ew eXICO, South Carolina, and Washington. 
!he largest percentage losses are 27.4 percent 
m. Alaska and 28 percent in Hawaii -States 
WIth a large military population relative to 
total population. [See Appendix Table A-6.) 

The ext.e?sion of State and local sales taxes 
to ~ll ml~ltary sales will probably not be 
achIeved m the near future. Meanwhile, a 
strong case can be made that, at a minimum, 
State and local cigarette taxes and sales taxes 
on cigarettes should be extended to military 
sales. 

'Natio,nal Tobacco Tax Association. Report of the Committee 
on CIgarette Tax Evasion (Chicago, !lI.: September 1976) 
p.5. 

'Natio,nal Tobacco Tax Association. Report of the Commitlee 
on Clgoretle Tax Evasion (Chicago, Ill.: September 1975) 
p.3. 

'Idaho, Montana, Nevada, New Mexico, and Washington. 
'ACIR" Slate Taxation of Military Income and State Sales 
(Washington, D.C.: Government Printing Office, July 1976) 
p.1B. 

'Ibid., p. 3. 
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Chapter 5 

The Quest for 
More' Uniform Rates 

Cigarette tax differentials have bc~n recog­
nized as the major cause of cigarette bootleg­
ging. Likewise, uniformity of tax rates is 
recognized as the most effective treatment of 
this problem. However, Federal incentiv.e pro­
grams would be needed to encourage the pur­
suit ofllniform tax rates. For example, the 
need lor more uniform rates to offset tax 
differentials has been recognized in a -recent 
report by the New York ptate Special Task 
ForGe on Cigarette Bootlegging, whic~ recom­
mended that New York City repeal its 8 cent 
cigarette tax rate and New York State lower its 
rate from 15 to 13 cents. 1 The State and city 
would lose. reven.ue, but a large part of the 
loss would be.offset by a reduced level of boot­
legging. There is optimism in the tobacco indus­
try thllt this recommendation can be imple­
mented, but it is. questionable wl].ether the 
State and City of New York will lo.wer .their 
rates withoutFederal reimbursement. . . 

This chapter dis~usses' several optional 
approacl:les for· Federal action. to create in­
centi,ves for the States to. reduce their tax 
differentials. 

HISTORY Of. FEDERAL INCENTIVE 
PROPOSALS 

In the ,past, several proposal~ have been 
advanced to encourage the States or the Federal 
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Government to withdraw from the cigarette tax 
field. Few proposals have been advanced to en­
courage uniform State cigarette tax'rates. 

The first withdrawal proposal to receive 
attention was the Edmonds-Graves plan, which 
was advanced in the early 1930s. This plan 
would have distributed one-sixth of Federal 
cigarette tax revenues among the' States in 
proportion II? their population on the condition 
that the States withdraw from the cigarette tax 
fieid. About, the same time, Congressman 
Doughton of NOJ;:fu Carolina, Chairman of the 
House Committee on Ways and Means, intro­
duced a resolution calling for the. sharing of 
Federal cigarette tax revenu~s with th!3 'States 
alo.ng'the lines of the Edmonds-Graves plan. 

These early proposals were motivat~d by the 
belief that State taxation of cigarettes would 
reduce consumption and impair Federal rev­
enues. The Interstate Commission on Conflict­
ing Taxes analyzed the DQughton resolution 
and concluded that no additional tobacco tax'es 
should beimpo~ed by the States for revenue 
gathering purposes. -

The J;lef't proposal on this subject was ad­
v~nced in the early 1940s by a special com­
mittee appointed by the Secretary of the 
Treasury to. conduct a study on intergovern­
mental rel'ations. This special' committee 
endorsed the Edmonds-Graves and Doughton 
proposals and recomm~nded exclusive Federal 
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taxation of cigarettes with the States sharing 
in the revenue. 

The Treasury study recommended that the 
Federal tax on cigarettes be increased by 2 
cents per pack and that this revenue be distri­
buted to the States on a per capita basis. The 
distribution would be conditional upon State 
and municipal withdrawal from the field. The 
recommendations were never considered by 
Congress. 

In 1947, a Joint Committee of the American 
Bar Association, The National Tax Association, 
and the National Association of Tax Adminis­
trators issued a report expressing support of 
the States abandoning tobacco taxes for exclu­
sive Federal use. The report concluded: 

Tobacco taxation was developed by 
the Federal government for substantial 
revenues before the State came into the 
field. The Federal government has ad­
ministrative advantages and can ex­
ploit this revenue more effectively, as 
a rule, than the States. As evidence of 
the earnest desire of the States to 
promote tax coordination, it is recom­
mended by the Joint Committee that 
the States forego this revenue for the 
benefit of the Federal government. 
However, if this arrangement is not 
found to be feasible, the States should 
be free to tax tobacco in order to raise 
independent revenue. In this eVent it 
will be desirable to increase the coop­
eration of the governments taxing to­
bacco for their mutual advantage and 
the benefit of the taxpayers who desire 
more convenient and equitable taxa­
tion. 2 

In the late 1940s, the pendulum began to 
swing away from proposals for State abandon­
ment of cigarette taxes and toward Federal 
abandonment. In 1947, an informal group made 
up of Governors and members of Congress is­
sued a statement proposing that the Federal 
Government limit its use of certain taxes 
adapted to State and local use and that State 
and local governments reciprocate. Tobacco 
taxes were not mentioned specifically. In 
1948, the Council of State Governments recom­
mended that the Federal Government limit its 
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taxes on liquor and tobacco so that these 
sources could be used for the support of State 
governments. 

In 1953, the House Ways and Means Commit­
tee's Subcommittee on Federal, State, and Lo­
cal Taxes issued a report that commented on 
the 1942 recommendation that States withdraw 
from the cigarette tax field as follows: 

Since the formulation of this latter 
recommendation, State taxation of to­
bacco has become more widespread 
and varied and the problems of coordi­
nation more difficult. In 1942, State 
sharing in Federal revenues would 
have left most of the States at least as 
well off as they were on the basis of 
their own imposed tax. That situation 
no longer prevails since many States 
have taxes in excess of 2 cents. The 
wide variations in the level of State 
rates adds to the complexity of the 
problem. 3 

In 1954, the National Tax Association's Com­
mittee on Intergovernmental Fiscal Relations 
rejected State withdrawal from the cigarette 
tax field, and in 1956 the president of the 
Association voiced acceptance of State-Federal 
overlapping in cigarefte taxation and stated that 
this overlapping was probably permanent. From 
that point on, attempts to encourage State or 
Federal withdrawal from the field appear to 
have been abandoned. 

Attention began to focus in the late 1950s on 
another approach to coordination, one that 
would leave the States free to set their own tax 
rates but would strengthen their administration 
by providing for the collection of the State taxes 
from the manufacturer rather than from the 
distributor. Despite a 1964 ACIR recommenda­
tion supporting this approach, the collection of 
taxes by the manufacturer has generated little 
support among tobacco administrators or to­
bacco manufacturers. (For further discussion 
of this issue, see Chapter 6 of this report.) 

To encourage Federal-State coordination of 
cigarette taxes and more' uniform cigarette tax 
rates, Senator Smathers of Florida introduced 
a resolution several years ago calling for the 
sharing of Federal liquor and tobacco tax reve­
nues. This proposal imposed nQ specific re-
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quirements on the Federal or State govern­
ments in respect to tax rates. 

In a report at a 1972 meeting of the National 
Tobacco Tax Association, Rep. Ralph Turlington 
of Florida presented a plan for achieving more 
uniform cigarette tax rates. Under his proposal, 
the Federal cigarette tax would be increased 
from 8 cents to 18 cents per pack and the addi­
tional revenue would be returned to the States 
provided the total Federal and State tax did not 
exceed 27 cents per pack; the States would 
receive the 11 cent rebate as long their tax rate 
did not exceed 8 cents. The State collection 
agency would issue a receipt to the whole­
saler for the 11 cents per pack, which in turn 
would be given to the manufacturer, who would 
use it as a credit toward the amount due to the 
Federal Government. 

Had the States been encouraged to withdraw 
from the cigarette tax field before the cigf).rette 
tax became an important State revenue source, 
cigarette smuggling would not be the problem 
it is today. Now, it is probably unrealistic to 
expect the States to abandon the field complete­
ly nor is it clear that this step is desirable. 
Nonetheless, there does appear to be sufficient 
justification to encourage the States to reduce 
the differential in cigarette tax rates. Although 
cigarette smuggling activities can be curtailed 
by improved Federal and State law enforce­
ment efforts, it is unlikely that full resolution 
of the problem can be achieved without a re­
duction in the variance of State cigarette tax 
rates. 

UNIFORM TAX OPTIONS 

There are a number of different options that 
could be used..-lto achieve uniform State tax 
rates. The most extreme method would be to 
repeal the State's authority to levy cigarette 
taxes. The Federal Government would levy a 
uniform rate, collect all taxes, and return rev­
enues to the States on a formula basis. A modi­
fication of this approach would raise the Fed­
eral excise tax to, for example, 20 cents and 
rebate 12 cents to all States who repealed their 
cigarette tax or kept it at a low level. 

These options have the major disadvantage 
of interfering with the States' taxing authority. 
Although they would completely eliminate all 
major cigarette bootlegging, they would result 
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in a loss of State autonomy, which could be too 
great a price to pay, particularly for the vast 
majority of States not subject to substantial 
cigarette smuggling activities. 

Despite its coercive nature, a plan whereby 
the Feqeral Government raises Federal ciga­
rette tax rates to 20 cents and rebates 12 cents 
to each State that sets its tax rate (including 
local taxes) at no higher than 3 cents for exam­
ple, does have some merit. Such a plan would 
virtually end organized cigarette smuggl­
ing by largely eliminating State tax differen­
tials. 

This plan is so coercive that every State 
would almost certainly be forced to participate. 
The States that might be reluctant afl'! the high­
tax States because of a concern about the loss 
of revenue. However, the 12 cent rebate plus 
the 3 cent State tax option and the increase in 
sales due to reduced bontlegging would offset 
the repeal of the State tax in every State but 
Connecticut, Florida, Maine, New Jersey, New 
Hampshire, and Texas, which would lose rev­
enue because of their high consumption and 
relatively high tax rates. 

The low-tax and high-sales S~ates would, of 
course, receive a windfall from this plan. One 
way to reduce the windfall to some States and 
to compensate the .losers would be to put a 
percentage cap on how much a State could re­
ceive in excess of its actual collections, with 
the excess revenue used to compensate States 
that lose revenue. For example, North Carolina 
would gain about $67 million from the plan 
(without the 3 cent option). If.a 50 percent' cap 
were placed on distribution, they would gain 
only about $10 million and $57 miJlion would 
be available for distribution to other States or 
for some other purpose. This windfall could 
also be limited by reimburSing only as many 
cents as the State tax rate up to a maximum 
of 12 cents. 

Estimates of the revenue effect of this plan 
on the States and the District of Columbia are 
shown in Table 12. The calculations are based 
on the assumption that every State would levy 
the 3 cent optional tax, although that might not 
be the case in States that receive a large rev­
enue gain from this plan, such as California, 
North Carolina, and Virginia. The sales figures 
used to calculate the revenue from the 3 cent 
tax are ACIR estimates of States' sales assum-

41 



ing uniform tax rates. (See Appendix E.) The 
estimates would, of course, change with 
changes in tax rates and per capita sales. 

The distribution of revenue to the States 
would be based on population. This formula 
would be the easiest to administer, although it 
would discriminate against Staies with high 
per capita sales and favor States with low per 
capita sales. The most equitable formula would 
be one based on cigarette sales without boot­
legging. If this plan worked as expected, these 
sales figures would be available in all States 
except those that chose not to levy a State ciga-
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rette tax. Developing sales figures for these 
States would create some administrative dif­
ficulties. If current consumption figures were 
used, the high-sales States would receive an 
even larger windfall. Population may not be the 
best basis for revenue distribution, but it does 
serve for illustrative purposes. 

The tobacco industry should not find this 
plan objectionable, because the average nation­
wide tax rate would be almost unchanged from 
the current 21 cent level and total U.S. con­
sumption would not be adversely affected. 

An approach that would be more feasible 

Table 12 

Stale 

Alabama 
Alaska 
Arizona 
Arkansas 
California 

Colorado 
Connecticut 
Dolaware 
District 01 Columbia 
Florida 

Georgia 
HawaII 
Idaho 
illinois 
Indiana 

Iowa 
. Kansas 

Kentucky 
louisiana 
Maine 

Maryland 
Ma88achuseHs 
Michigan 
Minnesota 
Mlssl88lpp! 

Mllsourl 
Mnntana 
Nebraska 
Neyada 
New Hampshire 
(Continued) 
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Estimated Revenue Disbursements to the 
States Under Federal Tax Credit Proposal 

(B~sed on 1975 Data) 
2 3 

Optional 
Proposed 3 Cent 

Current Net Shared State Tax 
Collection Reyenue Revenue1 

(In millions) (In millions) (In millions) 

$ 44.7 $ 58.2 $14.2 
4.0 5.7 1.4 

33.7 31.9 8.1 
40.4 34.2 8.4 

263.4 339.9 86.6 

31.4 40.7 9.9 
70.7 49.9 14.0 
11.6 9.6 2.5 

7.3 11.6 3.6 
178.0 134.4 38.4 

69.9 79.3 19.7 
7.8 14.0 2.3' 
8.5 13.3 2.9 

172.8 179.2 49.2 
49.9 85.5 21.9 

43.5 46.2 12.2 
29.9 36.6 9.1 
21.2 54.7 13.6 
52.0 61.2 14.5 
23.0 17.1 4.3 

36.5 66.0 17.8 
115.1 93.7 25.8 
135.6 147.4 38.4 

76.6 63.2 16.5 
27.5 38.0 8.6 

56.5 76.6 20.3 
10.6 12.3 2.8 
21.7 25.0 6.1 
11.2 9.6 3.5 
23.0 13.3 3.4 

4 5 

Total Net Gain 
Reyenll .. or (Loss) 
(2 + 3) (4-1) 

In millions: (In millions) 

$ 72.4 $ 27.7 
7.1 3.1 

40.0 6.3 
42.6 2.2 

426.5 163.1 

50.6 19.2 
63.9 (6.8) 
12.1 0.5 
15.2 7.9 

172.8 (5.2) 

£9.0 29.1 
16.3 8.5 
16.2 7.7 

228.4 55.6 
107.4 57.5 

./ .... 
58.4 14.9 
45.7 15.8 
68.3 47.1 
75.7 23.7 
21.4 (1.6) 

33.8 47.3 
119.5 4.4 
185.8 50.2 

79.7 3.1 
46.6 19.1 

96.9 40.4 
15.1 4.5 
31.1 9.4 
13.1 1.9 
16.7 (6.3) 

.. 

IJ 

would be to encourage the States to agree on a 
na'rrower range of cigarette tax rates than cur­
rently exists, which would eliminate a sub­
stantial portion of organized bootlegging ac­
tivity. Because it is unlikely that the States will 
agree on such a range voluntarily, the most 
reasonable alternative might be the adoption 
of a Federal tax credit program that encourages 
low-tax States to raise their rates and high-tax 
States to lower their rates. 

The vast majority of States levy a rate be­
tween 8 and 15 cents. If all States could be 
encouraged ~o set their rates within this range, 
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the incentive for bootlegging would be sub­
stantially reduced. The problem of casual smug­
gling across borders would still exist in a few 
States, but organized criminal activities would 
be largely eliminated and revenue losses of 
high-tax States would be sharply cut. (Casual 
bootlegging on a large scale would probably 
exist only where rates in bordering States 
differed by more than 2 or 3 cents.) 

The major stumbling blocks to more uniform 
tax rates are twofold. First, the high-tax States 
are not willing to lower their rates because of 
expected revenue loss. Second, the low-tax 

Table 12 (continued) 

(State continued) 

New Jersey 
New Mexico 
New York 
North Carolina 
North Dakota 

Ohio 
Oklahoma 
O,egon 
Pennsylyanla 
Rhode Island 

South Carolina 
South Dakota 
Tennessee 
Texas 
Utah 

Vermont 
Virginia 
Washington 
Weat Vtrglnla 
Wlsc<:Insln 
Wyoming 

TOTAL 

Estimated Revenue Disbursements to the 
States Under Federal Tax Credit Proposal 

(Based on 1975 Data) 

Optional 
Proposed 3 Cent 

Current Net Shared state Tax 
Collection Reyenue Reyenue' 

(In millions) (In mlilionl) (In millions) 

167.8 117.6 32.7 
13.4 18.5 3.8 

332.5 291.4 82.1 
20.7 87.9 22.1 

8.0 10.3 2.4 

191.2 173.1 45.4 
44.9 43.8 10.3 
30.9 36.9 9.0 

239.6 190.2 52.1 
19.0 15.1 4.1 

20.7 45.5 10.9 
8.9 11.3 2.5 

61.6 67.4 17.2 
249.9 197.0 49.9 

6.8 19.5 2.6 

8.5 7.9 2.0 
16.8 80.8 21.2 
54.7 57.1 14.0 
24.4 29.1 7.5 
81.0 74.2 19.2 

4.3 6.2 1.5 

$3.283.6 $3.428.3 $892.51 

'The 3 cent tax was applied to hypothetical sales figures assuming that a uniform tax Is Imposed. 
JHypothetlcal sales estimates were not computed; actual sales figures were employed. 

Sourc.: Computed by the ACtR st.ff: see Appondlx B. 

Total Net Gain 
Reyenue or (Loas) 
(2 + 3) (4-1) 

(In millions) (In millions) 

150.3 (17.5) 
22.3 8.9 

373.5 41.0 
110.0 89.3 

12.7 4.7 

218.5 27.3 
54.1 9.2 
45.9 15.0 

242.3 2.7 
19.2 0.2 

56.4 35.7 
13.8 4.9 
84.6 23.0 

246.9 (3.0) 
22.1 15.3 

9.9 1.4 
101.2 84.4 

71.1 16.4 
36.6 12.2 
93.4 12.4 

7.7 3.4 

$4.320.~ $1,037.2 
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States are reluctant to raise their rates because 
of the tobacco industry's opposition to higher 
cigarettes taxes. The low-tax States could also 
be concerned about a possible reduction in rev­
enue if they lose their tax advantage. 

These obstacles can be overcome if the Fed­
eral Government provides payments to those 
States that move their rates closer to or within 
a specified range. The payments would be fi_ 
nanced by an increase in the' Federal cigarette 
tax. For example, a high-tax State that lowers 
its rate 1 cent per pack might receive reim­
bursement equal to 1 cent times the State's 
cigarette sales. A low-tax State that raises its 
rate 1 cent might also receive reimbursement 
equal to 1 cent times sales. In the case of the 
high-tax State, the reimbursement would off­
set the revenue loss resulting from a lower rate; 
the loss could be more than offset if sales in the 
State increased because of a decline in smug­
gling activities. The low-tax States could use 
the Federal reimbursement to offset revenue 
lost because of decreased bootlegging activities 
and/or to reduce other taxes in the State. 
States in the desired tax range could also be 
provided tax rebates to offset the higher Fed­
eral levy. 

Criteria for Federal Tax Credit Proposal 

No matter what type of approach is adopted, 
there are several criteria that must be con­
sidered in the design of a Federal incentive 
program. These are: 

Padty. The incentive system should provide 
relatively equal treatment for all States. The 
high- and low-tax States, whose taxing policies 
have helped create the bootlegging problem, 
should not receive greater Federal aid than 
the moderate-tax States, who have largely 
avoided serious bootlegging problems. Thirty­
one States currently have a tax rate between 
8 and 13 cents. Of these States, only three or 
four have what could be classified as a signifi­
cant cigarette smuggling problem and, in each 
case, the State borders a low-tax State. 

Flexibility. A Federal incentive system must 
be strong enough to provide the States "an offer 
they cannot refuse," but it should not be so 
coercive as to seriously limit State tax preroga­
tives. The system should allow the States a fair-
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Iy broad range in which to make their tax deci­
sions. However, if the range is too great, the 
goal of achieving the uniformity needed to cur­
taB smuggling activities will be compromised. 

Transition. The incentive system should be 
implemented in a manner that will allow the 
States time to adjust to the new rules and to 
minimize the shock of a large tax increase. 
A problem that has existed for a decade can­
not be eliminated overnight. 'If the program is 
phased in over a few years, the States will have 
time to respond to the incentives in an orderly 
fashion and the cigarette consumer will not be 
subjected. to a large, sudden increase in ciga­
rette taxes. 

THE CIGARETTE TAX AS A 
REVENUE SOURCE 

Although the concept of State autonomy is 
hard to argue with in principle, one may make 
a convincing case for establishing the cigarette 
tax as an exception to the principle on practical 
grounds. First, the high value, low breakage, 
and small size of the product make it highly 
conducive to smuggling when tax differentials 
exist. Thus, a State may create a profit incen­
tive for organized crime that is costly to 
other States by raising or lowering its tax only 
a few cents. Second, the high concentration of 
the tobacco industry in three States provides 
these States with a good reason for keeping 
their cigarette taxes at a minimum. During per­
iods of inflation, the stable rates in these States 
result in a reduction of the "real" tax rate. 
This accentuates rate differentials with other 
States that may be raising their cigarette tax 
rate to ease fiscal difficulties. 

Whenever a State is in fiscal difficulty, ciga­
rette tax increases are attractive because of the 
marginal addi tions to revenue they can pro­
vide. The result of a succession of such mar­
ginal tax increases is, of course, a high cigarette 
tax. Meanwhile the low-tax State has a strong 
incentive to keep the tax constant. Because the 
costs of the resulting bootlegging are, to a large 
extent, born by the Nation as a whole in the 
form of increased organized criminal activity, 
there is little reason for a given State to unilat­
erally reduce (a high-tax State) or increase (a 

-~-- -----------------~----------------------

9' 

... , 

low-tax State) its tax. Unless some Federal 
incentive is supplied for more uniform rates, 
all States will be forced to pay for the excesses 
of the high- or low-tax States. 

A further reason for the Federal Government 
to establish limits to State cigarette taxing 
authority (as an exceptional case) concerns 
Federal interest in health and income distribu­
tion as they relate to the cigarette tax in partic­
ular. The high tax on cigarettes, similar to the 
liquor tax, has been justified by the value 
judgement that people should be penalized for 
consuming a product that is dangerous to their 
health. It can be argued, however, that such a 
judgement should be made on a national level 
and uniformity should be the rule regarding the 
level of such a tax. 

The Federal Government has offered little 
leadership in this respect and has allowed the 
States individually to make the decision. The 
States appear to have ignored this role, because 
the present pattern of cigarette taxes reflects, 
to a greater extent, revenue conditions rather 
than health-conscious value judgements. High 
taxes are foulld in the Northeast and the Mid­
west and lower taxes are found in the South 
and West. This pattern is in direct conflict with 
the expected disapproval of smoking, which 
if reflected in consumption patterns, should be 
highest in the West .and South and lower in the 
Northeast and Midwest. (See Chapter 7, Table 
18.) 

The Feds..: al Government also has interests 
in the distributional effects of taxes, and the 
extremely high regressivity of the cigarette tax 
makes it subject to Federal concern. A 1970 
study indicated that the Federal cigarette tax 
(8 cents a pack) was the most regressive of all 
Federal excise taxes. 4 The tax rate in most 
States has far surpassed the Federal levy, with 
the result that the combined State and Federal 
cigarette tax has a highly regressive impact on 
income distrib\ltion. 

It has been argued further that the regres­
sivity issue should be considered along with 
the health effect of cigarettes at the Federal 
level in order to achieve a consistent policy. 
The solution to bootlegging need not be incon­
sistent with the normative value judgement on 
health and income distribution. If the Federal 
Government decides that the health impact is 
most important, then a uniformly high tax 
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credit scheme would be indicated. If it is de­
cided that the tax has little effect on cigarette 
consumption and, thus, on health, then a uni­
formly low tax may be agreed upon. In any 
event, the cigarette tax does appear unique in 
its impact on Federal matters, and Federal 
intervention may be required. even with the 
enactment of Federal contraband legislation. 

A PROPOSED FEDERAL INCENTIVE 
PLAN 

A tax incentive proposal that would meet all 
criteria listed above and provide a strong in­
centive for uniform tax rates is outlined below. 
. This incentive program would be financed by 
a phased increase in the Federal excise tax on 
cigarettes (currently 8 cents): In the first year, 
the tax would be increased 2 cents, and in each 
subsequent year, a 1 cent increase would be 
imposed until a cumulative increase of 6 cents 
is reached in Year 5. These funds would be 
used to provide Federal rebates to the States 

. based on cigarette consumption. The program 
would take the form indicated in Figure 1. 

This plan is intended to encourage all States 
to adopt a cigarette tax in the range of 8 to 15 
centa by the end of 5 years. One possible prob­
lem is that States would wait until the last 
year to take action, particularly in the case of 
low-tax States. High-tax States would be under 
pressure to lower their rate to offset the higher 
Federal tax rate. Low-tax States would be sub­
jected to a higher Federal tax and might be 
reluctant to raise their own rate, even' though 
they would lose Federal money each year they 
delayed. 

The maximum rebate of 6 cents is intended 
to encourage the lowest taxing State-North 
Carolina at 2 cents-to' raise its rate to 8 cents 
and the highest taxing States-Massachusetts 
and Connecticut at 21 cents-to lower their 
rates to 15 cents. The 1i-year time period could 
be shortened or lengthened depending on the 
actions taken by the States. 

A maximum rebate is also used to limit the 
cost in anyone year and to prevent low- and 
high-tax States from receiving larger rebates 
than moderate-tax States. The maximum rate is 
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not cumulative and in no case could the total 
'rebate exceed 6 cents in anyone year. 

The rebate allowed for low-tax States is less 
generous than for high-tax States because low­
tax States will be receiving double benefits 
from the increase in their tax rate and the Fed­
eral rebate. The only losses the low-tax States 
might incur would be due to a reduction in the 
purchase of bootleg cigarettes as the tax dif­
ferentials are reduced. The high-tax States will, 
of course, suffer revenue losses as they lower 

their tax' rates and must be compensated for 
these losses. However, a one-for-one rebate 
may not be required because as bootlegging 
is reduced, consumption will rise in the high-

Yaarl 
(10 cenl Federal tax) 

Yp.ar 2 

Yuar 3 

Year 4 

Year 5 
(14 cent Federat tax) 
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tax States. . 
The rebates granted to the States would be 

permanent under this proposal, but an alter­
native would be to phase the rebates down 
gradually or out completely. This would, of 
course, allow the increase in the Federal excise 
tax to be phased out as well. However, some in-

Figure 1 
Schedule for Federal Incentive Plan 

State Cigarette 
Tax Rate 

2-7 cent~ 

8-15 cents 
16 cents + 

Maximum rebale - 2 cents 
2-7 cents 

6-15 cents 
16 cents + 

Maximum reba.l - 3 cents 
• 2-7 cents 

6-15 cents 
16 cenls + 

Maxlmunl rebate - 4 cenls 
2-7 cenls 

8-15 cents 
16 cents + 

Maximum rebate - 5 cenls 
2-7 cents 

6-15 cents 
16 cents + 

Maximum credit - 6 cents 

Federal Rebale • 

1 cent rebate for each 
2 cent Increase In State 

tax rate 
2 cent rebate 
1 cent rebate for each 

1 cent decrease In State 
tax rate 

1 cent rebate for each 
2 cenl Increase In State 

tax rate 
3 cent rebate 
1 cent rebate for each 

1 cent decrease In State 
tax rate 

1 cent rebate for each 
2 cenls Increase In State 

tax rate 
4 cent rebate 
1 cent rebate for each 

1 cenl decrease In Slate 
tax rate 

1 cent rebate for each 
2 cenls Increase In Slate 
tax rate 

5 cent rebate 
1 cent rebale for each 

1 cenl decrease In State 
lax rate 

1 cent rebale for each 
3 cents Increase In Stale 
tax rate 

6 cenl rebate 
1 c9nt credit for each 

1 cent decrease In State 
ta'.rate 

----------

centive for the States to remain in the 8 to 15 
cent range would have to be provided or the 
differential probably would begin to widen 
again-unless the States' unpleasant experience 
with bootlegging was enough to convince them 
to maintain uniform rates without Federal 
encouragement: 

Under this proposal any State that moved 
outside the 8 to 15 cent range would lose a 
1 cent rebate for each 1 cent increase or de­
crease. The States might find the 15 cent maxi­
mum too limiting as their need for revenue 
increases. One approach would be to allow a 
0.1 cent in(:rease for every 4 percent increase in 
the consumer price index (CPI) with an adjust­
ment to be made every 2 years. Assuming an 
inflatIon rate of 6 percent per year, this method 
would allow the range to rise 0.3 percentage 
points every 2 years. This formula is very 
arbitrary; others could be developed that would 
allow faster or slower increases. The formula 
could also be tied to some other measure, such 
as personal income, real gross national prod-
uct, or cigarette sales. . 

A final feature of this proposal is that any 
money generated by the Federal excise tax and 
not rebated to the States would be allocated to 
the States to finance their enforcement efforts 
and/or used to finance Federal enforcement 
efforts in the event Federal contraband legisla­
tion is enacted. 

To illustrate how this program would work, 
assume that North Carolina increased their rate 
2 cents in the first year and 1 cent in each of 
the next 4 years. In the first year, they would 
receivB a 1 cent Federal rebate and in each of 
the next 4 years an additional 0.5 cent rebate 
per year. At the end of 5 years, their State tax 
rate would be 8 cents and they would be re­
ceiving a 4 cent Federal rebate. Any increase in 
the rate beyond 8 cents would not earn a Fed­
eral rebate. The revenues that would have been 
raised by increasing the Federal excise tax and 
the dollar amounts of the rebates to the various 
States had the plan been administered in 1974 
are shown in Table 13. 

Several general objections can be raised 
against this approach. Although the States are 
allowed some flexibility, they almost are being 
forced to take an action that they would not 
take if they were not being bribed. States in the 
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upper end of the 15 cent range would have 
Ii ttle room to raise their cigarette tax rate, 
while States at the lower end would have sub­
stantial latitude-a perverse effect. However, 
the 6 cent Federal tax increase would probably 
eliminate the desire of these States to raise the 
tax rate. Cigarette smokers nationwide would 
be subjected to a 6 cent increase in the cigarette 
tax-a regressive tax-in order to help solve 
a cigarette smuggling problem that exists to a 
substantial degree in only about a dozen States. 
(The total tax increase would be higher than 6 
cents in low-tax States and less than 6 cents in 
high-tax States if the program achieved its 
intended resulL) No assurance exists that the 
States would take the desired action, particular­
ly in the case of the low-tax States. The 1 cent 
rebate for a 2 cent increase might not be at­
tractive enough to encourage the tobacco­
producing States to raise their cigarette tax 
rate. Even a one-for-one rebate might not over­
come the traditional resistance to higher 
cigarette taxes. If the low-tax States failed to 
act, the plan would be largely ineffective. 

A related problem is that the 8 to 15 cent 
range might still provide encou~agement for 
substantial bootlegging. Th,e following quote 
from the report of the New York State Special 
Task Force on Cigarette Bootlegging explains 
why this may be a problem: 

Moreover, the differential in taxes 
which supplies the bootleggers profit 
unfortunately need not be as great now 
that the bootlegging importation and 
distribution qystems and personnel 
have been established, as was required 
in order for bootlegging to have the 
incentive to increase to the extent it 
has in recent years, simply because 
now that such systems and personnel 
are 'in place' it requires less profit to 
continue to run it than it did to estab­
lish it. Consequently, a reduction of 
taxes back to the level just below the 
tax at which cigarette bootlegging flour­
ished would not be sufficient to elimi­
nate the profit differential; the reduc­
tion in taxes would have to be 
reasonably below the critical level 
above which bootlegging began to 
flourish.s 
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Table 13 
Estimated Payment& to States Under Federal Incentive Plan 

FIrat Vear FIfth Vear 
2 cent Reba'e e cent Rebate 

AlIS'a'" All Sla'H 
S.a.e (In millions) (In millions) 

Alabama $ 7.99 $ 23.97 
Alaska 1.01 3.03 
Arizona 5.24 15.72 
Arkansas 4.73 1<1.19 
Ooillornia 53.14 159.42 
Colorado' 6.54 19.62 
Connectlcu' 6.80 20.40 
Delaware 1.1)9 5.07 
Dls'rlc. 01 Colunibla 2.55 7.65 
Florida 21.34 64.02 
Georgia 12.00 36.00 
HawaII 1.56 4.68 
Idaho 1.97 5.91 
IIlInQla 29.35 88.05 
Indiana 17.31 51.93 
Iowa 6.8S 20.64 
Kansas 5.60 16.80 
Kentucky 14.97 44.91 
louisiana 10.05 30.15 
Maine 2.94 8.82 
Maryland 11.96 35.88 
Ma18achusects 14.62 43.86 
Michigan 24.89 74.67 
Mlnneso.a 8.75 26.25 
M".,.s'ppl 5.43 16.29 
Uissourl 12.95 38.85 
Mon.ana 1.81 5.43 
Nebraska 3.52 10.56 
Neyada 2.35 7.05 
New Hampahlr9 4.34 13.02 
Now Jarsey 17.92 53.76 
Now Mexico 2.31 6.93 
New Vork 44.87 114.61 
North Oorollna 24.23 72.69 
North Deko.a 1.50 4.50 
Ohio 26.31 78.93 
Oklahoma 7.20 21.60 
Oregon 6.99 20.97 
PennsylYanla 27.13 81.39 
Rhode 1.land ?.90 8.70 
Sou'h CarQllna 7.26 21.78 
Sou'h Dako.a 1.54 4.62 
Tennessee 9.69 29.07 
Texas 27.94 83.83 
U'ah 1.77 5.31 
V,ermon' 1.46 4.38 
Virginia 14.98 44.94 
Washington 6.91 20.73 
West Virginia 4.41 13.23 
Wisconsin 10.36 31.06 
Wyoming 1.15 3.45 

2 Cenl Federal Tax 
1a' Vear and 6 cen.s 
51h Vear $533.30 $1.659.90 

N I • The figures In Ihls lable are only lIIuslrative. To Ihe exlonllhallhls proposal reduced clgarelle smuggling. rebales In Ihe fmh year. In mosl cases, would 
o e. be slgnlflcanlly hlaher In high-lax Siaies and lower In I~w-Iax SI&les. 

Source: Compuled by Ihe ACIA slaff. • 

\1 

This problem could be largely eliminated 
by narrowing the range, but this step would 
reduce the States' flexibility and further in­
fringe on State taxing prerogatives as well as 
increafle the program costs. 

'RecQ,gnizing that there are disadvantages to 
the Federal incentive 'approach, some advocates 
defend! it on the grounds that the only way ciga­
rette bootlegging can be eliminated or reduced 
to a low level is to reduce the tax differential. 
Morris Weintraub, director of the Council 
Agaimlt Cigarette Bootlegging, made the follow­
ing statement to the House Committee on the 
Judiciary in 1972: 

18nforcement alone, unless coupled 
with a reasonable rate of cigarette 
taJeation, has never been and never 
will be an effective solution to the 
bootlegging problem. 

State!s will not take action on their own, ac­
cording to the New York Commission of Investi­
gation: 

The record is clear that cigarette 
bOCitlegging could be ended totally and 
instantly in the city and State of New 
York by the elimination, or at least 

FOOTNOTES 

'Report of the New York State Special Task Farce on Ciga­
rette Bool:legging (Albany, N.Y.: Dept. of Taxation and Fi­
nance. May 1976). 

'Joint Committee of the American Bar Association, the 
National 'fax Association, and the National Association of 
Tax Administrators. The Coordination of Federal, State 
and Local Taxation. 1947. pp. 69-70. 

'B2nd Congress, 2nd Session, House Report No. 2519, 1953. 
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sharp reduction, of the price disparity 
which is caused solely by the substan­
tial differences in State excise taxes. 
Obviously, such a step would end all 
profits for the bootleggers and thereby 
end all boo!legging. This conclusion is 
clear and inescapable. But it is also 
clear and inescapable that this simply 
stated solution may be far from simple 
to achieve.e 

The Federal incentive proposal might help 
to achieve this "simply stated solution," but 
until all other efforts are exhausted, it may be 
too radical an approach. 

The enactment of Federal contraband legis­
lation and greater enforcement efforts by the 
States can reduce bootlegging activity. The 
si:~e of the reduction that can be achieved is 
difficult to estimate. Some experts have placed 
it as high as one-third. However, even if this 
grleat a reduction is achieved, many States will 
continue to suffer substantial revenue losses 
from cigarette bootlegging. 

If bootlegging remains at an unacceptable 
level after all reasonable enforcement efforts 
have been tried, a Federal incentive plan as 
outlined above or the Federal tax credit de­
scribed earlier in this chapter may become the 
logical approach. 

p.69. 

'Thomas w. Cnlmus. "The Burden of Federal Excise Taxes 
by Income Class." Quarterl; Review of Economics and 
Business, Vol. 10, 1970, pp. 17-23. 

'New York State Special Task Force in Cigarette Bootleg­
gil)g. op. cit., p. 7. 

'Stnte of New York Commission of investigation, Report 
of an Investigation Concerning the Illegal Impartation and 
Distribution of Untaxed Cigarettes in New York State 
(Albany, N.Y.: March 1972) p. 6B. 
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Chapter 6 

CigaretteT ax Administration 
State cigarette tax administrators have orga­

nized theil collection activities to obtain the 
revenue as close to the source as possible. The 
result is that the tax is collected from the con­
signees who first receive ciga::oettes from the 
manufacturers. These are primarily whole­
salers and large retail outlets that buy directly 
from manufacturers. In all cases: tobacco 
manufacturers have a record of cigarettes dis­
tributed to the dealers who are responsible for 
the payment of State taxes-dealers who first 
receive the cigarettes are liable for the tax. 
M6.nufacturers ao not have records that indi­
cate the subsequent distribution of cigarettes 
to other wholesalers or retailers within or out­

.side the State. 

USE OF STAMPS 

In all but three of the 50 States, the payment 
of the cigarette ta.x is evidenced by the affixa­
tion of a transfer stamp or a meter impression 
on each pack of cigarettes. The exceptions are 
Alaska, Hawaii, and Michigan. 

To compensate the wholesale distributor for 
the expense incurred by opening and repack­
aging cases and cartOIls to stamp each ciga­
rette pack, the stamps and impressions are sold 
to 'the wholesaler at a discourit from face value. 
In 1975, these discounts totalled $86.6 miJ.lion-
2.5 percent of the total face value of all stamps 

Preceding page blank 

and impressions furnished by the vendors. The 
cost is borne by the States in the form of lower 
revenue from the cigarette tax. This additional 
cost results in either a higher State cigarette 
tax, lower expeinditures on enforcement activi­
ties, reduced State services, or higher rates on 
other taxes. The question that must be answer­
ed is whether or not these costs are necessary 
for effective· administration of the cigarette 
tax. 

Stamps have been used as evidence of pay­
ment of cigarette taxes for several decades and 
are established firmly as the primary means of 
collecting the tax. Over the years, - several 
States have expressed interest in abandoning 
stamps and using the return method of collec­
tion, but no action has been taken. Since 1947, 
every State that has enacted a cigarette tax has 
elected to use stamps or meter impressions. 

DISTRIBUTOR DISCOUNTS 

The use of stamps and impressions creates 
two major administrative problems. Discounts 
allowed (:J wholesale distributors make the 
cigarette tax one of the most expensive taxes to 
administer. In some States, the compensation 
paid distributors exceeds the cost of affixing 
tax indicia, thereby providing cigarette. whole~ 
salers a source of income not enjoyed by other 
businesses that collect taxes for the St'!t6'. 
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Table 14 
State ClgareHe. Tax Rates and Discounts, July 1, 1976 

Tax Rata 
Slate (Centl per Pack) 

Alabama 12¢ 
Alaskaa 8 
Arizona 13 
Arkanul 17.75 
Call1ornia 10 

Colorado 10 
Connecticut 21 
D.laware 14 
florida 17 
Georgia 12 

HawallB 40% 01 whlse. price 
Idaho 9.1 
Ililnols 12 
Indiana 6 
Iowa 13 

Kanus 11 
Kentucky 3 
louisiana 11 
Maine 16 
Maryland 10 

Malll8chuaeH' 21 
Mlchlg6na 11 
Mlnn"ota 16 
Mls.lsslppl 11 
Millourl 9 

Montana 12 
Nebraska 13 
Navada 10 
New Hampshire 12 
New Jersey 19 

New Mexico 12 
New York 15 
Norlh Carolina 2 
North Dakota 11 
Ohio 15 

Oklahoma 13 
Oragon 9 
Pellnsylvenll 16 
Rnode Island 18 
South Carolina 6 

South Dakota 12 
Tann"l.e 13 
Texal 18.5 
UII,h 8 
Verment 12 

Virginia 2.5 
Washington 16 
Weat Virginia 12 
Wlleoneln 16 
Wyoming 8 
DlstrlC1 01 Columbia 13 

(Footnotes 'In following page.) 

Discounts to Distributor. 
Statutory (In 

Percent URI ... Shown 
(In Dolle,. or Cant.) 

7.5 
'1.0 

4.0;3.0;2.0b 

3.8 
0.1l5 

4.0 
1.0 

3/10 or 1 ¢ per pack 
?,.9 and 2.0 applicable to 15¢ of taxb 

3.0 

5.0 
1.67;1.33;1.0;0.67b 

4.0 
3.0 

3.::5 
6.\):; 

6.0 
2.5 
3.25 

$1.60 per 600 stamps 
1.0 

2.5;2.0;1.5b 

tl.(l 
2.0 

3.0d 

5.0 
4.0 

2.75;2.375;2.0 
1.46 

4.0;3.0;2.0b 

1.38 and 0.98b 
7/24¢ ;ler stamp 

3.0 
3-13% of 14/15 01 tax (3.11%)e 

4.0 
1.67 mills per pack 

3.0 
1.5 
5.0 

3~5 

2.75;2.50;2.25; 1. 75b 

2.75 
4.0 
3.2 

2.5¢ per carton 
1.682 on 11¢f 

4.0 
2.1 
6.0 
2.0 

In 0011.,. per 
Standard Ca •• 01 
12,000 Clgaretlel 

$5.40 
0.48 

3.12;2.34;1.56 
4.047 
0.51 

2.40 
1.26 
1.80 

2.61 and 1.80 
2.16 

2.73 
1.20;0.96;0.72;0 48 

1.44 
2.34 

2.145 
1.08 
3.96 
2.40 
1.95 

1.60 
0.6a 

2.70;2.16;1.62 
5.28 
1.08 

2.16 
3.90 
2.40 

1.98 -1.44 
1.66 

2.88;2.16;1.44 
1.044 and 0.882 

1.75 
1.110 
2.80 

3.12 
1.00 
3.24 
1.62 
1.80 

2.52 
2.145;1.950;1.755;1.385 

3.0525 
1.92 
2.304 

1.50 
1.11 
2.88 
2.016 
2.88 
1.56 

1 
1 r 
j 
! 

.J 
I 
f 
j 
I 

. ~ 
I 
I 

! 
j 
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Table 14 (continued) 

State Cigarette Tax Rates and Discounts, July 1, 1976 

8Alaska, HawaII, and Michigan do not use tax Indicia In administering cigarette tax. 

bTh• following Slate. have gradualed dlscounls: 
Arlzon8~ 4 percent on first, $30,000 stamps per month; 3 percent of next S30,OOO; 2 percent of excess. 
Florida: (Jppllcable to 15¢ of laK) 2.9 percent of value of first 2 million stamps purchased during fiscal year: 2 percent of cxcess. 
illinois: 1.67 percenl on IIrsl 5700,000 laxes paid during IIscal year; 1.33 percent of next $700.000; 1.0 percenl of nexl 5700,000; and 0.07 percenl 

of any additional purchases. 
Minnesota: 2.5 percent on first S500,OOO stamps purch.esed during fiscal year: 2 percent on next $500,000; and 1.5 percent on additional purchases. 
New Hampshire: 2.75 percent on purchases up to $500,000 per year: 2.375 percent on the next $500,000; and 2 percent on addilional purchases. 
New Mexico: 4 percent on first S30,OOO stamps purchased ,n any month; 3 percer.t of sccond S30,OOO; and 2 percent on additional purchases. 
New York: 1.38 percont on purchasos up to $1,500,000 during calendar year and 0.98 percent on additional purchases. 
Tennessee: 2.75 parcent on first 3.000 cases per fiscal year; 2.5 percent of next 3,000 caGes; 2.25 of next 9,000 cases; and 1.75 percent or excess. 

cKentucky allows a discount of 18¢ for o8ch $3 of tax evidence. 

dMonlnna allow. ;, dlscounl of B percenl on 4.5¢ of lax (3 percenl of Ihe full 12¢ lax). 

&ohio allows a dlscounl of 3-1/3 percenl of 14115 olthe lax vafue 01 slamps (3.11 percenl 01 full 15¢ lax). 

"Washlngton has different discounts applied to basic Dnd .:tdded taxes up to 11¢ of tax. A composite percentage discount figure Is shown. 
Sourco: Federatl.on of Tax Administrators. Comparative .Clgarette Tax Collections, Per Capita Cigarette Tax Colloctlons, Per Capita Cigarette Consumption, 

by 5f.le.-1975 (Chicago. III.: Seplember 1976). 

These problems have been exacerbated in 
recent years because State legislatures have 
raised cigarette tax rates frequently and these 
increases have often been accompanied by 
higher payments to distributors. When a State 
raises its cigarette tax rate, the amount of dis­
count per case increases proportionately, un­
less an adjustment is made. 

Alexander C. Wiseman, in a i:;·J8 d('ctoral 
dissertation on the demand for cigarettes, com­
mented on this situation: 

It is difficult to see why distributors 
are' given a percentage discount from 
face value of stamps purchased, since 
the cost of stamp affixing is not related 
to the denomination of the stamps it­
self. A more logical procedure would 
be to grant a discount of so much per 
stamp purchased, and try to make the 
discount per stamp equal to the cost of 
affixing it. Under the present system 
increases in tax rates, unless accom­
panied by appropriate decreases in 
discount rates, r.esult in increases in 
the compensation per package stamp­
ed. Hence, total discounts to distribu­
tors increased from $45.9 million in 
fiscal '1965 to $48.2 million in fiscal 
1966, although State tax paid sales were 
less in the latter period .... This 
amounted to an increase of slightly 
over 5 percent in the discount per 
package for the United States as a 

whole, although in the period no 
States increased their discount rates 
and several reduced them. 1 

The cost of cigarette tax 'administrqtion, 
exclusive of discounts, is comparable to that of 
other excise taxes. However, in the 47 States 
(plus the District of Columbia) using stamps or 
meter impreSSions, administrative expenses, 
discounts, stamps, and enforcement activities 
represent a significantly larger percentage of 
collections than for any other major tax. 

The percentage discount allowed distributors 
ranges from 0.85 percent in California to 8 
percent in Mississippi and 10 percent in Vir­
ginia. (See Table 14.) Ten States have a discount 
rate of 5 percent or more and seven States 
allow discounts of 2 percent or less. Graduated 
discounts are used in eigh.t States; the discounts 
decline as the sale of stamps increase, on the 
premise that smaller distributors incur higher 
stamping costs on a per case basis. 

The statutory discount in itself does not 
provide adequate information about costs to the 
State because payments to distributors also 
depend on the tax rate_ For example, Idaho, 
Nebraska, and South Carolina allow 5 percent 
discounts. However, the payments to distribu­
tors per a standard case of 12,000 cigarettes 
vary from $1.80 in South Carolina (where the 
tax rate is 6 cents) to $2.73 in Idaho (9.1 cent 
rate) and $3.90 in Nebraska (13 cent rate). 

For a valid' c'omparison of payments to dis­
tributors, the disco.unt rate must be multiplied 
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Table 15 
Distribution of State Cigarette Discounts 

Number of States 
Distributors Discounts 

No discount 
up to $0.99 
$1.00 - 1.49 
$1.50 - 1.99 
$2.00 - 2.49 
$2.50 - 2.99 
$3.00 - 3.99 
$4.00 - 4.99 
$5.00 and over 

TOTAL 

(includes D.C.) 

1 
3 
B, 

12 
10 

8 

6 

2 
51 

Sou~ce; ACIR staff compilation from data in. Federation of Tax Ad· 
mlnistrators. Comparative Cigarelte Tax Collections, Per 
Capita Cigarette Tax Collections. Per Capita Cigarette Con­
sumpflon. by Slale-1975 (Chicago. til.: September 1976). 

by the tax on a case of cigarettes (600 packs x 
tax rate) to determine the dollar amount of the 
discount per case. The computation reveals that 
the variance in discounts among the States is 
even larger than indicated by the actual statu­
tory discounts. (See Table 14.) For the 47 States 
using stamps, the discount per case varies from 
51 cents in California to $5.28 in Mississippi. 
The discounts range from $1.00 to $2.99 in about 
75 percent of the States, with 43 percent be­
tween $1.50 and $2.49. (See Table 15.) These 
wide differences prevail among the States even 
though stamp-affixing procedures are generally 
standardized throughout the country. 

No evidence exists to demonstrate that the 
variance in discounts is the result of regional 
cost differences. For example, among western 
States, the discounts vary from 51 cents in 
California to $2.88 in Wyoming. In the South, 
the discounts range from $1.08 in Kentucky. to 
$5.40 in Alabama. In the Midwest, distributors 
are paid up to $1.20 in Illinois, $1.44 in Indiana, 
and $3.90 in Nebraska. 

In 1963, the cost of discounts was $42.8 mil­
lion-3.6 percent of net cigarette tax revenues. 
By 1975, the cost of discounts had increased 
102.3 percent to $86.6 million (2.5 percent of 
net revenues). (If an adjustment is made for 
North Carolina and Oregon, which did not have 
cigarette taxes in 1963, the increase is 92.5 
percent.) The increase is well in excess of the 
75.2 percent rise in the U.S. consumer price 

54 

7G 

index during the same period. 
Total package sales of cigarettes increased 

only 21.6 percent over the 12-year period com­
pared with the 102.3 percent increase in the cost 
of discounts. As a result, the discount per pack 
increased 63.2 percent between 1963 and 1973. 
However, in the past 2 years, the rate of infla­
tion has been well in excess of the increase 
in distributor discounts, narrowing the gap be­
tween discounts and the cost of affixing indicia. 

Discounts as a percent of net revt'llues fell 
because many States reduced their dlE'counts as 
rates increased. However, 16 States increased 
or did not change their discounts despite in­
creased tax rates. Between January 1, 1972 and 
July 1, 1974, nine States raised cigarette tax 
rates and, of these, four made no change or 
raised their percentage discounts, thereby 
increasing their discounts in dollar terms. 
During the same period, two States that did not 
change their tax rate lowered their discount 
and two States raised their discount. Between 
January 1, 1975 and July 1, 197~, four ~tates an.d 
the District of Columbia (twice) raIsed their 
tax rates and, in all cases but one, lowered the 
percentage discount. Two States that did not 
change their rate increased their discounts. 

The wide range among the States in the 
amount of the distributor discount per case and 
the failure of many States to adjust discounts 
as tax rates change demonstrates rather clearly 
the lack of a relationship between distributor 
costs and reimbursements received from the 
States, There is little data available indicating 
the appropriate level of reimbursemen.t fo~ a~i 
fixing indicia, but the few existing studies, mdI­
cate that overpayment of distributo.rs by States 
is the /rule rather thf.,h t~e exception. 2 •• 

The National AssociatIOn of Tobacco Distn­
butors does not agree with this conclusion. 
They have recently estimated the cost of affix­
ing indicia at 7.41 percent, which is higher 
than the discount allowed in every State except 
Alabama and Mississippi. 

Some have suggested that the Stfltes have 
been generous with discounts in an effort to 
appease tobacco wholesalers, who are gener­
ally a major source of opposition to increases 
in the cigarette ta)!: rate. Whatever the reason, 
there are ample grounds to question whether 
or not States should continue to spend such 
large sums for distributor discounts. 

• 

" 
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States could rationally shift the basis of the 
distributor discount to a fixed amount per 
stamp and, to tIle extent possible, make the dis­
count equal to the cost of stamp affixing. Five 
States currently have a disco'unt balled on a 
fixed amount per stamp. In these States, the 
cost per case of the discount varies from $1.00 
to $1.80, which is well b.elow the 50-State aver­
age of $3.13 per case. 

STAMPS AS AN ENFORCEMENT AID 

Stamps were introduced to provide evidence 
that the cigarette tax was paid and to make tax 
avoidance more difficult. Given the increase 
in bootlegging and counterfeit stamping, there 
is some reason to question whether or not un­
due reliance has been placed on the efficacy 
of stamps and other indicia. The cost of affixing 
stamps is so great that less money is spent on 
law enforcement and auditing procedures than 

'is needed to insure efficient collection of the 
cigarette tax. It is difficult to make comparisons 
between States that use stamps and those that 
do not. Michigan is comparable to other States, 
while Hawaii and Alaska do nOt border on oth­
er States and, thus, are not subject to smuggling 
problems. Michigan's cigarette tax collections 
appear to be as efficient and effective as any 
other State's. (Although Michigan borders on a 
low-tax State (Indiana). per capita sales i:1 fis­
cal year 1975 were 4.5 percent above the nation­
al average.) Michigan is aided in its enforce­
ment efforts to an unknown extent by other 
States' use of indicia. It is possible that if other 
States stopped using stamps, Michigan would 
have more enforcement problems. 

State tax administrators have not indicated 
any active interest in coUecting the cigarette 
tax without the use of indicia and there is no 
evidence that such interest can be generated 
in the near future. The general view of admin­
istrators is that the cigarette tax cannot be 
collected without the use of stamps unless tax 
rates become uniform. 

CENTRALIZED CIGARETTE TAX 
COLLECTION 

Can the cigarette tax be collected effectively 
by son:e method other than requiring distri-
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butors to break open cases and affix indicia to 
each pack? 

Collection With Stamps. One approach would 
be to collect the tax at the source by requiring 
the manufacturer to imprint each State's indicia 
at the packaging stage. However, the burden 
placed on the manufacturer makes this pro­
posal impractical. Indicia could be affixed 
easily, but the warehousing and transportation 
problems would be substantial. The manufac­
turer would have to maintain at least 51 differ­
ent inventories for distribution to each State. 
Because of such problems, this proposal has 
garnered little support and has been strongly 
opposed by cigarette manufacturers. 

The major stumbling block t~ central collec­
tion of the cigarette tax at the manufacturing 
level is the requirement that indicia be attached 
to each package to evidence payment of the tax. 
If this requirement were eliminated, many of 
the problems that would otherwise be encoun­
tered in Cigarette packaging, shipping, and 
storing would be largely removed. 

Collection Without Stamps. Under another 
approach to centralized collection, the manu­
facturer would affix to the invoice the amount 
of tax paid in the State to which the cigarettes 
are being shipped. Packaging, storing, and 
shipping routines would not be disturbed under 
this proposal, and only a slight change in 'the 
billing procedure would be required. The State 
would take responsibility at the point of deliv­
ery. If the cigarettes are distributed to retail­
ers within the State, there would be no coIIec­
tion problems. If the cigarettes are sold to 
retailers or distributors in other States with 
different tax rates, adjustments would have to 
be made on the distributors' tax returns. The 
distributor would remit the additional tax due 
to the State~0f receipt or claim a refund from 
his own State. Each State would remit to an­
other State the precollected tax due on ship­
ments originally received in the State but 
subsequently sold to retailers or distributors 
in other States. The process would require 
increased auditing and changes in the States' 
accounting procedures, but most States could 
meet these requirements with little difficulty. 

The coIIection of the cigarette tax at the 
manufacturing level would increase costs for 
tobacco manufacturers, and they could be 
expected to ask for reimbursement. Siates 
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Table 16 
Estimated Gross Cigarette Tax Revenue and Amounts Retained by 

Distributors as Discounts for Affixation of Tax Indicia and 
Compensation for Cost of Collection, 1975 

Esllmated Esllmated Amounts 
Gross Revenue Retained by Distributor 

State (In thousands) (In thousands) 

Alabama $ 49,412 $ 3,706 
Alaska 4,492 45 
Arizona 35,462 890 
Arkansas 43.315 1,646 
California 267,485 2,274 
Colorado 33,252 1,330 
Connecllcut 72,184 722 
Delaware 11.740 251 
Florida 183,829 3,517 
Georgia 72,957 2,189 
HawaII 9,164' 0 
Idaho 9,106 455 
illinois 177,645 1,990 
Indiana 52,080 2,083 
towa 45,545 1,366 
Kansas 31,397 1,020 
Kentucky 23.261 1.396 
Louisiana 56,374 3,382 
M81ne 23,883 597 
Maryland 48,546 1,932 
Massachusetts 125,856 1,873 
Michigan 137,979 1,380 
Mlnnasota 80,026 1,577 
Mississippi 30,678 2,454 
Missouri 58,537 1,171 
Montana 10,838 325 
Nebraska 23,365 1,168 
Nevada 11,760 470 
New Hampshire 26,940 741 
New Jersey 170,340 2,487 
New Mexico 13,953 468 
New York 338,015 4,522 
North Carolina 24,925 3,634 
North Dakota 8,531 256 
Ohio 198,108 6,161 
Oklahoma 48,009 1,920 
Oregon 30,953 574 
Pennsylvania 249,456 7,484 
Rhode Island 21,939 375 
South Carolina 22,078 1,104 
South Dakota 9,280 325 
Tennessee 64,814 1,483 
Texas 260,052 7,151 
Utah 7,387 295 
Vermont 9,169 2e3 
Virginia 19,067 1,907 
Washington 55,797 767 
West Virginia 26.989 1,080 
Wisconsin 83,720 1,758 
Wyoming 4,671 280 
District 01 Columbia 8,069 313 

TOTALS $3,432,431 $86,577 

'lncludcs nonsl!~regable amou~l of tObaccco prOductt~'e ClgarettB Tax Collections by 51a/9-1975 (Chicago. III.: September 1976). Source: Federahon of Tax Admmrslrators, ampara IV 

111 

Q 

would also incur higher costs for increased 
aUditing, These costs, however, could easily 
be met out of a small portion of the money 
currently paid in the form of discounts to dis­
tributors, The money saved by the States could 
be used to increase enforcement efforts, to 
reduce the cigarette tax or other taxes, or to 
provide increased government services, 

In addition to the savings on discounts, the 
States would benefit from an improved level of 
tax compliance, The precollection of the States' 
taxes would have the effect of a one-time 
acceleration of the States' collections but the 
date of accountability is a negotiable matter in 
which the States might be disposed to accom­
odate the convenience of manufacturers. 

The revenue involved in the restructure of 
the cigarette tax collection process is about $87 
million a year. (See Table 16.) The quality of 
tax enforcement, administrative efficiency, and 
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the prudellt expenditure of taxpayers' money 
are also involved. Tax administrators and to­
bacco industry officials believe that the collec­
tion of the cigarette tax without stamps would 
result in an increase in cigarette bootlegging 
activity. Nonetheless, the collection of cigarette 
taxes without stamps appears to warrant con­
tinuing conside!'ation, particularly if cigarette 
tax rates become more uniform. 

FOOTNOTES 

'Alexander C. Wiseman, "The Demand for Cigareltes in 
Ihe United States: Implications for State Tax Policy," 
doctoral dissertation, University of Washington, January 
1968, pp. 95-96. 

'AClR. State-J.'ederal Overlapping in Cigarette Taxes (Wash­
ington, D.C.: Government Printing Office, September 
1964) pp. 43-44. 
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Chapter 7 

Cigarette Bootlegging­
Impact on State" Revenues 

qgarette bootlegging has a definite impact 
on States through loss of revenues. In order to 
judge the need for legislative action in fighting 
cigarette smugglers, estimates have been devel­
oped that clarify the magnitude of the State 
revenue losses involved. The total volume of 
smuggling traffic must be based on indirect 
measures, because bootleggers do not publish 
data and law enforcement reports offer little 
in the way of a comprehensive accounting of 
smuggling. One indirect measure of smuggling 
is the deviation of State per capita sales from 
the U.S. average. Deviations for each State are 
shown in Table 17. States that lose revenues 
from bootlegging ideally would show up on the 
table as below average ill per capita sales, 
while States that gain from bootlegging would 
have above average per capita sales. 

The problem with using these deviations 
directly as a bootlegging measure is that they 
are not entirely the result of bootlegging. 
Cigarette demand studies in recent years have 
indicated the importance of other variables 
that significantly affect per capita cigarette 
sales, many of which are unrelated to boot­
legging. Thus, the deviation measure alone 
lacks the requisite accuracy to measure rev­
enue losses due to bootlegging. 

Preceding page blank 

SOCIAL AND DEMOGRAPHIC 
FACTORS 

One reason States have different per capita 
cigarette sales is because people's tastes and 
preferences differ. The age distribution of the 
population, for example, is likely to be a key 
determinant of per capita cigarette sales be­
cause adults are the main consumer group. 
A State with a relatively large percentage 
of the population over the legal age should 
have higher per capita sales, other elements 
being equal. 

The percent of resident popUlation exempt 
from the cigarette tax also may lead to varia­
tions in per capita sales data. Military person­
nel and Indians on reservations are exempt 
from both cigarette excise and sales taxes, but 
nonetheless they are included in the. State 
population count. Because sales data is only 
available for tax-paid cigarettes, States with 
large exempt populations will have lower per 
capita sales than the average, other elements 
being equal. 

Tourist populations, which are, of course, not 
counted in the resident population, tend to have 
the opposite effect on per capita sales. States 
that benefit from tourism generally have high 
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per capita sales. This effect is particularly pro­
nounced for States with small resident popula­
tions, such as Nevada. Per capita cigarette 
sales in Nevada were 57 percent higher than 
the U.S: average in fiscal year 1975, largely be-
cause of tourism. . 

Other social and demographic variables that 
are associated with variations in State per 
capita sales include religion, region, and the 
male-female population ratio. The existence of 
a large religious population that explicitly 
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forbids smoking can significantly reduce a 
State's per capita sales. For example, the Mor­
mon population in Utah helps explain its per 
capita sales at half the national average. 

The male-female ratio may also be related to 
the level of smoking. (See Table 18.) Surveys 
indicate that a larger proportion of men then 
women smoke cigarettes. States with high 
male-female ratios sh(Juld be high in per 
capita sales, other elements being equal. How­
ever, the statistical evidence of the link be-

Table 17 
Deviation of State Per Capita Sales from National Average 

(Fiscal Year 1975) 

Deviation 
Actual From 

Per Capita National 
Sales A~erage' State 

(Packs) (Packs) 
United States, Average 130.9 
Alabama 

111.7 -19.2 Alaska 150.4 19.5 Arizona 
121.8 -9.1 Arkansas 
114.8 -16.1 

California 127.1 . -3.8 Colorado 
131.0 0.1 Connecticut 
110.2 -20.7 Delaware 
147.6 16.7 District of Colt!mbla 
176.5 45.6 

Florida 
131.9 1.0 Georgia 
122.9 -8.0 HawaII 

92.4 -38.5 Idaho 
123.3 -7.6 Illinois 
1.31.8 0.9 

Indiana 
162.4 31.5 Iowa 
120.5 -10.4 Kansas 
123.4 -7.5 Kentucky 
223.0 92.1 louisiana 
133.6 2.7 

Maine 
140.7 9.8 Maryland 
146.1 15.2 Massachusetts 
126.1 -4.8 Michigan 
136.8 5.9 Minnesota 
111.5 -19.-4 

Mississippi 
116.8 -14.1 Missouri 
135.6 4.7 Montana 
123.7 -7.2 (Continued) 
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tween smoking and sex is weak; at least one 
study has found sex to be insignificant in ex­
plaining variations in State per capita sa1es.' 

The regional difi'tlrences in per capita sales 
originally may nave been associated with the 
factors discussed above and have since taken 
on an importance of their own. The justifica­
tion for this is the habit-forming nature of 
smoking. Thus, States that originally had large 
religious memberships with groups intolerant of 
smoking may still have low per capita sales de-
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spite a relative decline in religious population. 
Related to the regional variable is the geo­

graphical distribution of the population, with 
population density and the urban-rural pop­
ulation ratio as the most likely variants that 
could be applied to explain variations in per 
capita sales. 'The rationale behind this factor 
is that cigarette smoking is a social phenomenon 
more common among dense populations than 
among widely scattered individuals. 

Tastes and preferences as influenced by 

Table 17 (continued) 
Deviation of State Per Capita Salef.! from National Average 

(State continued) 

Nebra.ka 
Nevada 
Now Hampshire 
New Jersey 
New Mexico 

New York 
North Carolina 
North Dakota 
Ohio 
Oklahoma 

Oregon 
Penn.ylvanla 
Rhode 1.land 
South Carolina 
South Dakota 

T.nn ..... 
T.xa. 
Utah 
V.rmont 
Virginia 

Wa.hlngton 
Weat Virginia 
WI.conaln 
Wyoming 

'Weighted average of all taxing States. 

(Fiscal Year 1975) 

Actual 
P.r Capita 

Sales 
(P ... ,::k.) 
114.1 
205.2 
269.1 
122.3 
103.1 

123.9 
226.0 
117.9 
122.5 
132.9 

154.4 
114.6 
154.7 
130.5 
113.5 

117.4 
116.0 

75.8 
_.155.5 

152.7 

99.5 
123.2 
113.5 
160.7 

Deviation 
From 

National 
Average' 
(Pack.) 

-16.8 
74.3 

138.2 
-8.6 

-27.8 

-7.0 
95.1 

-13.0 
-8.4 
2.0 

23.5 
-16.3 
23.8 
-0.4 

-17.4 

-13.5 
-14.9 
-55.1 
24.6 
21.8 

-31.4 
-7.7. 

-17.4 
29.8 

. . 
Source: ACIR staff compilation from data In, Tobacco Tax Councll,lnc .• The Tax Burdon on Tobacco (Rlchm~nd. Va.: 1975) Vol. 10. 

T\lble 11. p. 22. 
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advertising may have a large effect on cigarette 
consumption over time. But it is not clear 
whether advertising creates any variation in 
per capita sales among States. 

ECONOMIC FACTORS 

Price and income effects on the demand for 
cigarettes are probably as important as the 
social and demographic variables in explaining 
variations in State per capita cigarette sales. 
According to elementary supply-demand 
theory, if a cigarette is a normal good, then per 
capita sales will be directly related to per 
capita income. Most cigarette demand studies 
postulate such a relationship; that is, States 
with high per capita income have high per 
capita sales, other elements being equal. 

An even more fundamental law of economics 
dictates that as the price rises, the quantity de­
manded falls; hence, States with high-priced 
cigarettes will have low consumption, other 
elements equal. Although the extent to which 
demand is responsive to price is a debatable 
question, even with a relatively unresponsive 
demand the effect may be substantial because 
price varies considerably from one State to an­
other. This price differential is almost totally 
the result of the difference in State sales and 
excise taxes. The important point te be made 
here i~ that high taxes (or high prioes) generally 
reduce consumption, other elements being 
equal. and even if tax differentials had no ef­
fect on bootlegging, there would be lower con­
sumption in high-tax States. 

FACTORS AFFECTING BOOTLEGGING 

Although all the aforementioned economic, 
social, and demographic variables have a signi­
ficant impact on per capita sales, cigarette boot­
legging still is believed to cause a large share 
of the 'interstate variation in cigarette sales. 
Because no direct data is available on bootleg­
ging, one must examine the factors that deter­
mine bootlegging and measure their effects on 
per capita cigarette sales.' 

The most commonly recognized determinant 
of bootlegging is the tax differential (or price 
differential) between a State and its closest 
neighbors. If a State has a higher tax on ciga­
rettes than its naighboring border States, the 
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Table 18 
ClgareHe Smoking Incidence Related to 

Demographic Characterlcllcs, United States 
(September - October 19721) 

Percent of Sample4 

AduHs Youth 
Item (18 and oyer) (ages 12-17) 

All current Imokera 38 17 
Male 42 17 
Female 34 17 
Age 

12-13 4 
14-15 16 
18-17 32 
18-21 42 
22-25 47 
28-34 48 
35·49 44 
50 and OYGr 24 

Race 
White 37 
Other 46 

Region 
Northe~st 38 16 
Nort~1 Central 35 19 
&'Alth 42 17 
\VHt 35 16 

'V.S. Commission on Marijuana and Orug Abuse, Drug Use In 
America: Problems In Perspective (Washlnglon .. D.C.: 1973) p.46. 

'Figures are nol additive; Ihus, Ihey do nol lolal 100 percent. Sample 
size was: adults, 2,411; youth, 880. 

Source: Robert H. Miller, "Factors Affecting Cigareite Consumption," 
paper presCfnl.Jd al 1974 National Tobacco Tax Association 
annual met>tlng. 

border States will gain in per capita sales from 
the bootlegging of cigarettes to the high-tax 
State, while the high-tax State in turn will ex­
perience low per capita sales, other elements 
being equal. 

Revenue gains and losses resulting from the 
tax differential between bordering States are 
generally due to either casual smuggling or 
organized smuggling. Organized smuggling is 
heaviest in the Northeast and Midwest. In these 
States, the ultimate consumer is generally 
responsible for only a small portion of cigarette 
smuggling, with the remaining part perpetrated 
by enterprising distributors or criminal ele­
ments, often on a'large scale. (In some cases, 

such as the along Massachusetts-New Hamp­
shire border, the majority of smuggling prob-' 
ably is done by the ultimate consumer.) 

The amount of smuggling depends on other 
factors in addition to the tax differential, such 
as the accessibility of retail outlets in the low­
tax State to significant population centers in 
the high-tax State. Thus, length of border, popu­
lation, and distance of population from the 
border all affect the magnitude of bootlegging 
gains and losses, which cause State per capita 
sales to vary. 

Large-scale interstate smuggling, often over 
long distances, such as the smuggling of ciga­
rettes from North Carolina to New York, has 
little to do with border State tax differentials. 
It depends on the differential between the high­
tax, receiving State and the low-tax State from 
which the contraband originates. Only the 
lowest taxing State in a regi:m is likely to 
benefit from this type of bootlegging, and, in 
general, the higher the State tax, the more like­
ly the State will lose in per capita sales from 
interstate smuggling. 

Other important factors related to both 
across-border and interstate smuggling are the 
distance between State population centers and 
the risk of arrest and seizure of contrab'md. 
Increased law enforcemenL activity could 
alter the pattern of interstate bootlegging by 
increasing the risk component of the cost of 
bootleg cigarettes from certain key, low-tax 
States. But without an overall, 50-State effort, 
only the pattern would be affected and bootleg­
ging could continue from other low-tax, low­
risk States. 

RESULTS OF THE STATISTICAL 
ANALYSIS 

Multiple regression analysis was employed 
in this study to determine the factors that 
besi explain per capita cigarette sales among 
the States in 1975. The resulting per capita sales 
estimates were compared to the estimated per 
capita sales for each State, assuming that only 
nonbootlegging factors determine demand and 
that average per capita sales for the 50 States 
is the same with or without bootlegging. This 
method allows a comparison between sales 
under the present bootlegging conditions and 
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sales as if bootleg,,\in'l could be eliminated, 
given the present tal: stl'ucture. 

Among the variables deemed significant in 
explaining per capitll cigarette consumption 
in 1975 are tourism, religion, region, age distri­
bution of population, per capita income, ciga­
rette and sales tax rates, cigarette price, and the 
price c:ifferential between border States. For 
the purpose of estimating per capita sales, the 
tax rate was used instead of the price because 
most variations in price are due to tax varia­
tions and because the tax rate was more signi­
ficant in explaining per capita sales. The 
urban-rural, male-female, advertising, and 
military exemption variables were excluded 
both for simplicity and because previous stud­
ies indicated they were relatively unimportant 
or insignificant. Likewise, population density 
and the percent of population living on Indian 
reservations were found to be statistically 
insignificant. (For a detailed discussion of the 
model tested and the eS'jmates obtained, see 
Appendix B.) 

For each State, estimated per capita sales 
figures were multiplied by the State cigarette 
excise tax rate, the State sales tax rate, and the 
average local cigarette tax rate to obtain the 
estimated current revenue from the sale of ciga~ 
rettes. (See Table 19, column 1.) 

One way to assess the cost of the present 
pattern of cigarette tax differentials and the 
bootlegging that accompanies the differentials 
is to compute the hypothetical per capita sales 
that would result if no bootlegging occurred. 
Estimated revenues are computed by applying 
the current State tax rates to the hypothetical 
per capita sales figures. A comparison of these 
revenue estimates with those obtained earlier 
is also presented in Table 19. 

The gain and loss estimates in columns 3 and 
4 of Table 19 give a rough indication of which 
States gain or lose from bootlegging. (The 
method 'used to estimate hypothetical per capita 
sales is detailed in Appendix B.) Briefly, this 
method allows per capita sales to vary among 
the States only to the extent that the Stales 
differ with respect to variables deemed unre­
lated to bootlegging. These variables include 
tourism, religion. per capita income, and 
region, The tax on cigarettes also was included, 
but only to the extent that it affects consump­
tion. The values of these factors for each State 
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were mUltiplied by the regression coefficients 
previously obtained to provide hypothetical 
per capita sales figures for each State. These 
were in turn scaled to constrain the mean value 
of the hypothetical estimates to equal that of 
the previous estimates. 

All estimates of bootlegging losses and gains 
face the extreme statistical problem of predict­
ing what would happen if we lived in a world 
much different from the present, and they are 
all subject to a certain degree of error. 

The estimates produced by this methodology 
are in some cases lower than those produced 
by the individual States. For example, the 
New York State Special Task Force on Cigarette 
Bootlegging has estimated the fiscal year 1975 
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revenue loss due to bootlegging at $78 million. 
This estimate assumes that New York cigarette 
sales as a percentage of U.S. COn!lUmption are 
the same today as in the prebootlegging era­
i.e., before 1965. It does not, however, take into 
account changes in income, population mix, tax 
rate, and price in New York relative to the Na­
tion. For example, in 1964 the average cigarette 
tax rate nationwide was 5.6 cents and the New 
York tax ra:e was 5 cents. In 1975, the U.S. 
average tax rate was 12.2 cents and the New 
York tax rate was 15 cents; the 8 cent New York 
City cigarette tax and the sales tax on cigarettes 
increased the tax burden on cigarettes in New 
York even further above the U.S. average ciga­
rette tax. 

Table 19 
Cigarette Tax Evasion-Winners and Losers 

(Dollar Amounts in Millions) 

estimated ClgareHo Tax Revenues' EsUmated Gain or 
Gainor Loss (-) 

Assuming No Lou (-) 28 Percent 
Stata Current Level.' 'Tax Evasion' (Col. l-Col. 2) 01 Col. 1 

(1) (2) (3) (4) 

Alabama $ 64.1 $ 71.0 $ -6.9 -10.8% 
Alaska 4.1 3.9 0.2 4.9 
Arizona 36.1 39.5 -3.4 -9.4 
ArksnlI88 41.1 47.6 -6.5 -15.8 
Calilornia 360.5 376.5 -16.0 -4.4 

Colorado 34.4 34.1 0.3 0.9 
ConnectlcU1 75.6 90.7 -15.1 -20.0 
Delaware 11.5 11.7 -0.2 -1.7 
District 01 Columbia 11.3 11.1 0.2 1.8 
Florida 204.3 240.0 -35.7 -17.5 

Georgia 82.8 85.G -2.8 -3.4 
HawaII NA NA NA NA 
Idaho 10.5 10.2 ').3 2.9 
illinois 221.6 243.3 -21.7 -9.8 
Indian .. 58.6 54.6 4.0 6.8 

Iowa 56.1 60.1 -4.0 -7.1 
Kansas 37.8 39.4 -1.6 4.2 
Kentucky 38.' 24.8 13.3 34.9 
louisiana 61.0 63.1 -2.1 -3.4 
Maine 20.4 22.5 -2.1 -10.3 

Maryland 70.8 70.6 0.2 0.3 
MSllUIchuuHs 122.(1 134.1 -12.1 -9.9 
Michigan 160.1 167.0 -6.9 -4.3 
MlnnHota 82.0 94.2 -12.2 -14.9 
Mlululppl 36.0 37.3 -1.3 -3.6 

Millourl 81.5 86.5 -5.0 -6.1 
Montana 11.0 11.3 -0.3 -2.7 
Nebraska 26.5 28.2 -1.7 -6.4 
(Continued) 

64 

'<I 

Between 1964 and 1975, the average retail 
price of cigarettes in New York increased 91.4 
percent, while the average U.S. price increased 
capita personal income increased only 106.2 
percent, while U.S. average per capita personal 
income increased 126.7 ,during this same time 
period. . 

All these factors could account for the fact 
that in 1975, New York per capita cigarette sales 
were 5.4 percent below the U.S. average, while 
in 1964 sales were 13.6 percent above the U.S. 
average. It follows that the New York estimate 
of revenue loss due to bootlegging is probably 
overstated. Many of the estimates of bootleg­
ging rp.venue losses are deficient in that they 
do not consider the effect on demand of a 
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change in price nor of the changes in other 
demographic and economic factors, such as 
population and income. 

An analysis of the ACIR estimates of boot­
legging losses and gains leads to the following 
conclusions: 

• Although many States are only mlDl­
mally affected by smuggling, more States 
lose from bootlegging than gain. Among 
those States substantially affected in 
terms of the percent of cigarette revenue 
foregone are Connecticut (20.0 percent). 
Washington (18.8 percent). Florida (17.5 
percent), New York (17.4 percent), 
Texas (17.3 percent), Arkansas (15.8 per-

Table 19 
Cigarette T~x Evasion-Winners and Losers 

(Dollar Amounts in Mil/ions) 

Estimated Cigarette Tax Revenues' 

Current Levels' 
(conlinued) 

Nevada 13.5 
New Hampshire 24.2 
New Jersey 169.4 
New Mexico 16.8 
New York 414.5 

North Carolina 49.0 
North Dakola 10.3 
Ohio 26.3 
Oklahoma 43.8 
Oregon 29.7 

Ponnsylvanla 262.7 
Rhode Island 17.4 
South Carolina 32.2 
South Dakola 10.1 
Tennessee 77.5 

Texas 249.0 
Utah ,9.5 
Vermont 9.1 
VirginIa 49.1 
Washington 70.3 

West VirgInIa 32.6 
WIsconsin 95.9 
WyomIng 4.4 

TOTAL $3.917.0 

ITotallnciudes State and local cigarette tax, plus Slate sales tax. 
'Current tax rates are applied 10 estimated per capita sales. 
JCurrent rates afe applied to hYPolhelical per capita sales. 
4The 101811055 to the "losing" States is S390.8 million. 

Assuming No 
Tax Evasion' 

(2) 

13.1 
12.9 

195.4 
17.8 

486.8 

32.4 
10.5 

223.2 
45.0 
28.2 

298.3 
17.7 
30.8 
10.2 
85.3 

292.1 
9.2 
8.1 

46.6 
83.5 

34.5 
109.5 

4.2 
$4.254.2 

Estimated 
Gain or 

Loss (-) 
(Col. l-Col. 2) 

(3) 

0.4 
11.3 

-26,0 
-1.0 

-72.3 

16.6 
-0.2 

-16.9 
-1.2 
1.5 

-35.6 
-0.3 
1.4 

-0.1 
-7.8 

-43.1 
0.3 
1.0 
2.5 

-13.2 

-1.9 
-13.6 

0.2 
·$337.1' 

Source: ACIR staff estimates based on cross~seclion analysis 011975 clgarelle sales tor 49 States and the District of Columbia; see Appendix 8. 

Gain or 
Loss (-) 

as Percenl 
01 Col. 1 

(4) 

3.0 
46.7 

-15.3 
-6.0 

-17.4 

33.9 
-1.9 
-8.2 
-2.7 
5.1 

-13.6 
-1.7 
4.3 

-1.0 
-10.1 

-17.3 
3.2 

11.0 
5.1 

-18.8 

-5.8 
-14.2 

4.5 
8.6% 
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cent), New Jersey (15.3 percemt), Wis­
consin (14.2 percent), Pennsylvania (13.6 
percent), and Minnesota (14.9 percent). 
The States gaining the most from boot­
legging in terms of percent of cigarette 
revenues are New Hampshire (46.7 per­
cent), Kentucky (34.9 percent), North 
Carolina (33.9 percent), Vermont (11.0 
percent), Indiana (6.8 percent), Virginia 
(5.1 percent), and Oregon (5.1 percent). 

III Total revenue losses exceed total rev­
enue.gains. The sum of State revenue 
losses amounted to $390.8 million as 
opposed to $53.7 million gained by low­
tax States. The result is a $337.1 million 
net loss in tax revenues for the States 
as a whole. The States losing the most 
revenues are New York ($72.3 million), 
Texas ($43.1 million), Pennsylvania 
($35.6 million). Florida ($35.7 million), 
and New Jersey ($26.0 million). The low­
tax States gaining the most revenue from 
bootlegging include North Carolina 
($16.6 million). Kentucky ($13.3 million), 
New Hampshire ($11.3 million), Indiana 
($4.0 million). and Virginia ($2.5 million). 
One obvious reason for this imbalance is 
the large tax per pack lost in the high-tax 
Sta tes compared to the low tax per pack 
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gained by low-tax States. Thus, there are 
more big losers than big winners, and the 
amounts lost far exceed the amounts 
gained. 

These estimates encompass some sources of 
gain and loss other than cigarette bootlegging 
from one State to another. The imbalance be­
tween losses and gains is due in part to the fact 
that some bootlegging losses are the result of 
the tax-free sales of cigarettes at Indian reser­
vatiOlis and military bases as well as smuggling 
from Mexico. Such losses are not gained by oth­
er States. The imbalance is also due to statisti­
cal error, which suggests that either the losses 
are overstated, the gains understated, or both. 
These estimates, nonetheless, provide a good 
scale to judge the bootlegging problem of one 
State relative to another. Moreover, they seem 
reasonable compared to other estimates, such 
as those produced by the New York State 
Special Task Force on Cigarette Bootlegging. 

FOOTNOTES 

'Paul B. Manchester. "An Econometric Analysis of State 
Cigarette Taxes. Prices. and Demand. With Estimates of 
Tax-Induced lnterstnte Bootlegging." a thesis submitted to 
!he University of Minnesota, August 1973. pp. 31'-38. 
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Appendicies 
Appendix A Selected Statistics on Cigarette Taxes 

Appendix B Description of Statistical Methodology Used to Estimate 
Cigarette Sales and Revenue Impact of Cigarette Bootlegging 

Appendix C Proposed Federal Legislation .~ Tmplement ACIR Recommen­
dations With Respect to Ciga Nla Bootlegging 

Appenlfix D Testimony Presented to the Advisory Commission on Inter­
governmental Relations, December 16,1976 
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Appendix A 

Selected Statistics on Cigarette Taxes 

Table A-1 
Municipal Cigarette Tax Rates for Selected States, FY 1975 

Weighted 
Number of Tax Average 

JUrisdictions Rate Tax Rate Total 
State Levying Tax (Cents) (Cents) Revenue 

Alabama 1 237 1-5 NA $8,617,135 
Missouri 101 1-10 4.9 18,711,066 
'IIInols 23 5 5 18,331,518 
New Jersey 1< 3 3 247,323 
New York 15 4,7 & 8 6 6 45,410.07" 
Tennessee 27 1 912,462 
Virginia 21 2-10 6.5 13,004,215 

N.A. Not available 
'Some Alabama data Is for fiscal year 1974. 
-'JUrisdictions taxing cigarettes represent 75.3 percent of State population. 
.lChlcllgo and Rosemont. 
'Atlantic City. 
'New York City. 

Number of 
Packs Taxed 

Locally 
(In thousands) 

NA2 
383,458 
366,632 

8,244 
755,483 

91,246 
198,723 

'Eight cents effective January 1. 1976. 
'City of Memphis and Shelby County. 

Source: ACIR staff compilation from data provided by the Tobacco Tax Council, Inc., Richmond, Va. 

Preceding page blank 

Per Capita 
Sales In 
Taxing 

Localities 
(Packs) 

NA 
105.7 
112.2 
190.0 

99.8 
125.6 
97.6 

Per Capita 
Sales In 

Localities as 
Percerll of State 

, Average 

NA 
77.9% 
85.1 

155.4 
80.5 

107.0 

6.3.~ 
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Table A-2 
Per Capita Cigarette Sales and Tax Rates by Region, 

and Tax-Paid Sales by State and Region, FY 1975 

Per Capita Average Tax Weighted 

Sales 1 Rate Tax Aate2 

New England 135.7 16.67 18.80 

Maine 
New Hampshire 
Vermont 
MassacliuseHs 
Rhode Island 
Connecticut 

Middle Allantlc 120.7 17.33 16.70 

New York 
New Jersey 
Pennsylvania 

East North Central 132.1 12.00 11.92 

Ohio 
Indiana 
Illinois 
Michigan 
Wisconsin 

West North Central 122.1 12.43 12.41 

Minnesota 
Iowa 
Missouri 
North fJako~a 
South'DI.II(ota 
Nebraska 
.Kansas 

South Allantic 149.0 9.83 8.61 

Delaware 
Maryland 
District of Columbia 
Virginia 
West Virginia 
North carolina 

(ContinUed) 
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Tax-Paid 
Sales (In 
Millions 

of Packs) 

1,654.7 
147.3 
217.4 

73.1 
731.6 
145.0 
340.3 

4,496.3 
2,243.7 

896.1 
1,356.5 
5,412.2 
1,315.7 

865.8 
1,467.5 
1,244.8 

518.4 
2.037.5 

436.8 
344.0 
647.9 

75.1 
77.4 

176.1 
280.2 

5,022.9 
84,6 

598.0 
127.6 
'149.4 
220.6 

1,211.9 

1 
I 

I , 

I 
! , 

I 
~ 
~ 
Il 

"'" 

f 
1 

i 

,I 
'~ 
Ie.; 
'\ 

I 
1 
~ 

" , i 
t , -, 

(continued) 

South Carolina 
Georgia 
Florida 

East South Central 
Kentucky 
Tennessee 
Alabama 
Mississippi 

West South Central 
Arkansas 
Louisiana 
Oklahoma 
Texas 

Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
New Mexico 
Arizona 
Utah 
Nevada 

Pacific 
Washington 
Oregon 
California 
Alaska 
Haw311 
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Table A-2 (continued) 

Per Capita Cigarette Sales and Tax Rates by Region, 
and Tax-paid Sales by State and Region, FY 1975 

Per Capita 
Sales 1 

140.6 

119.8 

120.2 

123.4 

Average Tax 
Rate 

9.75 

15.06 

10.26 

10.80 

Weighted 
Tax Rate 2 

8.51 

16.02 

10.70 

10.49 

'Per capita sales by Stat~ Is Included In Table 2 (Chapter 2). 
'Weighted by total clgar(,tte consumption. 

Tax-Paid 
Sales (In 
,."lIlIons 

of Packs) 

363.3 
600.1 

1,067.4 
1,904.3 

748.6 
484.6 
399.6 
271.5 

2,497.1 
?36.8 
502.9 
360.0 

1,397.4 
1,158.7 

647.9 
98.5 
57.7 

327.1 
115.7 
262.3 

88.9 
117.6 

3,481.6 
345.7 
349.9 

2,657.0 
399.6 

78.3 

Source: ACIR staff compilation from data In Tobacco Tax Council, Inc •• The Tax Burden on Tobacco (Richmond, Va.: 1975) Vol. 10, 
Table 7. p.12: Table 10, p. 19: Table 11, p. 22. 

21-437 0 - 78 - 7 
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Table A·S 
Retail PriC('i of Cigareltes by State 

(As of November 1, 1975) 
Welghled Slale and Federal R.lall Price 

Averag. Price Clgar.u. Taxe. Le.s Slale and Stale por Pack per Pack Federal Taxes 
Alabama 50.4¢ ·20.0¢ 30.4¢ Alaska 48.3 16.0 32.3 Arizona 49.1 21.0 28.i Arkansas 50.9 25.75 25.15 
C~·lIlornla 48.3 18.0 30.3 
Color~do 44.8 18.0 26.8 ('.onnacUcul 57.6 29.0 28.6 Dalawar!' 50.1 22.0 27.9 Dlalrlcl 01 Columbia 47.8 14.0 33.8 Florida 55.9 25.0 30.9 Georgia 47.9 20.0 27.9 HawaII 46.6 18.0 28.6 Idaho 42.5 17.1 28.4 1I11~011 48.4' 20.0 28.4 Inellana 38.7 14.0 24.7 Iowa 47.8 :'1.0 26.8 Kensal 46.6 19.0 27.G Kenlucky 36.0 11.0 25.0 Loulalona 48.1 19.0 29.1 Malna 49.9 24.0 25.9 Maryland 46.1 18.0 28.1 Maasachu8eUs 57.4 29.0 28.4 Michigan 47.9 19.0 28.9 Mlnn&lota 52.1 26.0 26.1 Misaluippi 46.4 19.0 27.4 Mluourl 44.1' 17.0 27.7 MOhlana 45.3 20.0 25.3 N.bras~ 46.8 21.0 25.8 Nenda 44.9 18.0 2!i.9 New Hampshire 43.9 20.0 23.9 New Jerny 53.6' 27.0 26.6 New Mexico 49.5 20.0 29.5 New York 54.2' 23.0 31.2 North Carolina 35.8 10.0 25.8 North Dakola 45.9 19.0 26.9 Ohio 48.5 23.0 25.5 Oklahoma 46.4 21.0 25.4 Oregon 42.4 17.0 25.4 Pennsy!¥anla 52.3 26.0 26.3 Rhode laland 52.2 26.0 26.2 Soulh Carolina 41.0 14.0 27.0 Soulh Dakola 45.0 20.0 25.0 T.nn ...... 48.3' 21.0 27.3 Texal • 53.3 28.5 28.8 Ulah 43.4 16.0 27.4 Vermonl 47.1 20.0 27.1 Virginia 37.9' 10.5 27.4 WaShington 53.0 24.0 29.0 W ... I Virginia 48.4 20.0 28.4 Wllconlln 51.3 24.0 27.3 Wyoming 42.6 16.0 26.6 Average (Median) 
lor All Sial ... 47.9¢ 20.0e 27.3¢ 

• Average prices shown here do not Include cigarette taxes that are Imposed by one or more municipalities In the soven States Identified. 
Sourco: ACIR siaff compllallon Irom dala In. Tobacco Tax Council, Inc" Tho Tax Burdon on Tobacco (Richmond. Va.: 1975) Vol. 10. Tabl.13, p. 53. 
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Alabama 
Alalka 
Arizona 
Arnn ... 
Calliornia 
Colorado 
Connecllcut 
Delaware 
Dlalrlcl 01 Columbia 
Florida 
aeorgla 
HawaII 
Idalla 
IINnoif. 
Indiana 
Iowa 
Kanau 
Kenlucky 
Loulalana 
M.ln. 
Maryland 
Mallachul.H, 
Michigan 
Mlnnelola 
Mllllllippi 
Miliourl 
Monlana 
Nebr.lka 
Nevada 
Now Hampahlr. 
New Je,.ey 
New MeXico 
New York 
North Carolina 
North Dakola 
Ohio 
Oklallamll 
'Oregon 
Pennlylvanla 
Rhode Illand 
Soulh Carolina 
Soulh Da kola 
Tenn~ ... 
Texal 
Ulah 
Vermonl 
Virginia 
Walhlngton 

. Well Virginia 
Wllconlln 
Wyoming 
Average (Median 

lor All 61alel) 
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Table A·S 
Retail Price of Cigarettes by State 

(As of November 1, 1965) 
Weighted Slale and peder,,1 

Average Price ClllareUel,u ... 
per Pack per Pack 

31.5¢' 15.0¢ 
M.4 1M 
29.6 14.5 
30~ 16~ 

25.5' 11.0 
27.1' 13.0 
30.1 16.0 
31~ 15~ 

24.1 10.0 
30.0 16.0 
30.6 16.0 
31.3 16.0 
29.8 15.0 
30.0 15.0 
28.8 14.0 
31.6 10.0 
30.5 16.0 
M3 1~5 

30.0 16.0 
29.6 16.0 
28.2 14.0 
31.0 16.0 
29.2 15.0 
30.3 18.0 
31.8 17.0 
26.2' 12.0 
30.9 16.0 
29.6 16.0 
2~9 1~0 

25.9 12.5 
30,1' lLO 
30.4" 16.0 
M~' 1M 
21.7 8.0 
30.2 16.0 
26.3 13.0 
30.4 16.0 
21.9 8.0 
2~8 16~ 

30.0 16.0 
26.2 13.0 
m5 1M 
29.5' 15.0 
33.8 19.0 
30.8 16.0 
32.5 18.0 
24.7' 11.0 
34.7 19.0 
28.4 14.0 
32.1 16.0 
26.5 12.0 

30.0¢ 16.0¢ 

• Average prices shown here do not Include cigarette taxes that arB Imposed ~y one or more mUnicipalities In the nine States Identified. 

Relall Price 
Lall Stale and 
Federal Taxlll 

16.5¢ 
18.4 
15.1 
14.3 
14.5 
14.1 
14.1 
16.0 
14.1 
14.0 
14.6 
15.3 
14.8 
15.0 
'14.8 
15.6 
14.5 
14.2 
14.0 
13.6 
14.2 
15.0 
14.2 
14.3 
14.8 
14.2 
14.9 
13.6 
14.2 
15.0 
14.1 
14.4 
16.6 
13.7 
14.2 
13.3 
14.4 
13.9 
13.8 
14.0 
13.2 
14.5 
14.5 
14.8 
14.8 
14.5 
13.7 
15.7 
14.4 
14.1 
14.5 

14.0¢ 

Sourc~: ACIR slaU compllallon Irom dalaln. Tobacco Tax Council, Inc" Tho Tax Burdon on Tobacco (Richmond. Va.: 1975) Vol, 10. Table 13. p. 58. 
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Table A-3 
Retail Price of ClgareHes by State 

(As of October 1, 1960) 
Welghled" Slale and Federal Relall Price 

Avorage Price ClgareHe Taxes Loss Slale and 
Slale per Pack por Pack ::=ederal Taxes 

Alabama 28.4¢ 14.0¢ 14.4¢ 
Alaska 29.3 13.0 16.3 
Arizona 23.7 10.0 13.7 
Arkansas 27.0 14.0 13.0 
Calilornia 25.2 11.0 14.2 
Colorado 20.9 8.0 12.9 
Connectlcul 24.1 11.0 13.1 
Delaware 24.6 11.0 13.6 
Dlslrlcl 01 Columbia 23.3 10.0 13.3 
Florida 25.7 13.0 12.7 
Georgia 26.7 13.0 13.7 
HawaII 26.3 11.9 14.4 
Idaho 26.3 13.0 13.3 
""nols 25.9 11.0 14.9 
Indiana 24.2 11.0 13.2 
Iowa 25.4 12.0 13.4 
Kansas 24.8 12.0 12.8 
Kenlucky 23.8 10.5 13.3 
Louisiana 30.3 16.0 14.3 
Maine 26.4 13.0 13.4 
Maryland 24.9 11.0 13.9 
Massachusells 27.7 14.0 ' 131" 
Michigan 27.7 14.0 13.7 
Mlnnesola 26.6 13.5 13.1· 
Mississippi 26.9 14.0 12.9 
Missouri 23.2 10.0 13.2 
Monlana 30.2 16.0 14.2 
Nebraska 25.5 12.0 13.5 
Nevada 25.9 11.0 14.9 
New Hampshire 24.0 11.5 12.5 
N6W Jersey 26.3 13.0 13.3 
New Mexico 26.9 13.0 13.9 
New York 25.8 13.0 12.8 
North Carolina 20.6 8.0 12.6 
North Ookala 27.0 14.0 13.0 
Ohio 26.0 13.0 13.0 
Oklahoma 26.1 13.0 13.1 
Oregon 20.6 8.0 12.6 
Pennsylvania 26.8 14.0 12.8 
Rhode Island 26.6 14.0 12.6 
Soulh Carolina 26.3 .13.0 13.3 
Soulh Dakola 26.8 13.0 13.8 
Tennessee 26.1 13.0 13.1 
Texas 28.7 16.0 12.7 
Ulah 26.2 12.0 14.2 
Vermonl 27.4 15.0 12.4 
Virginia 24.5 11.0 13.1i 
Washlnglon 28.5 14.0 14.u 
Wesl Virginia 26.2 13.0 13.:< 
Wisconsin 25.8 13.0 12.8 
Wyoming 25.6 12.0 13.6 
Average (Median) 

lor All Slales 26.1¢ 13.0¢ 13.a 

• Prices do not Include mUnicipal cigarette taxes. 
Source: ACIR staff compilation 'rom data In, Tobacco Tax Council, Inc., The Tax Burden on Tobacco (Richmond, Va.: 1975) Vol. 10. Tabl. 13, p. 8a. 
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Table A-4 
Per Capita Sales by Tax Rate, FY 1975 

Tax Paid 
Sales (In State Per Capita 

Tax Role Millions Population Sales (In Percent of U.S. 

(Cents) of Packs) (In Thousands) Packs) Average 

2·6¢ 4,664.6 26,757 174.4 133.2% 

8-12 10,110.4 78,530 128.8 98.4 

13-15 5,416.0 43,925 123,3 94.2 

16+ 7,474.3 63,912 117.0 89.4 

Source: ACIR slalf compilation from dala tn, Tobacco Tax Council, Inc., The Tax Burden on Tobacco (Richmond, Va.: 1975) Vol 10, Table 
10, p. 19; Table 11, p. 22; and U.S. Bureau of the Census, Population Estimates and Pro/ectlons (Washlnglon, D.C.: Governmenl 

Prlnllng Office, January 1976). 

Alaska 
New Mexico 
Arizona 
South Dakota 
Montana 
Oklahoma 
North Dakota 
Nebraska 
Wyoming 
Nevada 

Table A-5 
Reservation Indian Population 

(States with Greater Than 1 Percent) 
Percent of State Population 

18.8% 
7.6 
6.5 
4.5 
3.3 
3.2 
2.3 
1.7 
1.3 
1.0 

Source: Tayillr, Theodore W •• The States and TheIr IndIan Citizens (U.S. Deparlment of Inlerlor, Bureau of Indian AHairs: Governmenl 

Prlnllng Office, 19'/2) Appendix D. 

75 



76 

Alabama 
Alaaka 
Arizona 
Arkanaas 
Clllllorni. 
('.olor.do 
Connecticut 
Delawar. 
District of Co!umbl. 
Florida 
Oeorgl. 
HawaII 
Idaho 
IIIlnola 
Indiana 
Iowa 
Kansal 
K.ntucky 
Loul.lar..a 
Maine 
Maryland 
Ma .. "chu.etts 
Michigan 
Mlnneiota 
M'.a',,'pp' 
Mlasourl 
Montana 
N.br.ak. 
Naveda 
Haw Hamp.hlre 
N.w Jarsey 
N.w M.xlco 
N.w York 
North Carolina 
North Dlkota 
OhIo 
Oklahoma 
Oregon 
Penneylvanla 
Rhod. 1.land 
South Carolina 
!kluth Dakota 
T.nn ..... 
Texa. 
Utah 
V.rmont 
Virginia 
Waehlrlilton 
WI.conaln 
Wyoming 

U.S. TOTAL 
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Table A-6 
Estimated Ta~ Loss Due to Exemption of 

Tobacco Sales on Military Bases. FY 1973 

Tobacco 
Tax Lo .. 

(In Thouaanda) 

$ 3,949 
896 
768 

1.383 
22,583 

2,703 
1,731 

590 
1,731 

13,751 
5,425 
1,993 

227 
3,281 

344 

1,533 
582 

2,328 
843 

1,389 
3,458 
1,045 

282 
1.688 
1,226 

397 
1,088 

619 
504 

5,248 
1.453 
3.931 

881 
686 

1,811 
2,348 

50 
2,418 
1,603 
2,221 

385 
1,201 

19,344 
390 

9 
1,693 
5,802 

280 
184 

$130,242 

P8rcent of Groll 
CIgarette 
and Oth.r 

Tobacco Taxes 

8.7% 
27.4 
3.0 
3.5 
8.9 
8.3 
2.5 
4.8 
2.5 
8.4 
7.9 

28.0 
2.5 
2.0 
0.7 

5.3 
2.9 
4.4 
4.2 
4.2 
3.1 
0.8 
0.4 
6.7 
2.2 
3.8 
5.1 
5.9 
2.0 
3.1 

11.6 
1.2 
3.7 
8.8 
0.9 
5.1 

1.0 
8.7 

10.1 
4.6 
2.0 
7.9 
5.8 

9.9 
11.0 

0.4 
4.7 
4.1% 

Source: ACIR. S/./e ru./lon 01 MIII/ory Incoms.nd S/or. S./es (Washlngto". D.C.: Government Printing Dlllee. July 1976) pp. 14.15. 

>( 

~abama 

Arizona 
Arkansas 
California 
Colorado 
Connecticut 
Delaware 
Georgia 
HawaII 
Idaho 
Indiana 
towa 
Kentucky 
Loul.lana 
Maine, 
Maryland 
Massachusetts 
Michigan 
Minnesota 
M'.a""ppl 
Mlssllurl 
Nlontanll 
New Hampshire 
New Jersey 
New Mexico 
North Dakota 
Ohio 
Oklahoma 
Or.gon 
Pennsylvania 
Rhode Island 
South Carolina 
Sollth Dakota 
T6nn ... ee 
Texas 
Utah 
Virginia 
WaShington 
W .. t Virginia 
WI.consln 
Wyoming 

"APplies to milk only. 
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Table A-7 
Summary of State Unfair Sales Laws 

(All Data as of January 1, 1975) 

Unfair CIgarette 
Sale. 

X 

X 
X 
X 
X 

X 
X 
X 

X 

X 
X 

X 

X 
X 

X 
X 

X 

X 
X 

X 
X 

Unfair 
Sale. 

X 

X 
X 

X 
X 
X 
X 

X 

X 

X 

X 
X 

X 
Xb 
X 
X 

X 
X 

Unialr 
Practlc .. 

X 
X 

X 

Xa 
X 

X 

X 

X 

X 

x 

x 

b Applies only to grocery steres, 
Note: Violation of theso laws Is generally a misdemeanor. The penalty Is normally a small fine or up to $1,000 or Imprisonment for a short term In about a 

dozen States. The minimum markup allowed Is cost or a specific percentage ranging from 2 10 5 percent for wholesalers and 6 to 12.4 percent for 

retailers. 
Source: National Association of Tobacco Dealers, NATO Coordinator, (New York, N.Y.: 1975). 
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Table A-8 
Selected 1976 Cigarette Tax Data 

Welghled 
Local Gross Average 

Tax Paid Gross Clgarelle C/garelle Tax Price per 
Per Capita Sales Tax Collections' Collections' Pack' 

Siale (In Packs) (In Millions) (In Millions) (In Cenls) 

Alabama 116.2 $ 50.4 $ 9.7 50.1¢ 
Alaska 164.6 4.6 51.5 
Arizona 122.3 35.3 46.7 
Arkansas 119.1 44.7 52.6 
California 126.0 271.2 49.0 
Colorado 134.2 33.9 44.7 
Connectlcul 113.4 73.7 56.4 
Delaware 153.0 12.4 51.7 
Dlslrlcl of Columbia 167.7 10.1 51.9 
Florida 130.3 165.1 55.9 
Georgia 125.9 74.4 49.5 
HawaII 99.4 6.6 49.4 
Idaho 125.1 9.3 45.6 

""nols 134.4 176.9 16.1 49.4 
Indiana 166.6 53.1 40.6 
Iowa 124.4 46.5 49.4 
Kansas 127.7 32.1 46.1 
Kenlucky 230.9 23.5 36.9" 
Louisiana 139.6 56.2 48.9 
Maine 144.9 24.5 5\1.9 
Maryland 137.1 56.2 49.2 
Massachusells 116.9 143.1 57.3 
Michigan 138.0 139.0 48.3 
Mlnnesola 116.7 82.5 53.1 
Mississippi 120.9 31.2 46.6 
Missouri 139.5 59.6 19.9 45.9 
Monlana 124.9 11.2 47.6 
Nebraska 118.1 23.7 48.1 
Nevada 201.4 11.6 49.3 
New Hampshire 290.5 26.5 45.0 
New Jersey 122.4 170.1 0.2 56.9 
New Mexico 102.4 14.1 51.6 
New York 124.6 338.7 51.0 53.8 
North Carolina 230.2 25.1 36.6 
North Dakola 125.4 6.8 47.4 
Ohio 124.6 201.1 49.6 
Oklahoma 136.6 46.9 47.9 
Oregon 156.5 32.2 44.4 
Pennsylvania 116.8 253.0 53.3 
Rhode Island 150.2 25.4 52.3 
Soulh Carolina 136.8 23.2 42.2 
Soulh Dakola 116.7 9.6 46.4 
Tennessee 121.7 66.3 1.0 49.6 
Texas 121.4 273.2 53.3 
Ulah 77.9 7.5 44.7 
Vermont 171.1 9.7 47.0 
VIrgInIa 156.1 19.6 13.7 38.4 
Washlnglon 100'.3 56.9 53.7 
VIrgInia 129.7 28.1 48.9 
WIsconsIn 115.4 65.0 52.1 
WyomIng 161.5 4.6 43.4 

U.S. TOTAL 133.23 $3,518.6 $113.6 49.2¢' 

'Fiscal year ending June 30. 
2As of November 1,1976. 
'Weighted average of all taxing States. 
·Medlan for all States. 
Source: ACIR staff compilation from data In, Tobacco Tax Council, Inc., ThB Tax Burden on Tobacco (nlchmond, Va.: 1976) Vol. 11. Table 8, p. 13; Table 11 

p, 22: Tabl.13. p. 71; Tabl.16, p. 106. . 
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Appendix B 

Desc.ription of Statistical Methodology 
Used to Estimate Cigarette Sales and 

Revenue Impact of Cigarette :Bootlegging 

Estimatipg Cigarette Sales 

The method used to estimate cigaretie sales 
is cross-section, multiple regression analysis. 
A supply-demand model was :PQstulated to ex­
plain State per capita sales. The following 
simplifying assumption was made; the supply 
of in-State (i.e., .tax paid within the State) 
cigarettes was assumed to be perfe,ctly elastic 
at the prevailing price within the State. This 
assumption is either explicitly or .implicitly pre­
sent in most studies of cigarette demand, Con­
sequently, the per capita sales, of in-State 
cigarettes equals the quantity demanded, The 
reduced form equation becomes the demand 
function for in-State cigarettes: 

Qi =b;+ blXli + b2j + 
.. ,b lo Xloj +: ui l' i = 1. . ,50 

where Qi is the per capita sales of in-State ciga­
rettes in Stl;ltes i; Xli' .. X10i qre the ,values for 
the determinants of demand for State i; bo 
.. , blo are the parameters to be estimated; and 
Uj is the error term, The demand equation is 
assumed to be linear in the X variables, with 
the normal distribution assumptions and the 
independence of the error term alllo asserted. 

The independent variables tested consist of 
the following: 

Xl = State tax per pack, incltiding both 
cigarette·;l;r.d sales ta?Ces applie'd at 
the State level. 

X2 = local tax per pack (a weighted aver­
age of all local cigarette taxes within 
thl;! . State, excluding local sales 
taxes) . 

X3 = per capita income. 
X. = index of tourism. 
Xs = percent of population above the age 

of 18 years. 
Xs = index of border State price differen­

tials.' . 
X7 = index of religion.' . 
Xs = (binary varia'ble) c= 1 in western 

. States, and 
= 0 in eastern 

States. 
Xg = (binary variable) = 1 in lowest price 

.State in North­
east, and 

= 0 in all either 
States, 

Xl0 = (binary variable) = lin lowest price 
Staters) in. South, 
and ,.... 

;", 0 inW. all other 
States. 

The State tax per pack, Xl, was used as a 
proxy for the price of in-State cigarett~s, It is 
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expected that b,<o, implying that people buy 
less in-State cigarettes if the tax rate is high. 
Likewise, the local tax, X2 , was used as a proxy 
for the local price, and it is postulated that 
b2<0. 

If cigarettes are normal goods, per capi ta 
income, Xa , should be positively rela ted to 
pHr capita sales; hence b3 should be positive; 
b3>0. 

To measure the effect of tourism on per 
capita sales, per capita hotel and motel receipts 
were used as the index of tourism, X •. It is 
expected that b.>O. 

The percent of population over 18 years of 
age, X5, was also assumed to be positively 
related to per capita sales; b5>0. 

The index of price differentials, ~, ideally 
represents the demand for in-State cigarettes, 
which is derived from populations in border 
States, and vice versa. Cigarettes from other 
States here are considered to be substitute 
goods; hence the index of the price of these 
substitutes should be positively related to per 
capita sales of in-State cigarettes; bs> O. 

This index was constructed by weighting the 
differences in prices by the relative populations 
of the States in question.' If the border State 
price was higher than the base State price, the 
difference was weighted by the ratio of the 
border State population divided by the base 
State population. If the price in the border State 
was lower than in the base State, the price 
difference was weighted by the ratio of the base 
State population divided by the base State pop­
ulation, which is, iri" effect. the same as using an 
unweighted price difference. The logic of this 
approach is that if the price in the border 
State is higher, the size of the population of 
that State can affect the level of sales in the 
base State. However, if the price in the border 
State is lower, the population is irrelevant 
because residents of the base State will be mak­
ing cigarette purchases in the border State and 
population of the border State has no bearing 
on the effect of these purchases on cigarette 
sales in the base State. 

The f~rmula used was Xs = (Pdh-Pdl) where: 

K 
Pdh = ~ [Pj-P) (population of border State) 

j = 1 population of base State 
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K = number of higher price bordering 
States. 

Pj = price in jth higher price bordering State. 
P = price in the base State. 

n . 
Pdl = ~ (P-Pj) (population of base State) 

i = 1 population of base State 

n = number of lower price bordering States. 
Pi = price in the ith lower price bordering 

State. 

Only in a very crude fashion does this index 
take into account the availability of bootleg 
cigarettes, however, because it implicitly as­
sumes that the potential market for a State's 
cigarettes is made up of the entire population of 
the border States, with little or no account for 
the distance of populations from the border. 

This formula is adopted from a price dif­
ferential index used by Alexander Wiseman in 
his doctoral dissertation concerning the demand 
for cigarettes.2 Wiseman used the price differ­
ential weighted by the population in counties 
within 40 miles of the border. This is a superior 
technique to the method described above be­
cause it considers population concentrations, 
which are important factors in across-border 
smuggling, particularly casual smuggling. How­
ever, calculating this type of index for all 
States is extremely time consuming and is be­
yond the scope of this report. But this calcula­
tion is quite feasible for tax estimators in a 
single State who are attempting to develop 
cigarette tax revenue estimates. As will be ex­
plained below, this variable was significant in 
the cross-section analysis. It probably would 
be significant in a... time-series analysis for 
many States and should be used as a variable 
in a State cigarette sales equation. 

Again following the work of Wiseman, a 
religion index was constructed to account for 
religious opposition to smoking: X7 equals 
the percent of State population adhering to the 
Church of the Latter Day Saints (the Mormon 
belief) plus the percent belonging to the 
Seventh Day Adventists. The States with a high 
index are: Utah (74.6 percent), Idaho (27.8 per­
cent), Nevada (9.9 percent), Wyoming (9.3 per­
cen'j, and Arizona (6.3 percent). For the United 
Stf,1es as a whole, t.~ percent of the population 

'.r 
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adhere to these religions. The expected sign 
for b7 is negative, because these groups disap­
prove of smoking; b7 <0. 

Regional dummy variables allow for what 
is expected to be different habits, tastes, and 
preferences for' smoking in different regions. 
As indicated in Table 18 (Chapter 7), people 
in the West and North Central regions tend to 
smoke less than people in eastern States. The 
States west of Missouri and north of Texas were 
classified as western States, and all other 
States as eastern States. This classification al­
lows one to postulate an inverse relationship 
between Xa (equalling 1 for western States and 
zero for eastel'll States) and per capita sales; 
ba<o. 

The inclusion of the last two variables, Xg 
and X,o' represents an attempt to inject an 
interstate bootlegging dimension into the model. 
Previous cross"section studies considered only 
border State bootlegging, possibly because the 
interstate problem was. believed to be minimal 
or nonexistent at the time. In recent years, how­
ever, there is ample evidence to show that 
interstate bootlegging has escalated to unpre­
cedented levels, and as such, this aspect of 
demand should be included in the specifica­
tion of the model. 

This study assumes .that only the lowest 
price State in a region where interstate boot­
legging io present is likely to benefit from this 
kind of demand. The amount of gain in per 
capita sales depends, of c~urse, on the popula­
tion of the low-price State, the population of 
the high-price State, the price differential, the 
distance between the States, and the risk factor 
involved in the transportation of the contra­
band cigarettes. T9 avoid this complexity, two 
simple intercept dummy variables were used to 
account for the windfall gains received by the 
lowest price State in the two regions most 
affected by interstate smuggling. 

In the Northeast, New Hampshire was the 
lowest price State. Interstate bootlegging, in 
this case, could be casual to a great extent 
because of the large tourist flows through the 
State. This type of tourism is not picked up by 
the hotel and motel receipts variable, nor 
should it be, because this pass-through type of 
situation is essentially a casual smuggling 
problem, different from the kind of tourism in 
Florida, Nevada, and otl:Je;r States where tour-

ists stay for long periods and consume ciga­
rettes while in the State. The New Hampshire 
smuggling problem is also understated by the 
border State tax differential index, because 
the States of New York and Connecticut are not 
considered to border New Hampshire, although 
they are certainly close enough to make smug­
gling profitable. For these reasons, it is believed 
that New Hampshire has a unique type of 
interstate smuggling problem which must be 
handled via the binary variable Xg. 

In the case of the rest of the Eastern region, 
two States stand out in the Battelle-LEAA 
survey of cigarette bootlegging as the most 
cited sources of interstate contraband-North 
Carolina and Kentucky. Cigarettes from these 
two States have been found in States as far 
removed as Massachusetts, Minnesota, Texas, 
and Florida. The major source of New York's 
bootleg cigarettes is most i'Jrobably these two 
States. Variable X'O is meant to handle this 
important interstate smuggling phenomenon, 
taking on the value of 1 for each of the two 
States-Kentucky and North Carolina-and 
zero for the remaining States. The expected 
sign for both bg and b,o is positive because 
interstate smuggling concentrated around these 
particular States should have the effect of 
shifting upward the demand for cigarettes in 
these States; bg>o; b,o>o. 

Results of the Regression 

Per capita cigarette sales for 1975 were 
regressed on X, through X'O. The estimated 
coefficients b, through b,o, along with the t-sta­
tistics (in parentheses) are shown in Table B-1. 

From a simple statistical standpoint, the re­
sults appear to be satisfactory because (1) the 
R-squared was relatively high, (2) all the esti­
mated coefficents had their hypothesized signs, 
and (3) they were all significant to the standard 
95 perC'3nt confidence leveL It should be noted, 
ho~ever, that the significance of these vari­
ables is not coincidental. Some variables that 
were tried, such as the percent of population 
on Indian reservations and population density, 
had either the wrong sign or were insignificant. 
Because these variables were not deemed 
essential from a theoretical point of view, they 
were omitted for simplicity. Other variables, 
such as the urban-rural and male-female ratios, 
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Table B-7 
Results of Regression 

Variable 

State Tax 
Local Tax 
Per Capita Income 
Tourism 
Age 
Price Differential 
Religion 
Regional Dummy 
New Hampshire Dummy 
Kentucky-North Catollna Dummy 

Estimated Coefficient 

ql -3.63867 

b2 -5.51998 

b3 0.00569 
b4 0.05355 

bs :;: 2.40989 

bs 0.50338 

b7 -0.50978 

be -12.26431 
bg = 120.88257 
b,o = 60.26431 

t Statistic 

(-9.77) 
(,-2.65) 
( 4.23) . 
( 8.34) 
( 3.59) 
( 2.75) 
( -4.21) 
( -4.52) 
(14.79) 
( 8.70) 

R2 = 0.958 (0.949 when adjusted for degrees of freedom) 

bo = -16.3 (the Intercept term) 

Source: Computed by ACIR staff. 

also were excluded for simplicity reasons, 
based on previous studies, although they may 
still have some theoretical impact and other­
wise ought to be included. Some variables 
actually included were tried in more than one 
form, with the most "significant" form chosen 
for the final form. This was the case with both 
the religion index and the population age vari­
able. The other hypothesized forms tried were 
X:, the percent of 'population between the 
ages of 18 and 44, and X~, the percent of pop­
ulation adhering to some (any) religion. 

Finally, it should be noted that the dummy 
variables, Xg and X,o, were quite important in 
raising the R-squared. This would occur to 
some extent whether or not the variables were 
justified theoretically. In this case, however, 
the theoretical justification,is backed up by 
evidence of interstate bootlegging, and leaving 
out such variables would give rise to poor 
estimates that are biased and possibly insignif­
icant. To give some indication of the impor­
tance of these two variables in the estimation of 
cigarette demand, the regression was esti­
mated without these interstate dummy vari­
ables. The resulting R-squared was only 0.674 
(0.6ig after adjusting for degrees of freedom). 
Every I-statistic declined in absolute value, and 
three variables - religion, price differential, 
and per capita income-were no longer 
statistically significant. 
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A more detailed comparison of estimating per 
capita sales with and without the two inter­
state dummy variables is shown in Table B-2. 
It is observed that for 33 of the 50 States, esti­
mates making use of the interstate factors Xg 
and X,o are superior to estimates that ignore 
these factors. Moreover, the estimates of 
Kentucky, North Carolina, and New Hampshire 
sales are clearly out of line when the inter­
state factors are not considered, underscoring 
the fact that the model is misspecified as long 
as they are not explicitly considered as sources 
of interstate bootlegging. 

Another measure of the relative importance 
of these variables in explaining per capita 
sales is the beta weight or beta coefficient 
computed for each regression coefficient. The 
variables related to interstate smuggling-X" 
Xg, and XlO-had the largest beta weights. (X, is 
related to interstate smuggling because the 
higher a State's tax, the more likely the State 
is to lose in per capita sales via interstate 
smuggling.) It should also be noted that the 
border State price differential variable, Xo, 

had a considerably reduced beta weight when 
variables Xg and x,o were included. 

In summary, bootlegging variables are im­
portant in explaining the per G\1pita sales 
variation among. the States. This outcome was 
to be expected '(wm the widespread evidence 
of cigarette smuggling. Somewhat unexpected-

Slales 

Alabama 

'II Alaska 
Arizona 
Arkansas 
california 
Colorado 
Connectlcul 
Delaware 
Dlslrlcl of Columbia 
florida 
Georgia 
HawaII 
Idaho 
illinois 
Indiana 
Iowa 
Kansas 
Kenlucky 
Louisiana 
Maine 
Maryland 
MassachuseHs 
Michigan 
Minnesllia 
Mlssl.slppl 
Missouri 
Monlana 
Nebraska 
Nevada 
New Hampshire 
New Jersey 
New Mexico 
New York 
North Carolina 
NOlth Dakol~ 
Ohio 
Oklahoma 
Oregon 
Pennsylvania 
Rhode Island 
Soulh carolina 
Soulh Dakola 
Tennessee 
Texas 
Ulah 
Vermonl 
Virginia 
W ... hlnglon 
Wesl Virginia 
Wisconsin 
Wyoming 

1Jn packs per capita 

Source: Computed by the ACIR 518ft. 
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Table B-2 
1975 Per Capita Cigarette Sales1 

Estlmaled Esllmaled 
With Wlthoul 

Inlerslale Inlerslale 
Smuggling Smuggling 

/lclual Sales Varlabl"" Variables 
(In Packs) (In Packs) (In Packs) 

111.7 114.5 114.7 
150.4 146.7 139.5 
121.8 108A 101.8 
114.8 109.3 111.8 
127.1 130.9 129.0 
131.0 136.0 140.0 
110.2 116.3 108.4 
147.6 142.5 149.5 
176.5 175.9 189.9 
131.9 122.3 121.6 
122.9 128.4 137.4 

NA NA NA 
123.3 126.1 131.7 
131.8 130.8 127.0 
162.4 157.5 179.4 
120.5 130.5 135.8 
123.4 128.1 128.5 
223.0 224.3 194.8 
133.6 123.7 132.3 
140.7 120.7 126.0 
146.1 143.9 153.2 
126.1 130.9 134.1 
136.8 134.5 140.1 
111.5 116.0 114.0 
116.8 117.9 127.9 
'135.6 132.8 132.5 
123.7 122.2 122.4 
114.1 122.8 119.0 
205.2 208.0 208.5 
269.1 269.1 165.7 
122.3 121.9 118.0 
103.1 104.6 101.3 
123.9 120.4 109.0 
226.0 224.7 194.1 
117.9 123.5 122.:) 
122.5 127.8 131.7 
132.9 124.0 127.9 
154.4 144.4 155.8 
114.6 123.4 124.5 
154.7 143.8 156.3 
130.5 143.0 162.7 
113.5 123.6 127.2 
117.4 121.7 127.8 
116.0 110.0 107.2 

75.8 78.3 77.5 
155.5 159.6 185.5 
152.7 159.3 175.1 

99.5 104.4 90.9 
123.2 129.3 140.1 
113.5 115.6 114.4 
160.7 146.1 154.1 

83 
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ly, the interstate smuggling variables, Xg and 
XlO ' turned out to be relatively important 
when compared to the border State price dif­
ferential variable Xs. The social and dem(j­
graphic variables, especially tourism and reli­
gion, were also important factors in estimating 
cigarette sales in a number of States. 

Estimates of Gains and Losses From 
Cigarette Bootlegging 

The results of the regression analysis of 
cigarette demand were used to estimate gains 
and losses from cigarette bootlegging by the 
following method. The total variation in per 
capita 5ales was assumed to originate from two 
basic sources: smuggling and nonsmuggling 
factors. The per capita sales figures in Table 
B-3, column 1, were estimated using all the 
variables and regression coefficients obtained 
in the previous analysis. Hypothetical per 
capita sales figures were then estimated by 
varying only the factors unrelated to bootleg­
ging and multiplying, for each State, these 
variables by the regression coefficents obtained 
earlier. Every State was assumed to be uniform 
with respect to smuggling factors; hence, the 
hypothetical per capita sales figures vary from 
one State to another only as a result of the vari­
ation in nonsmuggling factors. These hypothet­
ical per capita sales estimates, displayed in 
column 2 of Table B-3, therefore represent the 
per capita sales that would have resulted if 
no bootlegging had occurred. Subtracting 
column 2 from column 1 gives the estimated 
per capita sales gain or loss resulting from 
bootlegging (column 3). 

This procedure for estimating gains and 
losses from cigarette smuggling depends on the 
division of the explanatory variables into two 
distinct groups-those affecting smuggling, and 
those not affecting smuggling. The first group 
is made up of the price differential (Xs). the 
interstate smuggling dummy variables (Xg and 
X lO), and the State and local tax on cigarettes 
(Xl and X2). The second group contains per 
capita income (X 3). tourism (X.J, age (Xs). 
religion (X7), region (X.). and the State and 
local tax (Xl and X 2 ). 

Because the State and local tax variabl'es 
were present in both groups, some means had 
to be devised to separate the consumption 
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effect of the tax froin the bootlegging effect. 
For this purpose, the State and local tax vari­
ables were replaced by retail price (including 
tax) and the regression was reestimated. The 
coefficient obtained for price was -2.44. Wise­
man estimated the price elasticity of demand to 
be between -0.26 and -0.38. A previous study by 
Lyon and Simon3 produced a range of -0.34 to 
-0.71. An elasticity of -0.34 was chosen to con­
form to these two estimates.· Substituting into 
the elasticity formula, 

6Q P 
Ed =--6--

6 P Q 

where Ed equals -0.34, P equals average price 
(47.5 cents). and Q equals average per capita 
sales (136.4 packs). resulted in: 

6Q 
6P = -0.98 

which is the expected coefficient of the price 
variable representing the consumption effect 
alone. The coefficient actually obtained from 
the regression was -2.44. Thus, about 40 percent 
of the change in per capita sales due to a 
change in price is the result of the consumption 
effect. The remaining 60 percent was assumed 
to be the result of bootlegging. It seemed plau­
sible to aSS:.Ime this 40-60 ratio also held for the 
change in per capita sales due to the change 
in the tax rate. Thus, 40 percent of the varia­
tion in Xl and X 2 was included in calculating 
the hypothetical per capita sales figures in 
Table B-3, column 2. . 

These per capita figures were multiplied by 
the population and the State and local tax per 
pack in each State in 1975 to obtain the revenue 
estimates in Table 19 (Chapter 7). The local tax 
rate is an average for the State as a whole. Only 
seven States had local cigarette taxes (the local 
sales tax was not included in this study). These 
States, their local cigarette tax rates, and the 
estimated revenue are shown in Table B-4 (New 
Jersey is excludep because the weighted local 
tax rate is insignificant). It was assumed that 
local per capita sales were identical to that of 
the State. This assumption leads to underesti­
mation of local revenue losses, because one 
would expect per capita sales to be lower due 
to more bootlegging in cities with local cigarette 

o 
State 

Alabama 
Ala.ka 
Artzona 
Arkanea. 
California 
Colorado 
Connecticut 
Delaware 
DI~trtct of C<.~umbla 
Florida 
Georgia 
HawaII 
Idaho 
IIIlnol. 
Indiana 
Iowa 
Ka ..... 
Kentucky 
Loul.lana 
Maine 
Maryland 
Maal.chu.ell. 
Mlchlil~n 
Mlnne.ola 
Mlaalulppl 
Millourl 
Montana 
Nebraaka 
N •• ada 
New Hampahlro 
New Jeraey 
New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 
Oklahoma 
Oregon 
Penn.yl,,,nla 
Rhode Illand 
South Carolina 
South Dakota 
Tenn ..... 
Telaa 
Utah 
V.rmont 
Virginia 
Welhlngton 
Wett Virginia 
Wllconlln 
Wyoming 

'in packs per capita. 
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Table B-3 
Estimated Per Capita Gains and Losses1 

(Based on 1975 Data) 
2 

Hypothetical 
Par Capita 

Eatlmaied Sal .. 
Per Capita (II No Smuggling 

Sal •• Occura) 

114.5 126.8 
146.7 141.0 
108.4 118.4 
109.3 126.6 
130.9 136.7 
136.0 134.7 
116.3 139.5 
142.5 144.9 
175.9 173.1 
122.3 143.6 
128.4 133.8 

NA NA 
126.1 122.6 
130.8 143.6 
157.5 146.9 
130.5 139.8 
128.1 133.6 
224.3 145.B 
123.7 128.0 
120.7 132.9 
143.9 143.4 . 
130.9 143.9 
134.5 140.3 
116.0 133.2 
117.9 122.3 
132.B 140.8 
122.2 125.7 
122.B 130.6 
20B.0 201.9 
269.1 143.5 
121.9 140.6 
104.6 110.5 
120.4 141.4 
224.7 148.B 
123.5 126.7 
127.B 13B.3 
124.0 127.5 
144.4 137.1 
123.4 140.1 
143.B 146.4 
143.0 137.1 
123.6 124.6 
121.7 133.9 
110.0 129.0 

7B.3 76.3 
159.6 141.6 
159.3 151.4 
104.4 124.0 
129.3 136.B 
115.6 132.1 
146.1 13B.4 

Sourc.: Compuled by Ihe ACIR 81all. 

3 

Per Capita 
Gain or 

Lo •• 
(1.2) 

-12.3 
5.7 

-10.0 
-17.3 
- 5.B 

1.3 
-23.2 
• 2.4 

2.8 
-21.3 
- 5.4 
NA 
3.5 

-12.8 
10.6 

- 9.3 
- 5.5 
78.5 

- 4.3 
-12.2 

0.5 
-13.0 
- 5.8 
-17.2 
• 4.4 
- B.O 
- 3.5 
- 7.8 

6.1 
125.6 
·lB.7 
- 5.9 
-21.0 
75.9 

- 3.2 
-10.5 
- 3.5 

7.3 
-16.7 
- 2.6 

5.9 
- 1.0 
-12.2 
-19.0 

2.0 
1B.0 

7.9 
-19.6 
- 7.5 
-16.5 

7.7 
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taxes than in the rest of the State. The useful­
ness of these local revenue figures therefore 
is severely limited. The data is provided only 
for the purpose of separating State revenue 
estimates from total State and local revenues, 
which were given previously in Table 19 (Chap­
ter 7). 

A word of caution is in order concerning 
these estimates. The gains and losses presented 
in Table 8-3, column 3, depend to a large de­
gree on the assumed price elasticity, -0.34. 

The sensitivity of estimated gains and losses 
to the selection of the elastici ty parameter (the 
consumption effect) is shown in Tab:e 8-5, in 
which gains and losses under three different 
elasticity values are compared. An argument 
can be made that consumption is more elastic 
(-0.68) now than 10 years ago because of the 
considerable rise in cigarette prices and taxes 
in recent years. The counter argument claims 
that although prices and taxes have risen, 
aggregate per capita consumption has also 
risen, suggesting, if anything, that consumption 
is very inelastic (-0.00). In the absence of 
conclusive evidence one way or another, the 
chosen elasticity (-0.34) remains plausible. 
Moreover, the gains and losses could have 
been' measured as the difference between the 
hypothetical and the actual per capita sales, 
as opposed to the difference between the 
hypothetical and the estimated per capita 

sales. Other facets of the analysis, such as the 
crude price differe.ntial variable and the 
dummy variable incorporation of interstate 
smuggling factors, make these estimates 
subject to an uncertain degree of error. 

The Impact of Cigarette Bootlegging on 
State Cigarette Revenue Estimates 

The first part of this appendix discussed the 
prime determinants of cigarette sales and how 
they are used in a cross-section analysis to esti­
mate tax revenues and revenues lost because of 
smuggling activity. These determinants can 
also be used in a time-series analysis to estimate 
cigarette sales in an individual State. If a State 
is not subject to a significant level of cigarette 
smuggling, the analysis is relatively straight­
forward and a large proportion of the variance 
in cigarette sales can be explained by tradition­
al variables, such as population, income, and 
price. 

To illustrate the methodology used to esti­
mate State cigarette sales, California was 
chosen as a test State because there appears 
to be little bootlegging activity and per capita 
sales are close to the national average (2.9 
percent below the national average). California 
does have a tax evasion problem because of the 
tax-free sale of cigarettes at military establish-

Table 8-4 

1 
Local 

Local Cigarette Tax Revenues 
(Based on 1975 Data) 

2 
~~ll'llllied 

3 4 
Hypothetical 

Cigarette Local Cigarette Local Cigarette Gain or 

86 

Tax2 

Stales 1 (cents/pack) 

Alabama 1.5 
Illinois 1.2 
Missouri 2.9 
New York 2.0 
Tennessee 0.2 
Virginia 1.7 

'New Jersey's local tax was considered negligible. 
'Local rate given Is average for entire State. 
Source: Computed by the ACIR staff. 

Revenues 
(In millions) 

$6.1 
17.5 
18.3 
43.6 

1.0 
13.4 

Revenues Loss 
(In millions) (In millions) 

$6.8 -$0.7 
19.2 - 1.6 
19.4 - 1.1 
51.0 - 7.4 

1.1 - 0.1 
12.7 0.7 

- .. .. 
,.. 
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Table 8-5 
Estimated Gains and Losses 1 Under Three Elasticity Assumptions, 

Paramet~ic Sensivity 
(I n Millions) 

Gain Gain 

or or 

Lo .. LOll 

State (Ed = 0.00') (Ed = 0.34) 

Alabama $ -9.3 $ -6.9 

Alaska 0.3 0.2 

Arizona -4.2 -3.4 

Arkansas -8.9 -6.5 

California -14.5 -16.0 

Colorado 1.5 0.3 

Connecticut -22.3 -15.1 

Delaware -0.3 -0.2 

District 01 Columbia 0.6 0.2 

Florida -51.9 -35.7 

Goorgla -2.6 -2.8 

HIlwall NA NA 

Idaho 0.7 0.3 

""nols -27.7 -21.7 

Indiana 7.4 4.0 

Iowa -5.1 -4.0 

Kansas -1.4 -1.6 

Kentucky 15.4 13.3 

louisiana -1.8 -2.1 

Maine 2.8 -2.1 

Maryland -0.2 0.2 

MassachuseHs -15.7 -12.1 

Michigan -6.3 ·6.9 

Minnesota -16.9 -12.2 

Mississippi -1.1 -1.3 

Missouri -5.9 -5.0 

Montana -0.1 -0.3 

Nebraska -2.0 -1.7 

Nevada 0.6 0.4 

New Hampshire 11.6 11.3 

New Jersey -37.4 -26.0 

New Mexico -1.1 -1.0 

New York -105.7 -72.3 

Norlh Carolina 19.5 16.6 

North Dakota -0.1 -0.2 

Ohio -20.8 -16.9 

Oklahoma -1.0 -1.2 

Oregon 2.8 1.5 

Pennaylvanla -50.1 -35.6 

Rhode Island -0.3 0.3 

South Carolina 3.1 1.4 

South Dakota 0.0 -0.1 

Tennessee -9.5 -7.8 

Texas -58.3 -43.1 

Utah 0.9 0.3 

Vermont 1.2 1.0 

Virginia 5.3 2.5 

Waahlng10n ·18.7 -13.2 

West Virginia -2.2 -1.9 

Wisconsin -19.4 -13.6 

Wyomlnij 0.5 0.2 

TOTAL (NeC) $-448.6 $ .. 337.1 

'Gains and losses are for 1975 total cigarette revonue Including State and local cigarette tax plus S~ate sales tax. 
trhls assumption was also employod lor estimating revptlr!es rosultlng from uniform tax credit plan In Table 12. 

Sourco: ACtA staff computation. -

21-437 0 - 78 - 8 

Gain 
or 

Lo .. 
(Ed = .0.88) 

$ -3.4 
0.0 
2.0 

-3.4 
-11.8 

-0.4 
-6.6 
0.0 

-0.1 
-16.3 

-1.9 
NA 
1.3 

-12.2 
1.3 

-2.1 
-1.2 
19.2 
-1.4 
-1.1 
-1.2 
-6.6 
-5.1 
-6.0 
-0.8 
-2.8 
-0.3 
-1.1 
0.3 

11.2 
-11.7 

-0.5 
-32.1 
14.0 
-0.1 

-10.1 
-0.7 
0.6 

-17.1 
-0.1 
0.0 

-0.1 
-4.7 

-20.0 
-0.1 
1.0 
0.3 

-6.2 
-1.1 
-6.4 
0.1 

$-144.3 
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ments. The recent ACIR report on military sales 
estimated that in 1973, California lost $22.6 
miIlion (about 9 percent) of total cigarette tax 
collections because of the military tax exemp­
tion. However, this situation has persisted 'for a 
number of years and should not seriously bias 
a time-series analysis. 

The time-series data for California was for 
fiscal years 1960-75. Normally more observa­
tions would be used, but California did not 
adopt a cigarette tax until July 1959. Additional 
observations can be obtained by using quarterly 
or semi-annual data, but that adds to the data 
collection problem and was not considered 
necessary for the purposes of this analysis. 
(The best choice would probably be semi­
annual data, which would increase the reliabil­
ity of the estimating equation and minimize 
the data collection problem.) 

The variables used to estimate California per 
capita cigarette sales are: percentage of the 
population over 18 years of age, the real retail 
price, real per capita income, and a time trend. 
The time trend is included to account for the 
habitual nature of cigarette smoking. The tax 
rate is neit included as an explanatory vari­
able because it is included in the retail price. 
An alternative approach would be to use the 
State tax rate and the retail price less the State 
tax rate. A health scare dummy was used in one 
equation and it was not significant, although it 
improved the R-squared slightly. All the inde­
pendent variables used in the analysis were 
significant and the signs were correct. The 

results of the time-series analysis for California 
are included in Table B-6. 

The estimation problem becomes more diffi­
cult in a: State that has an inflow or outflow of 
cigarettes from other States. Kentucky is an 
example of a State that exports large amounts 
of cigarettes to other States, largely because of 
a low cigarette tax rate (3 cents). 

A regression equation was run for Kentucky 
using the same variables and time period as for 
California. The only variable that was signifi­
cant was population. The R-squared was 0.932 
and the standard error was 8.14 packs or 5.5 
percent of the mean. 

The main element missing from the equation .. 
was a measure of the cigarette bootlegging 
effect in Kentucky. An attempt to measure this 
effect was made by using the tax differential 

. between Kentucky and Ohio. 
Ideally such a measure should be weighted 

by the population of all bordering counties 
within a certain distance of the border. This is 
a time consuming calculation that was not 

, . deemed necessary for this analysis but would 
probably be worthwhile for any State that has 
a significantly different tax rate than its neigh­
bors. A detailed discussion of such a calculation 
is contained in the Wiseman dissertation (pp. 
16-26) referred to earlier in this report. 

The addition of the tax differential variable 
to the Kentucky estimating equation significant­
ly improved the R-squared and reduced the 
standard error. However, the signs for popula­
tion and income were wrong and population 

Table B-6 
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Variable 

Constant 
TIme Trend 
Percent Populallon 18+ 
Real Price 
Real Per Capita 

Personal Income 

R2 = 0.969 
Standard error 

Results of California Time-Series Analysis 

Regression Coefficient 

91.110 
-2.335 
1.048 

-1.579 

0.0104 

of the estimate = 1.530 (1.1 percent of mean) 

Source: Complied by ACIR staff. 

t Value 

-7.300 
2.705 

-8.860 

3.047 

,. 

III 

Table B-7 
Results of Kentucky Time-Series Analysis 

Variable 

Constant 
Tax Dlfferenllal 
Real Per Capita Personal 

Income 
TIme Trend 
Population 18+ 
Real Relall Price 

R2 = 0.975 
Stand,ard error 

of Ihe estimate >= 5.036 (3.4 percent of mean) 
Source: Complied by ACIR staff. 

was no longer significant. This perhaps indi­
cates the overshadowing importance of the 
differential variable in States with bootleg 
problems. 

The coefficient for the tax differential indi­
cates that for each 1 cent advantage Kentucky 
has over bordering States, per capita sales will 
increase 4.86 packs. This is a conservative 
estimate because the price variable is highly 
correlated with the tax differential and takes 
away from its estimated importance. The re­
sults of the time-series analysis are presented 
in Table B-7. 

An attempt was also rnade to estimate ciga­
rette sales in Washington, a State that loses 
sales to neighboring Oregon. The results using 
the traditional variables (time, age of popula­
tion, income, and price) were very poor. The' 
R-squared was only 0.412 and none of the vari­
ables were significant. The addition of the tax 
differential variable (differential between 
Oregon and Washington) improved the R­
squared to 0.730 and reduced the error. How­
ever, only the tax differential was significant. 
The coefficient of the tax differential was 
2.691, which indicates that sales in Washington 
are reduced 2.7 packs for eve'ry cent that the 
Washington tax exceeds the Oregon tax. Be­
cause the tax differential betwelm Oregon and 
Washington is 7 cents, the effect on sales is 
18.9 packs per capita. In 1975, Washington per 
capita sales were 24 percent below the U.S. 
average. If 18.9 packs were added, Washington 
sales would be less than 10 percent below the 

Regression Coefficient I Value 
600.047 

4.863 4.139 

-3.e08 -1.022 
4.110 .216 

-2.963 -0.654 
-8.266 -3.708 

U.S, average. The remammg difference, as 
well as the relatively low R-squared for the 
estimating equation, may be explained by the 
loss of taxable sales to Indian reservations 
where cigarettes are sold tax free. 

In the absence of bootlegging, sales can be 
estimated with reasonable accuracy given tradi­
tional variables. But the existence of cigarette 
bootlegging distorts traditional relationships 
and requires the use of new, more sophisticated 
estimating techniques.s To develop accurate 
estimates of cigarette tax revenues, State rev­
enue estimators should take into account the 
problem of cigarette bootlegging. 

Data Sources 

Per Capita Sales, State Tax, Price-Tobacco Tax 
Council. Inc., The Tax Burden on Tobacco 
(Richmond, Va.: 1975) Vol. 10. 

Local Tax-UnpUblished data from the Tobacco 
Tax Council, Inc. 

Per Capita Income-Bureau of Economic Anal­
ysis, Survey of Current Business (Dept. of 
Commerce, Washington, D,C.: Government 
Printing Office, August 1976). 

Tourism Index-Computed from U,S. Bureau of 
the Census, 1972 Census of Selected Services; 
Area Statistics (Washington, D.C.: Govern­
ment Printing Office, 1972) Vol. II, 

Age of Population - U.S. Bureau of the Census, 
Estimates of the Population of 3tates by Age: 
July 1, 1974 and 1975, Series P. 25, No. 619, 
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(Washington, D.C.: Govermnent Printing Of-

fice, 1976). '1 . 
Price Differential-ACIR staff com PI atlOn. 
Religion Index-Computed from Douglas W. 

FOOTNOTES 

'Price differences of 1 cent or less were ignored ~n the 
calculation of the price differential index because It. was 
believed that such small differences would n~t contflb~te 
to bootlegging. Some judgment was employed In determln­
. the set of States that border the base State. For ex­
Ing I Arizona and Colorado were not considered bord:r 
~~ie:'because the horder contact is minimal and there IS 
low population density around the point qf contact. . 

d C W· an "The Demand for CIgarettes In 'Alexan er . Isem , T PI''' 
the United States: Implications for Stat~ ax 0 ICY, 
doctoral dissertation, University of Washington, January 
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Johnson, Paul R, Picard, and Bernard ~uinn, 
Churches and Church Membership 10 the 
United !:itates, 1971 (Washington, D.C.: Glen­
mary Research Center, 1974). 

1968. . EI t"1 f 
'Herbert L. Lyon and Julian L. Simon, "Price" as ICI r 0 

Demand ~"r Cigarettes in the United Statlls, American 
Journal of Agricultural Economics, Vol. 50, November 

1968, p. 892. . I"t 't' 
'For an extensive listing of previous prICe e astlCl y ~s 1_ 

mates for cigarette demand, see Paul B, Manche~ter, An 
Econometric Analysis of State Cigarette Taxes, PrIces, and 
Demand, With Estimates of Tax-Induced. Interst~te Boot­
legging," a thesis submitted to the UniverSity of Minnesota, 
August 1973, p. 37. I' " 

'Paul B. Manchester, "Interstate Cigarette Smugg lng, 
Public Finance Quorterly, Vol. 4, No.2, April 1976. 

.. 

113 

Appendix C 

Proposed Federal Legislation to 
Implement ACIR Recommendations With Respect to 

Cigarette Bootlegging 

FEQERAl CONTRABAND LEGISLATION 

A Bill 

To eliminate racketeering in the sale and distribution of cigarettes, and. 
for other purposes. 

Be it enacted by the Senote and House of Representotives of the United 
States of America in Congress assembled, 

STATEMENT OF FINDINGS AND PURPOSE 

1 SECTION 1. (a) The Congrp.ss finds that: 

2 (1) there is a widespread traffic in cigarettes moving in or otherwise affecting interstate or 
3 foreign commerce, and that the States are not adequately able to stop the movement into and sale 
4 of such cigarettes in violation of their tax laws through the exercise of their police power; 
5 (2) there is a causal relationship between the flow of cigarettes into interstate commerce to 
6 be sold in violation of State laws and the rise of racketeering in the United States; 

7 (3J organized crime has realized multi-millions of dollara in profits from the sale of such 
8 cigarettes in violation of State laws, and has channelled such profits into other illicit activities; 
9 (4) a sharply expanded Federal role in the fight against cigarette smuggling is essential if 

10 there is to be an effective law enforcement effort against cigarette smuggling since the interstate na-
11 ture of the crime places individual States at too great a disadvantage to handle these problems 12 effectively; 

13 (5J certain records maintained by dealers in cigarettes will have a high degree of usefulness 
14 in criminal, tax, and regulatory investigations. 

15 (b) It is purpose of this act to provide a timely solution to a serious organized crime problem 
16 and to help provide relief to many cities and States. 

17 SECTlON 2. Title 18, United States Code, is amended by inserting immediately after chapter 18 59 thereof the fOllOWing new chapter: 
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"SECTION 
"1285. Defini tions. 
"1286. Unlawful Acts. 
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"Chapter 60. CIGARETTE TRAFFIC 

"1287. Recordkeeping and Reporting. 
"1288. Penalties. 
"1289. Effect on State Law. 
"1290. Enforcement and Regulations. 

"SECTION 1285. Definitions. As used in this chapter: 
"(a) the term 'cigarette' means: 

"(1) any roll of tobacco wrapped in paper or in any substance not containing 
tobacco, and 

"(2) any roll of tobacco wrapped in any substance containing tobacco which, 
because of its appearance, the type of tobacco used in the filler, or its packaging and label­
ing, is likely to be offered to, or purchased by, consumers as a cigarette described in 
paragraph (1). 

"(b) the term 'contraband cigarettes' means a quantity in excess of twenty thousand 
cigarettes, bearing no evidence of the payment of applicable State cigarette taxes in the 
State where they are found, and which are in the possession of any penlOn other than 

"(1) a person holding a permit issuedrpursuant to chapter 52 of title 26, United States 
Code, as a manufacturer of tobacco products or as an export warp.house proprietor, or a 
person operating a customs bonded warehouse pursuant to 19 U.S.C. 1311 or 1555, or an agent 
of such person; 

"(2] a common or contract carrier; provided, however, that the cigarettes are desig­
nated as such on the bill of lading or freight bill; 

"(3) a person licensed, or otherwise authorized by the State where the cigarettes 
are found, to deal in cigarettes and to account for and pay applicable cigarette taxes imposed 
by such State; or 

"(4) an officer, employee, or other agent of the United States, or its departments 
and wholly owned instrumentalities, or of any State or any department, agency, or political 
subdivision thereof, having possession of cigarettes in connection with the performance of 
their official duties. 

"(c) the term 'common or contract carrier' means a carrier holding a certificate of con­
venience or necessity or equivalent operating authority from a regulatory agency of the 
United States or of any State or the District of Columbia; 

"(d) the term 'State' means any State, or the District of Columbia, which requires a 
stamp, impression, or other indication to he placed on packages or other containers of 
cigcrettes to evidence payment of cigarette taxes; 

"(e) the term 'dealer' means any person who sells or distributes in any manner any 
quantity of cigarettes in excess of 20,000 in a single transaction; 

"(f) the term 'Secretary' means the Secretary of the Treasury or his delegate; 
"(g) the term 'person' means any individual, corporation, company, association, firm, 

partnership, society, or joint stock company. 
"SECTION 1286. Unlawful Acts. 
"(a) It shall be unlawful to ship, transport, receive, or possess contraband cigarettes. 
"(b) It shall be unlawful to knowingly make any false statement or representation with 

respect to the information required by this chapter to be kept in the records of a dealer. 
-"SECTION 1287. Recardkeeping and Reporting. Each dealer shall maintain such re­

cords of shipment, receipt, sale, or other disposition, of cigarettes at such place, for such 
period, and in such form as the Secretary may by regulations prescribe. Dealers shall make 
such records .available for inspection at all reasonable timeS, and shall sumbit to the Secre-
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tary such reports and information with respect to such records and the contents thereof as 
he shall by regulations prescribe. The Secretary may enter during business hours the 
premises (including places of storage) of any dealer in cigarettes for the purpose of in­
specting or examining: 

"(a) any records or documents required to be kept by the dealer, and 
"(b) any cigarettes kept or stored by the dealer at such premises. 
"SECTION 1288. Penalties, 
"(a) Whoever violates any provision of this chapter or regulations promulgated there­

under shall be sentenced to pay a fine of not more than $10,000, or to be imprisoned for not 
more than two years, or both. 

"(b) Any contraband cigarettes involved in any violation of the provisions of this chap­
ter shall be subject to seizure and forfeiture, and all provisions of the Internal Revenue· 
Code of 1954 relating to the seizure, forfeiture, and disposition of firearms, as defined 
in section 5845(a) of that Code, shall, so far as applicable, extend to seizures and forfeitures 
under the provisions of this chapter. 

"SECTION 1289. Effect on State Law. Nothing in this chapter shall be construed to 
affect the concurrent jurisdiction of a State to enact and enforce State cigarette tax laws, 
to provide for the confiscation of cigarettes and other property seized in violation of such 
laws, and to provide penalties for the violation of such, laws. 

"SECTION 1290. Enforcement and Regulations. The Secretary shall enforce the provi­
sions of this chapter and may prescribe auch rules and regulations as he deems reasonably 
J1ecessary to carry out the provisions of this chapter." 

SECTION 3. 
(a) Except as provided in subsection (bJ, the provisions of chapter 60 of title 18, United 

States Code, shall take effect on the first day of the first month which begins more than 120 days 
dter ena.ctment. 

(b) The following sections of chapter 60 title 18, U!1ited Stales Code, shall take effect 
on the date of enactment of thjs act: Sections 1285, 1286 ,(a), 1288, 1289, .and 1290. 

SECTION 4. The title analysis of title.18, United States Code, is amended by inserting im-
mediately below the item relating to chapter 59 the following: "60. Cigarette Traffic ......... 1285." 

SECTION 5. ' 
(a) Se,clion l(b) of the act of August 9, 1939, c. 618, 53 Slat. 1291, as amended [49 U.S.C. 781 

(b)), is amended by: 
(1) striking out "or" at the end of paragraph (2); 
(2) striking out the period at the end of paragraph (3) and insertmg in lieu thereof; "or"; and 
(3) adding after paragraph (3) the following new paragraph (4) to read as follows: 

"(4) Any cigarettes; with respect to which there has been committed any violation of ,my 
provision of chapter 60 of title i8 or any regulation issued pursuant thereto." 

(bl Section 7 of the act of August 9, 1939, c. 618, 53 Stat. 1291, as amended (49 U.S.C. 787). is 
amended by: 

(1) striking out "and" at the end of subsection (e); . 

and 
(2) striking out the period at the end of subsection (fl and inserting in lieu thereof "; and"; 

(3) adding after subsection (f) the following new subsection (gJ to read as follows: 

"(g) The term 'cigarettes' means 'contraband cigarettes' as now or hereafter defined in 
section 1285(b) of title 18." 
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PROPOSED AMENDMENT TO THE BUCK ACT 

An Act 

To permit State and local governments to tax cigarettes [or other tobacco products] sold in 
Federal areas. 

3 Amend title 4, chapter 4, section 110 United States Code by adding subsections (f), (g) and (h) 
4 to read: 
5 (f) The term "cigarette" means any roll for smoking made wholly or in part of tobacco, ir-
6 respective of size of shape, and irrespective of the tobacco being flavored, adulterated or mixed 
7 with any other ingredient, the wrapper or cover of which is made of paper or any other substance 
8 or material except tobacco. 
9 (g) The term "tobacco products" means cigarettes, cigars, little cigars, smoking tobacco, chewing 

10 tobacco and snuff made wholly or partially of tobacco or any substitute thereof whether flavored, 
11 adulterated or mixed with another ingredient. 
12 (h) The term "a facility of an appropriated or nonappropriated fund activity of a voluntary, un-
13 incorporated association" means a facility authorized by law or promulgated by the head of a de-
14 partment or agency of the United States. Such facilities include, but are not limited to, post ex-
15 changes, ship stores, ship service stores, commissaries, officers and noncommissioned officers 
16 clubs, filling stations and licensed traders located on U.S. military or other reservations. 
17 Amend title 4, United States Code, by adding section 113 to read: 
18 SECTION 113. Tax on Cigarettes [tobacco products] sold on military or other reservations. 
19 (a) Notwithstanding any other provisions of this act, all taxes levied by any State, territory, or 
20 the District of Columbia upon, with respect to, or measured by, sales, purchase, storage, or use of 
21 cigarettes [or tobacco productsl may be levied in the same manner and to the same extent, with 
22 respect to such cigarettes [tobacco products] when sold by or through a facility of an appropriated or 
23 nonappropriated fund activity of a voluntary, unincorporated association, located on U.S. 
24 military or other reservations, within a State or territory imposing such a tax including the District 
25 of Columbia, when such cigarettes [tobacco products] are not for the exclusive use of the United 
26 States. Such taxes so impospd shall be paid computed on the basis of the rate imposed by the taxing 
27 jurisdiction, to the appropriate taxing authority of the State or territory including the District of 
28 Columbia within whose borders the selling facility is located. 
29 (b) The officer in charge of such reservations shall, on or before the fifteenth day of each month, 
30 submit a written statement to the proper taxing authol'ities of the State, territory, or the District of 
31 Columbia within whose borders the reservation is located, showing the amount of such cigarettes 
32 [tobacco productsl with respect to which taxes are payable under subsection (a) for the preceding 
33 month and remit such taxes to the proper taxing authority. No report or payment of taxes is required 
34 with respect to any cigarettes [tobacco products] purchased under circumstances where the tax is 
35 paid at or prior to time of purchase by the seller of such cigarettes [tobacco productsl. 
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Appendix D 

Testimony Presented to the Advisory Commission on 
Intergovernmental Relations, December 16, 1976' 

Statement by 

Leon Rothenberg 
Executive Director 

Federation of Tax Administrators 

My name is Leon Rothenberg. I am Executive 
Director of the Federation of Tax Administra­
tors, and in that capacity, I also serve as 
Executive Secretary of the National Associa­
tion of Tax Administrators and the National 
Tobacco Tax Association. I express the thanks 
of the state officials who make up this Danel 
for the opportunity to tell you of their con~erns 
and rec~mmendations with respect to cigarette 
bootleggIng. These state officials have impor­
t~nt responsibilities in the sta tes' efforts against 
Clg~rette tax bootlegging, and it is my pleasure 
to Introduce them, in the order in which they 
will speak. They are: 

• Mr. Owen L. Clarke, Commissioner 
~assachusetts Department of Corpora~ 
!lons and Taxation. Mr. Clarke is Presi­
dent of the National Association of Tax 
Administrators: 

• Mr. James H. Tully, Jr., Commissioner, 
New York State Department of Taxation 
and Finance. 

• Mr, Arthur C. Roemer, Commissioner of 
Revenue, Minnesota Department of Rev-

enue. Mr. Roemer is Chairman of the 
Committee on Contraband Legislation of 
the National Tobacco Tax Association. 

• Mr. J. Robert Murphy, Deputy Director, 
New Jersey Division of Taxation. Mr. 
Murphy is President of the National 
Tobacco Tax Association. 

• Detective Edward Lorch of the New 
York City Police Department. 

Among the several alternatives presented in 
the excellent ACIR staff report on cigarette 
bootlegging, the panel respectfully recommends 
that this Commission express support for the 
early enactment of federal contraband ciga­
rette legislation. In making this recommenda­
tion, the panel points out that the National 
Association of Tax Administrators and the 
National Tobacco Tax Association, over a span 
of years, have adopted resolutions urging Con­
gress to enact contraband cigarette legislation, 
and that these resolutions have had the unani­
mous support of the revenue departments of 
each of the 50 states. 

Cigarette Bootlegging-An Interstate Problem 

The stat~s feel that cigarette bootlegging is 
wholly an Interstate problem which arises from 
the fact that under a federal system, each state 
determines its own tax rates and makes this 
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determination on the basis of a wide range of 
factors. . h 

The fact that interstate tax problems m. t e 
cigarette tax field have become especIally 
intense is attributable to the ease with w.hich 
cigarettes can be transporte? across state lmes, 
the price consciousness of CIgarette consumers, 
the special appropriateness of cigarette taxes 
as a source of marginal state revenue, and most 
recently, the impact on cigarette tax rates of. the 
U.S. Surgeon General's findings on the relatIon­
ship of health and smoking. 

With respect to the last, the disparity ~n state 
cigarette tax rates, which has always eXIsted to 
a limited degree, was expanded sh~rply aft~r 
the issuance of the Surgeon General s report ill 
the mid-1960's. This occurred because some 
states viewed the findings as a valid and con­
vincing basis for increasing cigarette taxes 
more sharply than ever before, while other 
states, notably the tobacco producing states, 
kept cigarette taxes at their former level. 

Limitations on the States' Capacity to Deal 
With Cigarette Bootlegging 

Without federal assistance, state revenue 
department efforts, even ~t an. accelerated 
pace, cannot be effective agamst CIgarette boot­
legging (1) because of its interstate character, 
and (2) because the widespread presence of 
organized crime makes it a police proble~ .of 
peculiar complexity rather than a tax admillIs-
trative problem. . 

State tax enforcement personnel are audItors 
and investigators, rather than law enforcement 
officers and their authority does not extend 
beyond'the borders of their respecti~e stat?s. 
State revenue departme~ts have gIven ill­
creased emphasis tei law enforceIi1e~t :ffor.ts 
because of bootlegging, but they are hmlted ill 
these efforts by budgetary considerations a~d 
by the secondary position of cigarette taxes I,n 
state revenue systems. . 

The states' major taxes-sales taxes and m­
come taxes-are administered at less than two 
percent of total collections. It would be diffi­
cult for a state revenue department to justify 
incurring costs in an amount equivalent to a 
double digit percentage of cigarette tax collec­
tions in order to cope with a police problem 
that is wholly interstate in origih. 
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Urgent Need for Contraband Legislation 

There is an urgent need for the prompt enact­
ment of a cigarette contraband bill. In 1972, the 
only time a congressional hearing w~s held on 
contraband legislation, federal agencle.s reco~­
mended a delay in federal interventIo~ untIl 
the states had an opportunity to deal With the 
problem themselves. 

The states have accelerated their efforts, but 
the failure of the federal government to apply 
its superior enforcement capacity has enabl:d 
cigarette bootlegging to grow and spread, whIle 
the presence of organized crime in these opera­
tions has become more firmly entrenched. State 
tax administrators believe that further delay 
in the enactment of a contraband bill would 
further entrench organized crime in this area, 
would magnify the bootlegging problem, and 
would make a solution to the problem more 
difficult than it is now. 

The ACIR Federal Uniform Rate Proposal 

There is general recognition t~at a comple~e 
solution to the cigarette bootleggmg problem IS 
possible only by making state cigarette tax rates 
more uniform than they are now. The ACIR 
staff report proposal for a federal in~entive ~o 
induce greater uniformity has ment and IS 
worthy of thorough examination. 

However, the proposal may be much more 
controversial than the contraband bill because 
it involves the federal assumption of a state 
tax preserve, and it would necessitate. that 
smokers in low cigarette tax states pay hlg?er 
taxes in order to mitigate a problem, which, 
superficially, appears to pelate to the higher 
taxing states only. It is difficult to foresee early 
passage of the proposal, and the state revenue 
departments would hope that, if c?ngression~l 
consideration is given to the adoptIon of a UllJ­

form rate statute, such consideration would 
be preceded by the enactment of contraband 
legislation to deal with the severe law enforce­
ment needs now confronting the States. 

Contraband Legislation and State 
Anti-Bootlegging Efforts 

The state revenue departments do not con­
template any diminution of their own anti-

bootlegging efforts if federal contraband legis­
lation were enacted. Rather they anticipate that 
the presence of a federal enforcement agency 
in the campaign against bootlegging would con­
tribute significantly to the sta'.es' effectiveness. 
The federal presence would provide a unifying 
influence which could include the training of 
state personnel and recommendations for 
statutory changes and operational improve­
ments. 

The ACIR staff report recommends that the 
states assume half of the federal enforcement 
costs that would result from contraband legis­
lation. I believe that if this feature would 
increase the likelihood of Congress' enactment 
of contraband legislation, the states would 
accept this provision. They would be con­
cerned, however, that questions might arise 
with respect to the implementation of the 
proposal which would further delay the enact­
ment and effective application of federal con­
traband legislation. At the same time, it would 
be appropriate to point out that a strong case 
can be made for federal assumption of c()ntra­
band enforcement costs. A substantial number 
of states are directly affected by cigarette boot­
legging. The nation as a whole is affected 
because of the impact of cigarette bootlegging 
profits on organized crime nationally. 

Sales of Cigarettes on Military Installations 

My concluding comment is to express the 
state revenue departments' unanimous and full 
Support for the ACIR staff report recommenda­
tion that Congress enact legislation allowing 
state and local gDvernments to extend the ciga­
rette ta'x and the sales tax on cigarettes to sales 
of cigarettes on military installations. 

Statement by 

Owen L Clarke 
President 

National Association of 
Tax Administrators 

The report of ACIR, "Cigarette Bootlegging­
A State and Federal Responsibility?" represents 
another of the high quality reports on state 
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problems with federal solutions which the staff 
of the Commission has submitted in recent 
years. Speaking both as President of the Na­
tional Association of Tax Administrators and as 
Commissioner of Corporations and Taxation for 
the Commonwealth of Massachusetts, a state 
which has an extremely high exposure to boot­
legging, I look upon this report as an incisive 
and informative analysis of this ever increasing 
cancer which threatens to subvert all attempts 
to improve state tax administration and which 
constitutes a real danger to the federal tax sys­
tem as well. 

The revenue loss which is attributable to boot­
legging, now estimated to exceed $400,000,000 a 
year, has b-ecome the source of the new "laun­
dered" funds from which organized crime 
finances its take-over of what is too frequently 
referred to as legitimate businesses. Like it or 
not, this capital formation system, so huge in 
amount and so reliable in its availability, 
challenges all agencies of government -state, 
local and federal- to prevent the mushrooming 
expansion of organized crime into the field of 
tax collection. At a time when many states 
struggle with the spiraling cost of government, 
it seems incomprehensible that organized crime 
can divert such enormous amounts of state 
funds to criminal activities because they know 
that the states are unable to regulate interstate 
commerce and that the federal government re­
fuSes to recognize its responsibility to police 
interstate crime. 

For the federal government to respond that 
bootlegging is a major problem in less than 
twenty states, and that therefore there is no 
impelling need for federal intervention, is to 
ignore the fact that over 600/0 of the population 
of the country resides in such states and even 
to more rashly dismiss the rapid inroads which 
bootlegging is making in all states. 

Further, to retreat in the attack on organized 
crime by forcing a reduction in tax rates with­
out first seeking to use the powers which are 
uniquely vested in the federal government 
seems to some to be abandonment or a sur­
rendering of some of our national destiny to 
criminal overlords. 

The failure of the federal government to now 
participate vigorously' and effectively in the 
battle against cigarette bootlegging can only 
result in the consequences which the ACIR re-
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port so adequately sets forth on page 4. The 
summary of findings on pages 5-7 are clearly 
supportable. 

The recommendations which have been 
submitted have been reviewed by Massachu­
setts and from that one state's point of view I 
would respond to the major items as follows: 

Recommendation 2: Strengthen State Ciga­
rette Laws. Massachusetts does have penalties 
which could be increased in severity, although 
in the most recent case, f,.:lIowing arrest and 
arraignment. the violator upon conviction, 
could be subject to a priSI/\l term of four years 
and a $4,000 fine or both. 
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Recommendation 4: Increase State Funding 
for Law Enforcement. It is true that when tax 
rates are increased bootlegging inevitably in­
creases. Experienced administrators, however, 
will support the fact that legislators too fre­
quently relate the need for increased enforce­
ment funds as more properly the province of 
police agencies rather than tax agencies. The 
enforcement needs are bypassed when the 
increased tax rates are enacted. 

Recommendation 5: Compensation for Af­
fixing Indicia. Discounts paid to affix indicia 
should be eliminated and Massachusetts sup­
ports the staff recommendation that such funds 
should be used to increase enforcement activi­
ties. We believe, however, that some analysis 
should be made of the different methods used 
for stamping. There is a strong opinion held 
by some administrators that bootlegging resorts 
to ink stamping devices in preference to paper 
sl,amps or decals. In Massachusetts I have re­
cently ruled that no additional approval will 
be given for ink stamping and I have recom­
mended that all indicia be by decals beginning 
in 1977. 

Recommendation 6a: Status Quo. This recom­
mendation, I believe, does not correctly state 
the full cause of or responsibility for bootleg­
ging. It is true, of course, that high tax rates 
have impelled the problem. But the fact that 
the trafficking is across state lines severly in­
hibits state protective action and, therefore, 
the federal government, which alone can 
exercise interstate commerce restrictions, must 
bear much of the responsibility for controlling 
the crime. Federal assistance cannot and must 
not remain at the level now obtaining. 

Recommendation 6b: Increased Federal 
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Assistance. Massachusetts expresses serious 
reservations about the effect which individual 
state enforcement procedures may have on 
bootlegging even with technical additions to 
staff if there is to be no participation of federal 
agencies in direct enforcement. Increased com­
petency will have its positive results, of course, 
but its total overall effect on the "normous 
problem will be minimal. 

Recommendation 6c: Enact Federal Contra­
band Legislation. Massachusetts endorses this 
proposal as the most effective and necessary 
recommendation in the report. 

The total effort of the states which have been 
assertive in their enforcement activities is 
conclusive evidence that, absent federal contra­
band legislation, little can be accomplished 
by the states. The experience of the states and 
federal agencies with the provisions of the 
Jenkins Act when the agencies involved decid­
ed to participate with each other in the enforce­
ment of it, demonstrates that a joint partner­
ship of state and federal agencies is required 
and can, in fact, substantially reduce the inci­
dence of interstate crime. Massachusetts will 
support the sharing of costs, but would recom­
mend that all states be included in the contra­
band law. 

Recommendation 7: Federal Credit. Massa­
chusetts considers the credit proposals to be 
intriguing and inviting. Serious consideration 
should be given to them since they represent 
a long range solution to the bootlegging prob­
lem without serious adverse effect on future 
state revenues. 

Recommendation 8: Extend State and Local 
Cigarette Taxes to Military Bases. The exemp­
tion from state taxes on sales of cigarettes on 
military bases can no longer be sustained on the 
basis that the exemption was proper when 
military pay was much lower. 

Excess purchases on military bases con­
stitutes an important area of evasion of taxes. 
Attempts to reasonably limit sales to actual 
per capita ratios on military bases have con­
sistently failed. Even when extensive educa­
tional programs or specific public relations 
activity were directed to military personnel, 
the response to proper buying habits has not 
resulted in reducing excessive sales. 

State and local governments should be in no 
different position than the federal government 

in. ~mposing and collecting cigarette taxes on 
milItary bases. 

Massachusetts, with the reservations noted 
above, endorses the recommendations of the 
ACIR report and unless substantial changes 
are mad~, w.e expect to give strong support 
to the legislatIOn which ACIR will be re ortin 
to the Congress. p g 

Statement by 

James H. Tully, Jr. 
Commissioner 

New York State Department of 
Taxation and Finance 

Mr. Chairma~, members of the Ad . 
C " I vlsory ommlSSlOn and staff: 

I first wish tq' commend the Comm" f th . 11' ISSlOn or 
e mte Igen.t, i comprehensive report on ciga­

rette bootleggulg. 

b I have reservations about a few statements 
.ut these do not impact upon the recommenda_ 

tIOns. 

As the report says the most . 'bl ' VISI e conse-
(uence of cigarette smuggling is the revenue 
oss to state and local governments in high 

taxed states w~ich amount to about $390 million 
each year (a .fIgure we think too modest). This 
~evenue loss IS the main reason state tax admin­
Istrators ?ave' become so concerned about the 
proble~ m recent years. The consequences of 
smuggling, however, extend beyond the loss of 
government revenues. Taxpayers pay h' h 
taxes or . f Ig er 

receive ewer services, cigarette 
wh~lesalers and retailers are driven out of 
busmess and jobs are lost, political and law 
e~forcement officials are corrupted, trucks are 
hijacked and warehouses raided and I ar " d • peop e 

e Injure and even killed. I can confirm tha t 
people are being killed and I'll tell b 
that later. you a out 

o Your si.xth "finding" on page one, repeated 
I n page five, states that cigarette smuggling is a 
aw enforcemenl problem beyond the abi!'t f 
~ost tax administrators. Let me sugges/ rh~t 
a ~ost all. tax coIIection, other than amounts 
Withheld, IS a law enforcement problem. Fur­
ther, state and local police agencies are not 
more successful in coping with bootlegging than 

121 

sta.te and local tax administrators. I make this 
pomt only because I don't want anvone to be 
able to respond to all the valuable ideas in th 
rep~rt by saying: "Let the states tUrn this ove; 
to testate police." That will not be a solution 
The

l 
~ntire report is a confirmation of this and 

exp ams why. . 

Also, on page five, your comments on state 
efforts do not acknowledge the m . f 

ff aJor en orce-
ment e orts made by many states in the 
few years; often indiVidually, occasionall:ai~ 
cOFce~t, sometimes with Federal assistance 
250/,n t e past eight months, we made 96 arrests: 

D :vere r~peaters, 75% are connected with 
orgaTIized cnme-our conviction rate is 850/, 

But about the murder. Some weeks ago w
D

• 

:-ve~e pleased to have obtained arrests and iate; . 
In~lct~ents of some organized crime elements 
w ~ ad become involved with Ie itimate 
b.usmessmen in establishing a count;rfeiting 
ring. . 

We recently learned that one of those h 
~?rked in with the counterfeiting sche%e

O 

Ichael Connelly, 55 years of age, of Willin ~ 
b~r~, New Jersey, was found in Philadelphi! 
wIt two bullet holes in his head. Mr. Connell ' 
;~s the alleged fabricator of the device- whic~ 
Ob o~d up to you - the counterfeit stamp printer 

vlOusly. the rewards are so great that cr' .' 
nals will kill those whom they think . h' k

lml
-

too much. mig l now 

Now .to your recommendations. Your recom­
renda.tlOn #3 on page 11 deals with public ;n 
t~rmatlOn activities by state governments. 'I~ 

e past year, we have publicized arrests or 
bootlegg:rs ~nd .retailers. The public know: 
th~t ~ c~lme IS bemg committed, that organized 
CrImina s are involved, and that vast sums of 
tax revenues are being lost My ta k f 
boot! . h ld h • sorce on 
. eggmg e ,,,earings, and they were pub!' 

clzed effectively. 1-

.Your. recommendation 5, on page 13 deals 
;;Vlth dl,~c?unts to distributors (we cali them 
I a~~nts ~n New York), who affix tax stamps. 

ow t at New York s discounts are lower 
~ha~ all but a half dozen states. and our agents 
B 0 ave more extensive securit\ arrangements 

ecause of the problem in Ne:;" Y k . 
now t· d or , we are 
h rymg to esign a better stamp than we 
a7 l~ow, less expensive to administer more 

use u or law enforcement purposes ' 
Recommendation 6-"The Fede~al Role." 
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I suggest that you eliminate 6a-"status quo" 

-it doesn't work. d 1 
d t· 6b-"Increased Fe era 

Recommen a IOn .." 't 
. . I and Technical ASSistance, won 

FmanCia . d that state 
work either. The argument IS ma e ., 
enforcement efforts are underfdunde~I'17hlsdolls 

. N Y k We spen a ml IOn -not true m ew or. . th 
rs a ear have received LEAA money m e 

la t :ave 'a full-time staff of over 65 peoPlle, 
pas, . t and we a so 
vehicles and radio eqUlpmen, k 
have the help of the state police, th~ Ne":,, Yor 
City police Department and. t~e City Fmadc~ 
De artment. We use the sophisticated stam~ e 

. p h' e by Pitney Bowes. Yet, machInes 
Vice, a mac m . I d d pli 

de available to crimma s an u -
were ma· h . three 
cated operating for three mont s m 

1 l.'t· That cost New York State $135,000 oca lies. 
a week. 1 'n 

On page 17, it is suggested that mere. Y I. -
. F d 1 "assistance" would mamta1l1 

creasmg e era d F d ral 
" per balance" between state an e e 

a pro 'b'l't "Proper balance" isn't a reason; 
responsl I I y. , 1'" that 
.' I The real "proper ba ance' IS It IS a s ogan. bl 'th 
solution which might help solve a pro em WI -

out wasting a lot of money. d fon 6c to 
I strongly support recommen a I 

t Federal cigarette contraband law. 
enac a d' t here and 
State action goes a short IS ance 'd 

tate coo eration not much further .. We nee 
~ederal help. Jenkins Act prosecutlOn.s h~ve 

f 1 in some instances. VIOlatIOn 
been success u lOth 
of the Jenkins Act should be a fe ony. ne 0 1-
er ar umen! against the contraband proposa , 

g no and 29 is that states must accept 
on pages ~., h . l'es 

'b'lity" for enforcement. T at Imp I 
"responsl I d 1 h I but 

l' res onsibility without Fe era. .e p 
~~a~ is :at public policy in the Umted States. 
Federal assistance is provided to most state ttatx 
a encies in the enforcement of many s a e 
t;xes Incidentally, the states help IRS

l 
enforce 

F d . 1 tax laws. There is, fortunate y, mo~e 
e era d th n there IS 

Federal-state assistance to ay a 
t'on And in our cigarette tax program, 

separa I . I d b IRS 
we have occasionally been he pe Y FBI' 
Postal Service, Treasury, Customs and the . 
The argument about "sovereignty" on page 21 

terfeiting investigation. we obtained e~i~en~e 
that there is cigarette. stamp counterfeltmg m 
40 states. Compare that with your statement on 
page 33 listing 8 states. More impor~,ant, ~e 23 
states with "serious" or "moderate pro ~ms 
represent 700/0 of the population of the Umted 
States. It is these people who have the p~~blem 
in lost public services, destru~tion o~ legitimate 
business, and increased orgamzed cr.lme. e 

The arguments against such a bill on pag 
61- that it might be unnecessary or unwarrant­
ed-are clearly false. I expect that. the new 

ff ' 'als in the Justice Department this Janu~ry 
o ICI . ' The Justice 
will take a more intelligent View. d 
Department position, as of A?ril197~, a~lqu~e t 
on age 61 of your report, IS des pICa . e. u, 
of ~ourse, the Justice Department ha? ItS own 

bl . those days and its positIOn may pro ems m ' 
have been defined under great stress. 

F' lly 1 favor a uniform Federal tax, at a 
t 111 a f ~oq: a pack with distribution to states 

~:see; on cigarette consumption in those sta~e;. 
That would be easiest and most success u . 
There are le.ss than a dozen manufacturers, and 
the tax could be collected by the government 

d'ff' 't without I ICU1.y. d b'llr t A 
But we must try a contraban I IrS .. 

roblem so vast which costs State and city 
p overnments millions of dollars must be ad­
~ressed and a contraband bill is the very least 

that should be done. 

Statement by 

Arthur C. Roemer 
Commissioner of Revenue 

Minnesota State Department of 
Revenue 

Thank you for the invitation to testify before 
C . 'on 1 would like to preface my 

~~~ar~~~~slco~mending the ACIR staff for 

their excellent report. 

is not persuasive. . . 
Page 21 suggests that smugglIng IS no~ a na-

tional problem. Only 23 stales ~a~e serIou~ or 
modest roblems. I believe this IS an u~ er­
stateme~ just as 1 believe that the loss figure 
of $390 million is low. During our recent coun-

Cigarette tax losses sustained by the stat~ 
are a major concern of many of the st~tes. 
documentation of the estimated losses.m re~­
enue from cigarette bootlegging con~~~nedd If 
the report indicates a net loss of 330 ~I IO.~l' 0 -

lars in tax revenues. It is not only t e ~I IOns , 
of dollars of losses' of reven4e with whICh the 
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states need be concerned but in many instances 
the traffic of cigarettes is corrupting local of­
ficals in the administrative branch of govern­
ment and providing a focal point for commence­
ment of other illegal activities such as liquor 
smuggling and burglary of cigarette warehouses 
and storage areas. 

The matter is not of concern to all the states; 
only those slates whose taxes are substantially 
higher than the low tax states and whose 
physical proximity is such as to make bootleg­
ging profitable. Most of the states, in which 
bootlegging or "buttlegging," as it is often called 
in our state, is occurring to any substantial 
extent, have intensified their law enforcement 
activities. While I would admit that the states 
are not in all instances doing all they can to 
curtail or eliminate bootlegging, it must be 
recognized that the resources of the state are 
limited. This, coupled with .the constitutional 
protections that are .guaranteed to the criminal, 
result only in a small fraction of the traffic 
being apprehended and in many instances the 
real criminal is not apprehended, only the 
hired driver or distributor. 

In several instances states have coordinated 
their enforcement activities through pooling of 
a portion of their resources. In our area, with 
Federal assistance in the nature of an LEAA 
grant, five states-Indiana, Ohio, Illinois, 
Michigan and Minnesota-formed the Inter­
state Revenue Research Center. Two additional 
states have now joined -Missouri and Florida. 
This cooperative arrangement has substantially 
increased surveillance capabilities, permitted 
the development of education programs, and 
resulted in additional arrests and seizures. 

In our state alone (Minnesota), IRRC repre­
sentatives met with over 600 law enforcement 
officials to increase their awareness and solicit 
their cooperation in apprehending cigarette 
tax violators. 

As of July 1976, 33 subjects were apprehend­
ed and a total of 50,992 cartons of cigarettes 
seized having a value of over $155,976. The 
annual potential tax savings resulted from 
breaking up these smuggling operations is 
estimated to be $3,657,000. 

This arrangement has, however, its limita­
tions. The effectiveness of the agents of the 
IRRC has in many instances been severely 
curtailed since they become identified· by the 

criminal element, photographed and in some 
instances subject to countersurveillance. 

While arrests and apprehensions in the mem­
ber states have increased substantially as a 
result of the activities of the IRRC, they repre­
sent only the "tip of the iceberg." There are 
many other OpCr'l tors that are not being de­
tp"'!"d. More important than the actual arrests 
themselves has been the publicity that has 
resulted from the IRRC activities and the ar­
rests, which tends to discourage possible viola­
tors from beginning or continuing bootlegging 
activities. 

The United States Government, through the 
commerce clause of the United States Con­
stitution, has been entrusted with the ex­
clusive power to regulate interstate commerce. 
It is the delegation of authority that deprives 
a state of the power to control interstate com­
merce. On the other hand, having the sole and 
exclusive authority to regulate interstate com­
merce, it is only reasonable that the Federal 
government should impose such restrictions as 
may be necessary to protect the states from 
illegal transportation activities, and to assist 
the states in enforcing these restrictions. 

It is obvious, that the Federal government is 
losing millions of dollars in income tax obliga­
tions as a result of bootleggin,Q activities. It is 
a well-known fact that little, if any, profit from 
criminal activities is reported for Federal in­
come tax purposes. 

It is our belief that syndicated organized 
crime of the East Coast variety is not operating 
in the Midwest. The usual type of organized 
crime is a loosely formed organization of truck 
driver, bartender and/or employees of large 
corporations who arrange for importation and 
distribution of cigarettes. In the case of the 
bartender, the method of distribution is under­
the-counter sales to a number of known patrons, 
friends and associates; and in the case of plant 
employees, to fellow plant employees on order 
or otherwise. In some instances local petty 
criminals may be involved and distribute ciga­
rettes to news stands, shoe shine parlors or fill­
ing stations, to be sold to selected customers, 
or the same channels as are used to dispose of 
goods acquired by burglaries or theft. 

Anothp,r problem relating to bootlegging 
is that generally the fines imposed by state 
courts are not sufficient to discourage this type 
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of activity. The states need help. Legislati?~. 
making illegal transportation of ~ubstantlal 
quantities of cigarettes a Federal crIme would 
be a great help. The psychological ad~anlage 

Id be tremendous as well as the assIstance 
wou . t' 
of Federal law enforcement agenCIes. par ~cu-
larly the Bureau of Alcohol. Tobacco and FIre­
arms of the Department of Treasury. The Je~­
kins Act is a good example of the success of thIs 
type of legislation. Prior to the ~assage ~f. the 
Jenkins Act. the United States mall W?S utlh~e? 
as a vehicle for substantial bootleggIng actIvI­
ties While the Jenkins Act has not completely 
eli~inated thr. use of the mail as a vehicle for 
the illegal transportation of cigarettes; tha~ ~ct 
with the active support of the posta~ autho.rl~l~s. 
has substantially reduced bootleggIng actIvItIes 
through the use of the mails. 

I. therefore. strongly support Recommenda­
tions 6b and 6c of the report. We ,,:",ould bE! 
naive however, if we believed that thIS type of 
Fede;al legislation would eliminate all bootleg­
ging activities. Only the elimination of the h~ge 
profits resulting from the illegal t:anspo:t~t~on 
of cigarettes will end all bootleggl.ng ~cllvilles. 
We feel, however, that Federallegl~latlOn mak­
ing bootlegging a Federal offense srlOuld be an 
important first step to be taken. If, after a 
reasonable period, that does not effectively 
solve the problem, then I would support a~­
ditional steps such as that recommended III 

Recommendation 7a of the report. However, 
I believe the states should first be given Federal 
help, both financially and by ~.aking t~e trans­
portation of substantial quantll1es of cIgarettes 
a Federal crime. . 

We hope the ACIR will lend its support to the 
effort of the states to secnre such legislation. 

Statement by 

J. Robert Murphy 
President 

National Tobacco Tax Association 

I am delighted and honored to ~a~e been 
invited to appear before the Comml~sl?n and 
wish to express my sincere appreCIation. In 
my visit, I am wearing "two hals"-one as t~e 
President of the National Tobacco Tax ASSGCla-
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tion and the other as Deputy Director of the 
New Jersey Division o.f T?xati~n: . 

Due to the time limItatIOns. It IS not my Illten­
tion to bo repetitious, as I believe that the Re­
port of Wayne F. Anderson and his sta~f is an 
excellent comprehensive study on cIgarette 
smugglin~, especially the statisticS. I a~ sure 
you will agree that the North East IS the 
"mecca" of the bootlegging entrepreneurs. 
However I would be remiss if I did not elabo­
rate on certain problem areas outlined .in the 
draft of your Report which I take exceptIOn to. 

in part. 
The Report reflects six ba~ic. rl3aso?s why 

the states are experiencing dIffIculty III co~­
batting the bootlegging problem. I support III 

toto four of the reasons; namely •. 1. 2. 4. an~ 5. 
I offer the following comments m connectIOn 
with 3 and 6: 

Numb~r 3. Cigarette bootlegging is not a fed­
eral offense, and the interstate nature of the 
problem hampers Stale and. local law enfor~e­
ment efforts. I agree there IS no feder~l legls­
lation that pinpoints cigarette. sm.uggllllg per 
se; however, I do believe that Illdlrect.ly c~ga­
rette smuggling does violate federalleglslahon: 

a. ICC regulations are being violated. It is 
my understanding, and I am not an att?r­
ney, that Section 222 of th~ ICC Act in­

dicates that any person hIred to trans­
port nonexempt items comes under the 
purview of ICC authority. I have been 
told that cigarettes are not exempt; 
additionally, that a first offender of such 
act is not fined. However, a second of­
fender may be fined and/or subject to 
impriscmment. 

b. Illegal practices (fraud by wir~) a~e 
being employed by organized c:lm~ In 

the use of the interstate commUnICatIOns 
network (telephone, Western Union, 
etc.) to perpetrate their illegal activi-
ties. 

c. Cigarette smuggling will defi~itely have 
an impact on income tax evasIOn and, as 
a result, the unreported income from the 
illegal activity would. be a violation of 
Internal Revenue Service laws. 
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However. these violations are not timely with 
the overt act; i.e., seizure of the contraband 
cigarettes and arrest of violators. Further. it is 
the rare occasion that cigarette smuggling is the 
prime violation on any of these charges. Thus, 
the need for the legislation I strongly recom­
mend for your consideration. 

Number 6. Cigarette smuggling is a lawen­
forcement problem and most tax administra­
tors are not equipped to handle such problems. 
I concur in this statement from an overall view­
point, but I must comment that the North East 
States have, because they are faced with the 
erosion of cigarette tax revenues: 

a. Either established specialized enforce­
ment units within their commands 
and/or solicited the cooperation of their 
state or local police agencies to cope 
with illegal cigarette activities. 

b. Five of these states have specialized 
units, and the personnel assigned re­
ceived police training. They are autho­
rized to make arrests, carry sidearms 
and utilize sophisticated enforcement 
equipment. 

The prime problem for the states in combatting 
cigarette smuggling is 'the lack of resources to 
conduct out-of-state investigations and appro­
priate federal legislation cO support interstate 
smuggling prosecution. 

The North East States have, for a few years, 
been operating informally in joint operations 
by sending enforcement agents to the low tax 
rate states to observe and investigate individ­
uals purchasing cigarettes and transporting 
them to the NOl'th East States. I am sure you are 
aware that these North East States formalized 
their operation and are now known as the 
"Eastern Seaboard Interstate Cigarette Tax 
Enforcement Group" (ESICTEGj. The states 
involved are: Massachusetts, Connecticut, New 
York, New Jersey, Pennsylvania. Delaware, 
Maryland and Northern Virginia. In addition, 
many state police organizations of these states 
are active participants in ESICTEG activities. 

I note in passing that ESICTEG was trying 
and making progress in its action against boot­
leggers until the economic crisis emerged, but 
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this progress i,o, not in pace with the increased 
cigarette smugglJ~,g. On three separate out-of­
state surveillance operations, apprehensions 
resulting thereh:om caus1Jd the cigarette smug­
gling operators to lose approximately $250,000. 
Obviously, this is a prime example of what can 
be achieved when cooperation prevails be­
tween enforcement agencies both within and 
without the state. This was. spasmodic and not a 
continuing plan of action. We believe that the 
violators were awc.>rc that we did not have the 
resources tn operate full time. Problems were 
created flS we did nol have legislation to handle 
interstate cigarette traffic. 

Of prime import to this group is its ultimate 
goal; i.e., to curb cigarette smuggling. As a team 
effort. it is immaterial what otate makes the 
seizure and arrest, just as long as the results 
are successful. ESICTEG members have devel­
oped a close rapport with one another and are 
constantly communicating almost on a daily 
basis, disseminating intelligence information. 
fostering cooperation with all federal enforce­
ment agencies, and developing cooperative 
interstate and intrastate surveillance opera­
tions. 

Because of the fact that r am personally in­
volved in. ESICTEG activities, I can state 
unequivocally that coop·aration permeates this 
organization. Also, they have the interest and 
dedication but cannot do it alone or as a group. 
They need the support in the form of funds and 
federal legislation. 

Reference is made to the article in The U. S. 
Tobacco Journal of November 25, 1976, which 
illustrates an example of the cooperation that 
prevails between sta te and federal enforce­
ment agencies. It indicates that Special Agents 
of the New Jersey Division of Taxation with the 
cooperation of the FBI, state and local police 
(includes NYCPD) smashed a multi-million 
dollar smuggling enterprise. Seized were 26,000 
cartons of cigarettes, four conveyances, over 
$10,000 in cash, and ten men were arrested, 
three of whom were principals of the opera­
tion and alleged to be affiliated with organized 
crime. Seven locations operated by the group 
were raided simultaneously by the enforcement 
personnel. Certaillly, this could never have 
been accomplished without cooperation. How­
ever, this investigation took over a year to 
bring to a conclusion. 
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LEAA recognizes that cigarette smuggling is 
now a major source of revenue to organized 
crime. This is evident in the publication en­
titled "Combattine Cigarette Smuggling" dated 
January 31, 1976. However, up to the present. 
time, LEAA has seen fit to make one grant of 
$750,000 plus extensions, to attack this intoler­
able situation. ESICTEG has be'ln trying to ob­
tain a grant for the past year without any suc­
cess. ESICTEG is ready- they have the 
manpowp.r and dedication to do an outstanding 
job. However, they need funding to obtain a 
compatible in-car radio system, other enforce­
ment equipment. CI.nd to defray traveling ex­
penses, c(lupled with contraband legislation. 

Unfortunately, the states are not in a position 
today tl) fully subsidize a continuing out-of-state 
enforcement program. Many states are preclud­
ed because of their constitutional provisions 
disallowing revenues to be dedicated for 
specific functions. An effective program 
necessitates surveillance action 52 weeks a 
year. Th.Jrefore, as a start, the need for LEAA 
funding is extremely essential. 

Cigarette smuggling is not a "victimless 
crime." There have been numerous homicidE,\s 
connected therewith. In fact, the aforemen­
tioned apprehension in New Jersey, resulted in 
a gangland figure being murdered. He was 
severely beaten, after which riddled with .22 
caliber bullets and subsequently killed by a 
.38 shot through the mouth to the brain. In 
passing, I wish to state that Jack Anderson on 
television this morning [Dec. 16, 1976) com­
mented on cigarette smuggling, the seriousness 
of it, and the crime connected thereto. He 
stated that federal officials were turning their 
backs to it. Detective Edward Lorch of the New 
York City Police Department will elaborate fur­
ther about the violence connected with cigarette 
bootlegging and the achievements of the North 
East States to combat cigarette bootlegging. 

Many of the states do not have the power of 
arrest or authority to carry sidearms for their 
enforcement agents and, therefore, cannot com­
bat the problem without assistance. 

The Report projects that the basic cause of 
cigarette bootlegging is the disparity of state 
tax rates. This is only partially true because 
several states have unfair cigarette sales acts. 
Such acts in many cases not only establish 
minimum sales prices between distributors 
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(stamp affixing agents). wholesalers (subjob­
bers - they do not purchase direct from manu· 
facturers), and retailers, but also the minimum 
price that can be charged to the consumer. 
Additionally, many such laws also regulate 
cigarette manufacturers' promotional actbities. 

An example of this type of price disparity 
exists between New York State/New York City 
and New Jersey. New Jersey has a price law 
that is rigidly enforced: whereas, New York 
does nol regulate prices. As such, in New York 
City, where the combined tax on cigarettes is 
about $2.60 per carton and in New Jersey $1.90 
per carton, cigarettes can be purchased in New 
York City at about $0.20-$0.25 cheaper per 
carton. Therefore, even if a uniform tax was 
established nationally, price disparities would 
still prevail. Thus, contraband cigarettes would 
always be available on the "street." 

The Report commented on the "Unfair Ciga­
rette Tax Law." Time does not permit me to 
elaborate on the value of such a law so, with 
your permission, I would like to submit a 
position paper with my thoughts for your con­
sideration. 

The Report suggests that the states review 
discount rates, establish uniform tax rates, and 
enter into a tax rebate/credit plan with Federal 
Government. I contend this would be too cum­
bersome and risky to pursue, for it would create 
one mammouth administrative problem. Fur­
ther, such a study would take too long and the 
states with smuggling problems cannot wait. It 
is just not practical and, personally, I feel the 
majority of the states would balk about accept­
ing any such ideas because strong business 
groups (tobacco growers' association~! etc.) 
could create pressure in the political arenas. 
The state legislators would believe that the 
states would lose revenlle or possibly not have 
the money available for cash flow. 

In passing, I wiRh to state I solidly support 
the recommendation in the Report for the re­
moval of exemptions ~f state taxes being im­
posed on cigarette sales at military installa­
tions. 

You have heard or you will be hearing from 
other speakers that organized crime is infiltrat­
ing the cigarette smuggling area. As it be­
comes more involved. -it will be difficult to 
curtail and eliminate. Organized crime has the 
manpower and resources to become involved 
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in all illegal activities. To commence a ciga­
rette smuggling operation it takes little or no 
expenditure of funds. Intelligence information 
available is that organized crime handles 80 
percent of the illegal cigarettes. We are all 
cognizant that there is a "fast buck" to be made 
in this multi-million dollar business. Organized 
crime has the sources to dispose of contraband 
cigarettes, and it will generally have the same 
clientel that are involved in their bookmaking, 
drugs, vice, hi-jacked and stolen merchandise, 
etc., operations. As organized crime meets with 
success, it will naturally expand its illegal 
activities. This expansion could be, if not 
already, in purchasing tobacco distributorships 
in low tax rate states which would furnish it 
an "open market" for cigarettes. The low tax 
state enforcement personnel worry about the 
infiltration of organized crime into legitimate 
businesses. However, industry will sell to any­
one as they want to retain their profits and in­
crease revenue. They give the indication that 
the states suffering with smuggling brought it 
upon themselves with high taxes. As indicated, 
heretofore, federal ll3gislation could result in 
cigarette smuggling being additional violations 
to be considered by the Organized Crime Sec­
tions of the United States Attorneys Office 
against pending and future investigations of or­
ganized crime "figures." The states' enforce­
ment agents would expand their cooperation 
with the federal officials. They would not 
dodge their respons.ibility in this endeavor 
because of the federal legislation. They would 
feel more secure in their investigations. 

In conclusion, I wisb to summarize that the 
states with cigarette smuggling problems can­
not wait for studies to be conducted in certain 
areas, namely, tax rebates, unitorm tax rates, 
etc., as the results would be long-range con­
clusions. These states need initiatives to curb 
cigarette smuggling now 0 .... the problem will 
increase. The revenue losses are increasing. 
These statistics· are in Anderson's Report. 
Further, legitimate busines~\es are closing 
because they cannot cope with the competition 
of the illegal operation. Time is of the essence. 

There is a need for LEAA fund~ to obtain the 
necp.ssary enforcement equipment and sustain 
in·.'estigations in the "low tax rllte" states. 
This is only a start. The funds cannot be ob­
tained from the states due to the eCDnomy 

cnms. Then simultaneously there is the need 
for federal . legislation against "bootleggers" 
which I strongly recommend, coupled with state 
legislation to correct deficiencies, namely. to 
make tax evasion practices a felony, thus 
resulting in more severe penalties. Federal 
legislation could diminish cigarette bootlegging 
as the "casual" operator would fear the federal 
laws. Further, the impact would strike orga­
nized crime in that their operations would no! 
be so open and, thus, not as frequent. They 
would have to utilize additional precautions 
against being seized with contraband ciga­
rettes. Further, there should be increased co­
operative efforts of enforcement agents 
among the states and with the federal agenci·es. 
The latter I submit exists but has been some­
what curtailed as a result of priorities of man­
power and resources. 

I commend you for your interest in our 
problems and your cooperation in assisting us 
in resolving them. 

I am quite optimistic that the states with the 
aid of federal legislation and sufficient funding 
can do the job. 

Thank you. 

Statement by 

Edward Lorch 
Detective 

Intelligence Division 
New York City Police Department 

Good morning Gentlemen. I wish to thank the 
distinguished members of the Advisory Com­
ission on Intergovernmental Relations for pro­
viding this opportunity to speak on the serious 
problem of cigarette smuggling. It should be 
obvious by my presence at this hearing that the 
New York City Police Department considers 
cigarette smuggling to be much more than just 
a problem for tax collectors and bookkeepers. 
The New York City Police Department is 
involved in the enforcement of cigarette tax law 
because the disparity between taxes in New 
York and the tobacco producing states has 
created a source of new revenue for organized 
crime. Specifically, the Intelligence Division 
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of the New York City Police Department, to 
which I am assigned, has been directed to assist 
the efforts of the several states participating in 
the Eastern Seaboard Interstate Cigarette Tax 
and Enforc~ment Group in the prevention of 
cigarette smuggling and the apprehension of 
violators while continuing to cooperate with 
the New York City Finance Department and the 
New York State Tax D.epartment in local en­
forcement efforts. 
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So that the commission members may better 
understand the scope of this problem, I will use 
as an example a case involving my office during 
the summer and fall of 1975. During July of 
1975 information was developed by the Brook­
lyn Burglary Squad that a highly organized 
operation existed in New York City which was 
counterfeiting tax stamps on cigarette pack­
ages. This was the first indication that orga­
nized crime had realized that the greatest profit 
to be garnered from illegal cigarettB sales lie 
in counterfeiting local stamps. This process 
allows the cigarettes to be sold at the full local 
price rather than the discount price at which 
cigarettes with North Carolina, Virginia or 
Kentucky stamps would be sold. The Intelli­
gence Division was brought into the case to 
assist with the investigation because of our 
expertise in the field of cigarette tax problems. 
Extensive effort on the part of those participat­
ing in the investigation led to a warehouse in 
the Hunts Point Section of the Bronx. Surveil­
lance at this location established a pattern of 
movement of both contraband cigarettes and 
persons in and out of the warehouse. It was 
established that the backers of this ring had 
organized crime connections, however they had 
insulated themselves from the day-to day op­
erations and never actually entered the prem·, 
ises. They therefore could not be directly im­
implicated and could not be prosecuted. When 
sufficient evidence had been gathered and pro­
bable cause established, a raid was held on the 
subject premises during the early morning 
hours of November 1, 1975 which yielded 
30,000 cartons of untaxed cigarettes, three ciga­
rette stamping machines and the arrest of three 
persons. The number of cigarettes on hand was 
determined to be a one week supply and pro­
jected over the period of one year, this opera­
tion had the equivalent loss of $40 million to 
the City of New York. 
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However, while this case gives an indication 
of the highly organized structure necessary for 
the importation and distribution of contraband 
cigarettes, it still does not present the total 
picture. The particpating Eastern Seaboard 
Cigarette Tax and Enforce~ent Group states 
have, since February 1974, seized over one 
million cartons of untaxed cigarettes. Best 
estimates are that one contraband carton in ten 
is seized. Conservatively, therefore, ten million 
cartons of illegal cigarettes have reached the 
streets. 

Tobacco producing states, while obviously 
not susceptible to a tax loss in this problem, 
have imported a new problem-organized 
crime. While the sale of cigarettes to smugglers 
is not in itself illegal within these states, it has 
become apparent that many of those persons 
making those sales are willing partners in 
smuggling operations, to the point of assisting 
in transport and in supplying armed protection 
for the smugglers. As a direct outgrowth of or­
ganized crime's desire for even greater profits 
from even cheaper cigarettes, both southerners 
and northerners alike have turned to hijacking 
of unstamped cigarettes w.hile enroute from 
the manufacturers to local distributors. This 
increase in criminal activity in the tobacco 
producing states by local residents is further 
evidence of the increasing ties between south­
ern and northern criminals. These hijackings 
result in increased tax loss in the north but 
they also hurt the tobacco manufactuTeres, 
private transporters, local distributors and 
eventually the economies of those tobacco pro­
ducing states. 

Perhaps the most overlooked aspect of the 
total problem is the associated violence. Ciga~ 
rette smugglers have territories which they 
supply and while some of these territories are 
large and the smoking population great, there is 
an eventual saturation point reached; a time 
when new areas must be found in order that 
profits may continue to grow. If an attempt at 
expansion infringes on the territory of another 
dealer in contraband cigarettes. violence can, 
and often does, result. Known cigarette smug­
glers, Richard Grossman, Thomas Pelio. Joseph 
Pastore, Gennaro Ciprio, Thomas Marchese and 
others, have fallen victim to the "victimless 
crime" of cigarette smuggling as the subjects 
of homicide. The pictures that I have here 
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with me may not be pretty to look at but they 
make the point more strongly than my words 
ever could. While all of the men pictured had 
organized crime connections and were murder­
ed as a result of their involvement in the illegal 
transport of cigarettes, there have been other 
instances of violence against innocent persons 
simply trying to make a living in the legitimate 
cigarette business. Many dealerships in the 
New York area are secured like fortresses and 
trucks making deliveries are more like armored 
cars than delivery vans, 

Information recently developed by the New 
York City Police Department indicates that 
meetings of persons involved in cigarette 
smuggling have taken place in order to de­
crease conflict of territory, to increase efficien­
cy in shipment and delivery and to more effec­
tively infiltrate the legitmate cigarette industry. 
Experts in the workings of organized crime be­
lieve that family lines have been crossed and 
that all five New York families are cooperating 
in a unique fashion to increase revenue from 
contraband cigarette sales. 

A check of arrest reports compiled by the 
New York City Police Department further 
reveals that a large percentage of those persons 
arrested for cigarette smuggling are also 
charged with bribery. Based on this fact it can 
be safely said that the corruption of pUblic 
officials is an additional danger which this 
problem has lent itself to. 

However. the saddest part of this problem is 
also its most unique. This is the one endeavor 
of organized crime that has the full coopera­
tion of a large segment of the general public. 
Persons purchasing smuggled cigarettes are 
simply. so they believe. saving a few dollars 
on an overtaxed commodity. They. of course, 
do not realize that those purchases are in fact 
supporting criminals and criminal activities 
which they deplore. 

I beHeve that l1 Federal law making the inter­
state shipment of contraband cigarettes illegal 
will make some substantial progress in com­
bating this problem. While those involved in 
this criminal activity are relatively unafraid of 
local courts. they would be reluctant to become 
involved with the Federal courts. Such a law 
would wake up the general public to, the 
seriousness of the problem and make them less 
likely to be consumers of contraband cigarettes. 
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Gentlemen, the smuggling of cigarettes can 
no longer be considered a local problem. It is 
one that effects many states, both those that 
produce and those that consume tobacco. It is 
threatening to destroy the wholesale tobacco 
industry. It is adding untold monies to the 
coffers of organized crime and it is increasing 
the belief among many that American cities 
are unsafe for the honest businessman and the 
average citizen. 

My thanks once again to the commission for 
the opportunity to have offered these few com­
ments. I hope they will be of some value to your 
deHberations. 

Statement by 

Louis H. Ehrlich, Jr. 
Chairman 

Committee on Legislation and 
Taxation 

National Association of Tobacco 
Distributors 

Mr. Chairman and Members ACIR: 
Firstly, I wish to commend Mr. Kleine and 

his staff for the most excellent, comprehensive 
report before you. My name is Louis H. 
Ehrlich. Jr. I am Chairman, Rothenberg & 
Schloss, Inc., Kansas City, Missouri, and Chair­
man, Committee on Legislation and Taxation, 
National Association of Tobacco Distributors. 
This statement is presented on behalf of the 
National Association of Tobacco Distributors, 
whose membership provides a nationwide 
network for the distribution of tobacco. confec­
tionery and kindred consumer products to over 
a million retail outlets-an extraordinarily 
heterogeneous assortment consisting mainly 
of independent entrepreneurs availing them­
selves of our American system of free enter­
prise. The extensive mix of products distributed 
includes, but not limited to, cigarettes, cigars, 
pipes, and smokers' accessories. My remarks 
will be directed primarily to Recommendation 
6c. 

With this background information, and at the 
behest of the Wholesale Tobacco Industry and 
it:: retail customers. we wish to urge expeditious 
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Congressional action to inhibit the growing 
cigarette bootlegging problem by enacting 
legislation prohibiting the transportation of 
contraband cigarettes in interstate commerce. 

It is estimated that illicit bootlegging is cost­
ing the states and local taxing authorities ap­
proximately $390 million in revenue annually. 
In addition, legitimate business (the tobacco 
wholesalers and retailers) likewise is sustain­
ing losses in the million of dollars. Because of 
its magnitude and involvement of organized 
crime, the states cannot effectively cope with 
this problem lacking the resources, both rev­
enue and enforcement personnel. 

Cigarette bootlegging is not a localized prob­
lem for the individual states. It may have start­
ed as a problem for New York state, but it has 
now spread to other Northeastern states, the 
Southern and mid-Western states. It will 
continue to spread as states raise taxes to meet 
the need for added revenue and the tax dif­
ferential continues between states. With 50 
sovereign states each executing its rights based 
on fiscal needs in the levy and imposition of 
cigarette taxes, there is no likelihood for tax 
uniformity. Consequently, we now have a 
state-federal problem calling for Congressional 
action. 

What has happened in New York on a major 
scale is occurring in other states h lesser vary­
ing degrees. Cigarette bootlegging costs New 
York taxpayers $85 million annually in lost tax 
revenues from legitimate sales. It puts small, 
honest storekeepers out of business and costs 
people their jobs. It diverts cigarette business 
from normal trade channels and promotes 
ev~r-greater tax evasians. And it adds signifi­
cantly to the financial plight of the City and 
the State of New York, which have called on 
the Federal government for financial assis­
tance. 

The recent report of the New York State 
Special Task Force on Cigarette Bootlegging 
and the Cigarette Tax includes the following 
statement. I quote: 
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Contraband cigarettes in the past 
have been retailed mainly through 
businesses which don't normally deal 
in tobacco products, such as beauty 
parlors, barber shops, and other such 
business places, as a cor:venience to 

their customers and an added source 
of revenue for themselves-and even, 
as another example, from the back of a 
station wagon at a construction site. 
In recent months, however, the State 
has discovered that these untaxed 
cigarettes are being increasingly sold 
in legitimate retail outlets. In other 
words, more and more business men 
and women, who are law-abiding in 
other respects, have become law-vio­
lators by evading the cigarette tax. 
Moreover, they are assisting in robbing 
the State of much-needed revenue at 
the same time that they are becoming 
accomplices of big-time racketeers and 
small-time hoodlums. Perhaps most 
tragic, the legitimate retailers who 
have become tax-evaders by selling 
contraband are subjecting themselves 
to arrest and criminal prosecution with 
resultant disgrace to their families as 
well as themselves. 

Manufacturers' trucks have been hi-jacked, 
resulting in heavy losses 1\) them and an impact 
on their insurance rates, These hi-jacks are 
professional in nature and are believed to be 
the efforts of organized crime. Organized 
crime does not care whether the cigarette packs 
are stamped or without tax indicia, as they 
have the outlets to dispose of them. 

Because of the increase in hi-jacking and 
wholesale thefts, to maximize the illicit profits 
in the high tax rate States, motor carriers are 
turning down legitimate cigarette shipments, 
and insurance rates of licensed cigarette ware­
houses are skyrocketing. 

Investigations, surveillances, and informants 
have resulted in bringing to the attention of the 
States that the violators are becoming more 
sophisticated and move their operations 
frequently. Their l'ources of supply, routes of 
travel, places of reloading, storage warehouses, 
and sources of disposing of cigarettes are con­
stantly changing, 'wttich makes for more diffi­
cult investigations and apprehensions. 

In spite of accelerated state enforcement 
efforts, cigarette bootlegging continues to grow 
in volume and to spread geographically. The 
states do not have the manpower nor the rev­
enue to control its growth nor provide adequate 
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law. enforcement. For the past 2 or perhaps 3 
~essIOns of the Kansas Legislature, bills were 
In.troduced .to reduce the cigarette tax. It goes 
w~thout saYIng the bills never got out of Com­
mItte.e. No~here have I read or heard any 
mentIO~ ~eIng made as to the shipment of 
alcoholIc lIquors made in violation of state laws 
t~ bb a Fe;deral offense. As to the wholesaler 
dIsco~nt, In the interest of time I call your 
attentIOn to the position of my Association on 
pages 115-116 of the report and to my letter of 
October 29th to Mr. Kleine which I would l'k 
to have included in the record of thI's h ~ e 
'f '. earIng 
I consIste~t WIth your policy. We therefore 
conclude CIgarette bootlegging, because of its 
co.m~lex nature, cannot be controlled nor 
elImmated at the state level and therefore thO 
Federal contraband cigarette legislation mu I~ 
be enacted. s 

The association which I have the honor t 
P t t h' h . 0 re­resen a t IS earIng is abundantly equipp d 
to supply Supporting data for this presentati~n 
on re~uest. I will now be happy to answer your 
que~tron~ o~ this subject, particularly relevant 
to t e fm~mgs and recommendations in the 
rep?rt whI.ch accompanied the invitation to 
testIfy a t thIS hearing. 

Thank you very much. 

Statement by 

William A. Q/flaherty 
President 

Tobacco Tax Council, Inc. 

L~t me begin by commending the staff of the 
AdVIsory C " . ommlsslOn on Intergovernmental 
~elahons for the thorough and complete study 
It has prepared on the cigarette bootlegging 
);oblem. ~he report reflects careful study and 
t e gath.errng of data from many sources in 
preparatlO!1 of the report. As president of the 
~obacco Tax Council. an organization which is 
t e spokesman for the Tobacco Industry on 
matters of tobacco taxation, I was pleased that 
the staff ~f. the Advisory Commission sought 
?ut our OpInIOns and viewpOints on this serious 
Industry problem. As a matter of record I a 
peared before the Commission study gro'up :; 
November 19, 1976 in Washington, D. C. and 
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~re~ented a ten page commentary on the re~ 
lrmmary report of the staff W ~ h . e appreCIate 
t e courtesy shown to us by your staff and 
thank you for the opportunity to appear here 
t?day to present testimony for your considera 
han. -

In -its study ?n the bootlegging problem eleven 
recommendatIons are presented. The Tobacco 
Industry can and will support several of these 
recom~endations, but there are some recom­
mendatIons that we cannot, in good conscience 
support. ' 

Of ~ll the recommendations put forth by the 
c.ommittee, the two contained in Recommenda_ 
tIOn 7 (a and b) are the most adamantly opposed 
Let me go ~n record as stating that the Tobacco' 
Tax. CouncIl and the Tobacco Industry are un­
equIvo~ally opposed to any suggestion of a fed­
~ral umform cigarette tax rate. We are opposed 
~ot only on grounds of its impracticability but 
a~e many. other objections to such a proposal 

bemg conSIdered. Foremost in our object' 
would b: th? injustice foisted Upon states :~: 
~ave .mamtaIned good fiscal policies and kept 
t e cigarette tax rate at reasonable and equit­
able lev~ls of taxation. These states should not 
b; penal~zed for the reckless economic policies 
o the hIgh tax states who in their desperate 
search for needed tax dollars have over-taxed 
ahcommodity which has always supplied its fair 
s are of the tax dollar. . 

In o~r opinion, Recommendation 3 of the 
~eport IS by far the best recommendation and is 
In an area that the Tobacco Tax Council and th 
Industr~ at large is already working on. Recom~ 
mendation .3 is to "establish educational pro­
grams to Increase public awareness of th 
consequences of cigarette smuggling activities ~ 
We feel because the pUblic and to a large exte~t 
elected officials and representatives are un­
awa~e of the consequences of cigarette boot­
~eggmg, a concerted effort should be made to 
mform all s~~tors of the population of the 
pro~lems arrsmg from cigarette smuggling. 
?bviously, of paramount concern to the states 
IS t~e tax m?ney lost to the bootleggers which 
;obu d prOVIde services to its citizens. The 

o a?~o Ind~stry loses too. It loses in terms of 
a le~ltlmate mdustry being strangled into eco­
nomic death when organized crime takes OVer 
t~e wholesali~~ and retailing of cigarettes. And 
t e average CItIzen of this country loses when 
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money made from smuggled cigarettes fina~ces 
drug rings, prostitution, and loan shar~mg. 

Recognizing this, the Tobacco Tax C.ouncIi al­
ready has a movie and several educatIOnal pro­
grams in distribution depicting the probl~m~ of 
bootlegging. We will attempt to show ~hlS him 
to as many people as will watch. We ~Ill: along 
with the rest of the Industry, contmue ~ur 
programs to make the public more respo~slve 
to a serious problem through all the educatIOnal 
tools at our disposal. . 

Two other recommendations of thIS stu.dy 
also have our support. We agree in essence. wIth 
Recommendations 1 and 2. RecommendatIOn 1 
deals with voluntary cooperation between st~te 
officials and Indian leaders where bootleggIng 
is a problem on Indian reservations .. Streng.th­
ening state cigarette tax laws by. Incr.easmg 
penalities for interstate bootleggIng IS the 
objective of Recommendation 2. On Recom­
mendation 4 which would set aside part o.f any 
cigarette tax increase monies to state .fundmg of 
law enforcement programs seems lIke a r:a­
sonable approach. However, Recomme~datlOn 
4 could be construed to mean that the cIgarette 
tax rate would be increased to allocate m~n~y 
for cigarette tax enforcement. Though thIS IS 
obviously counter-productive, we have seen 
stranger proposals enacted into law. 

Recommendation 5 would set a fixed amount 
of compensation per cigarette stamp for ~obacco 
distributors rather than a percent~ge dIscount. 
Obviously, some form of fair and just comp~n­
sation must be given to distributors for playmg 
the part of the collection agent for the state. 
Again this is in an area ?etter left to each state 
to decide on its own ment. 

Recommendation 8 deals with military ex­
emption from state taxes and as such is ~elated 
to casual bootlegging not to bootleggmg by 
organized crime that threatens the safety of the 
Tobacco Industry. 

Recommendation 6 is subdivided into three 
parts and deals with legislation on enforcement 
at the federal level on contraband interst~te 
smuggling of cigarettes. This contraband portIOn 
of the recommendation is difficult to oppose 
because it is for a worthy cause but we do not 
believe it will solve the problem. The Tobacco 
Industry agrees with Recommendation 6a ~nd 
6b to maintain or increase federal techmcal 
and financial assistance. 
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As far as any other federal remedial legis­
lation is concerned as is outlined in Recom­
mendation 6c where federal cigarette contra­
band legislation would be introduced, the 
Tobacco Tax Council is opposed to further 
action by the federal government. Laws and 
even more laws will not serve to remedy. a 
problem that is out-of-hand because .certam 
states have by the imposition of high cIgarette 
tax rates created a climate favorable to o.rga­
nized crime. If the profit motive for orgamzed 
crime were removed by reducing the cigarette 
tax rates, the problem would solv~ itself. How­
ever, as long as the profit motive IS there-a.nd 
it is when you consider that the highest taxIng 
states (Connecticut and Massachusetts) have a 
tax rate ten and one-half times as great as the 
lowest taxing state-no amount of laws at the 
federal level will solve the problem. . 

The Advisory Commission can be lauded m 
their attempts to focus on the enormity of the 
problem. The Committee realizes a .problem 
exists and is trying to find a solutIOn. The 
Committee has not fully recognized that the 
crux of the problem is the high t~xi~g s~ates. 

In its study the Commission has dlstmgUls~ed 
between casual and organized. bo~otl~ggIng. 
Organized bootlegging did not eXIst untIl 1965 
when New York doubled its cigaret~e. tax and 
gave the underworld a ready and wIllIng mar­
ket for contraband cigarettes. 

If federal contraband legislation should be 
passed it will simply give to the states a false 
sense ~f security. When the prohibition ame~d­
ment was put into effect it didn't solve anythIng 
either. Prohibition proved that enforceme.nt 
alone could not do the job. With federal legIS­
lation the LEAA programs will dry up and the 
states will be left with virtually no enforce­
ment agencies. In other words, enforcem~nt 
alone is not the answer. It must go hand-In­
hand with reduced state tax rates at the same 
time. For example, if the legislation, ~nd th.e 
money, and the man power we~e avaIlable It 
wopld still be physically imposs~ble to enforce 
laws against cigarette bootleggIng enough to 
stem the tide. If an actual post were taken. at 
one of the tunnels coming into New york CI~y 
where toll booths make it necessary lor ~ra.ffIc 
to slow or stop, can you imagine the traffIC Jam 
that would ensue if every truck, van and camp­
er were stppped and searched. 

.. 

.. 

Thus, even if there were laws, even if search 
and seizure without a warrant were legal, even 
if there were hundreds of law enforcement 
officials, and even if there were millions of 
dollars to use indiscriminantly, the pUblic' 
would not stand still for such an infringement 
on their time and their individual rights. The 
public did not stand stid for prohibition and 
eventually the amendment was repealed. Why 
should the cigarette industry be bogged down 
in a federal tangle of laws that will have little 
effect on curbing organized crime? 

New York State has realized the problem at 
last and its own Special Task Force on Cigarette 
Bootlegging and the Cigarette Tax held hear­
ings which resulted in an official recommenda­
tion that New York City eliminate its eight cents 
per pack tax and the State reduce its tax rate 
by two more cents. State tax reduction is the 
way to solve the problem. Proper funding of 
LEAA programs will give financial assistance to 
local law officials who already know the prob­
lem. Tax reductions along with enforcement 
programs aided by a campaign to educate the 
public on the severity of the pioblem are the 
kinds of solutions needed-not federal legis­
lation. 

Federal legislation discriminates against the 
Tobacco Industry-an industry that provides 
thousands of jobs, an industry that is a vital 
sector of the nation's economy, and an industry 
that helps fill both state and federal coffers to 
the tune of more than six billion dollars annu­
ally. Why don't we apply this same kind of 
legislation to gasoline? or beer? or whiskey? or 
automobiles? or to any other commodity under 
the sales tax laws? Infeasible idea? So is 
punitive legislation for the cigarette industry. 

The Tobacco Tax Council is making progress. 
Over the last few years through ,our efforts 
tax increases in the states have slowed. In 1976 
only the District of Columbia has increased its 
tax rate thus far. In 1975 only four states in­
creased their tax rates and three of these were 
in the New England states where the bootleg­
ging problem is at its worst. A few years ago 
20 tax increases would have been normal. Why 
not give the Tobacco Industry a chance to solve 
this problem by working for reduced tax rates 
and opposing further state increases instead of 
giving states a place where they can "hang their 
hat" and avoid reducing the tax rate? 
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In summary, the Tobacco Industry feels that 
two recommendations of this Committee de­
pend on the circumstances in each individual 
state and that these proposals (Recommenda­
tions 4 and 5) are better left to each state to de­
cide if such legislation is necessary or advisa­
ble. Recommendation 8, in our opinion, more 
appropriately deals with an overall situation 
concerning all excise taxes as they rela te to 
the mili tary establishment. 

Five recommendations of the Study Commit­
tee have the support of the Tobacco Industry. 
Recommendation 1 which deals with voluntary 
cooperation between sta te officials and Indian 
leaders and Recommendation 2 which stresses 
strengthening state cigarette tax laws are both 
supported by the Tobacco Industry. Recom­
mendation 3 which recognizes the need to 
educating the public to be aware of the ciga­
rette smuggling problem receives the whole­
hearted endorsement of the Industry. We also 
support Recommendation 6a and 6b which 
would maintain or increase federal technical 
assistance and financial grants to the states to 
be used to supplement state law enforcement 
programs. 

The other three recommendations-7a and 
7b which would establish a uniform federal 
cigarette tax rate with rebates to the states and 
Recommendation 6c which would create feder­
al contraband legislation-are unjustifiable and 
unworkable and as such are opposed by the 
Tobacco Industry. I respectfully submit that if 
any of these three recommendations are accept­
ed that rather than facing the problem. this 
Committee would be "throwing out the baby 
with the bath water." 

Thank you. 

Statement by 

Morris Weintraub 

Council Against Cigarette Bootlegging 

In New York State's Legislature. when a 
proposal was made to double the cigarette tax 
from 5a: to lOa:, the industry warned the State 
that there would be an approximate drop of 20 
percent in cigarette purchases and a rise of 
cigarette bootlegging within the State of New 
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York. Unfortunately, we were talking to deaf 
ears and the tax was passed. Here we are-t~n 
years later-and this is what has happened m 
New York State: 

lOver 480 million packs of cigarettes are 
bo;tlegged into New York State every year; or 
1,250,000 packs per day. 

2. 80 percent of the 480 millio~ packs or 
384,000,Oon are bootlegged into the CIty. 

3. 20 percent of cigarettes bootlegged are now 
being counterfeited. 

4. One out of every two packs consumed by 
cigarette smokers in the City are bootlegged ~nd 
one out of every four packs are bootlegged mto 
the State. 

5. The present situation which exists has 
been the same for the last ten years and now 
has gotten worse, evidenced by the recent 
seizures by the police of: 

a. A warehouse in the Bronx, with 30,000 
cartons of unstamped cigarettes, and 
stamping equipment. It is estimated that 
this organized criminal group was 
counterfeiting approximately 100,000 
cartons per week for a profit to th~m. of 
over $200,000 per week or $10 millIon 
tax free money annually. 

b The meters used to do the stamping 
. were not found. Enforcement officials 

feel that the criminals are back in busi­
ness and also wonder how many more 
there are like that. 

c. Three stamping agents were ca~ght 
counterfeiting state tax stamps on CIga­
rettes. 

6. The underworld has become the biggest 
distributor in the State of New York. 

134 

7. The facts are well known and. ~ocumen!ed 
that bootlegging cigarettes is a thrIvmg ongomg 
business in the northeastern states. Paul 
Landau, former head of Pennsylvania'S Bureau 
of Cigarette and Eeverage Tax, and former 
president of the Eastern Seaboard. Interstate 
Cigarette Tax Enforcement Group, saId: 
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I'm co:winced that smuggling ciga­
rettes is the next most profitable en­
terprise for the mob ... next to narcot­
ics . . . and more lucrative than 
numbers or prostitution .. 

8. The police have documented t~e invo~ve­
ment of approximately four org~mzed .crIme 
groups that are deeply involved m. the Illegal 
distribution of cigarettes. whether It be boot­
legging, counterfeiting or hijacking. 

9 Due to the bootlegging, counterfeiting and 
hij~cking of cigarettes, the legitimat~ indus.try 
is disintegrating. The underworld IS movmg 
in and except for a very few people, n~body 
seems to care. For example, the aforementIOned 
Eastern Seaboard Interstate Cigarette. Tax 
Enforcement Group (ESICTEG), a dedicated 
group of enforcement officials throughout the 
northeast, has put in for a gr~nt of $350,000 to 
fight the interstate transportatIon of bootlegged 
cigarettes, and that request has been turned 
down by the Federal Gvernment. 

10. Due to budgetary problems, the City'~ 
cigarette enforcement unit has been cut, ~nd 
the State's investigation Bureau responsible 
for cigarette tax collection has too few people 
to do the job. 

11. In the last ten years, this is what has 
happened: 

a. New York State and City have lost $600 
million in lost tax revenue. . 

b. The cigarette industry has lost $2.5 btl­
lion in sales. 

c. 50 percent of the employees of whole­
salers and vendors have been thrown 
out of work. 

d. 35 percent of the wholesalers have gone 
out of business. 

e. The retail candy store and stands in 
office buildings are being put out of 
business. 

f. Insurance costs have gone from $d200'dOOO 
to $700,000 for the industry, ~n to ay 
many firms are unable to get lDsurance. 

g. Hijacking is continuing unabated. 

12. The criminals are having a field day in 
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this area. In New York alone in the last ten 
years: 

a. They have netted around $245,000,000 
in tax free cash. 

b. They have captured the sale of one out 
of every two packs in the City-and one 
out of every four packs in the State. 

c. They have created a distribution system 
that covers every apartment house, 
every industrial plant, every office 
building and are now even making de­
liveries to homes. 

d. They have bought wholesalers, so that 
they can now stamp their own cigarettes 
with state approval. 

e. They have set up the most sophisticated 
counterfeiting operation and no one has 
been able to stop them. 

f. They now supply their own retail outlets 
in high traffic areas to the destruction of 
all legitimate retailers and supermarkets 
who cannot compete. 

g. They have moved heavily into vending 
areas, using their cash to push out legiti­
mate vending operators who cannot 
compete. 

h. They have made so much money. that 
they are financing every conceivable 
illegal operation in New York. 

What you have heard is but a short summary 
of the devastating effect of the increase in ciga­
rette taxes that has happened in New York. The 
same can be said about many other states such 
as: 

• New Jersey - which has lost about $119 
million in taxes. 

• Pennsylvania - Which has lost about $176 
million in taxes. 

GO Connecticut - which has lost about $86 
million in taxes. 

• Massachusetts - which has lost about $32 
million in taxes. 

If you were to take the profit made by the boot­
leggers in the last ten years on the eastern 
seaboard alone, it would equal approximately 
$750 million. 

Moving out into the mid-West, we find losses 
this past year due to cigarette bootlegging as 
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computed by the Interstate Revenue Researe 
Center as follows: 

• Illinois - $25 million; Michigan - $14 mil­
lion; Minnesota - $17 million; Ohio - $30 
million. 

We also find problems of bootlegging in 
Texas, Florida, Tennessee and a few other 
states. The reason I am bringing out all these 
figures is to endeavor to. make e\:,erybody 
understand the magnitude of the problem and 
its seriousness. 

In this ten year period this is what has been 
done to stem the increase of bootlegging in our 
nation: 

1. New York City has created a special 
police task force. 

2. New York State increased their num­
ber of investigators from 20 to 70. 

3. Penalties and confiscation laws have 
been increased in most states. 

4. Thousands of people have been caught 
and convicted-very few people have 
gone to jail. 

5. New York State has had internal in­
vestigations: 
(a) The State Investigation Commission 

Report in 1972. 
(b) The State Task Force Report (called 

the "Donati Report") in 1975. 
6. The Eastern Seaboard Interstate Ciga­

rette Tax Enforcement Group (ESIC­
TEG) with limited resources has been 
in operation. 

7. Most states today who are haVing a 
bootleggilig problem have started to 
realize their situation and increased 
their enforcement groups. 

8. Congressman Peter W. Rodino held 
hearings on cigarette racketeering and 
documented the problem. 

9. The Interstate Revenue Research Cen­
ter funded by LEAA funds has been 
functioning a year in the mid-West. 

10. Last, but not least, we are being studied 
by the Advisory Commission on Inter­
governmental Realtions which is at­
tempting to make recommendations to 
overcome this serious problem in our 
country. 
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No matter which way we turn and no matter 
what we are going to do, we must come back 
to the only solution, and that is to do away 
with the wide disparity of tax between the low 
tax states, such as North Carolina (2I!:J, Virginia 
(21fzI!:J, and the high tax cities and states such as 
New York City (231!:). Connecticut (211!:J, Massa­
chusetts (211!:J, etc. 

The high tax states through their unreason­
able and inordinately high cigarette taxes have 
created this problem. It becomes their responsi­
bility to rectify this destructive and untenable 
situation. 

I would like to reiterate from my statement 
before the Committee of the Judiciary, House 
of Representatives at the Hearings on the 
Elimina tion of Cigarette Racketeering: 

As an industry representative I sup­
port any effort ... aimed at curtailing 
cigarette bootlegging and preventing 
the destruction of the legitimate in­
dustry by organized crime. However, 1 
would be remiss if·1 did not express 
to the members of this committee what 
I expressed to the New York State 
Investigation Commission at its hear­
ing in 1972 .... It is my conviction that 
cigarette bootlegging has become so 
rampant in this country as to defy 
enforcement efforts alone. 

1 have said many times in the past 
and I will say it one more time for the 
record: Enforcement alone, unless 
coupled with a reasonable rate of ciga­
rette taxation, has never been and will 
never be an effective solution to the 
bootlegging problem. 

Even though this statement was made on 
September 28, 1972, it is as important to­
day as it was then and p.xpressed my feel­
ings completely. 

Gentlemen, I deeply appreciate your 
Committee so competently and thoroughly 
looking into this very serious problem and 
I would like to bring 'to your attention the 
fine work of your staff in their knowledge­
able and excellent preparation of the pre­
liminary document they have presented to 
you. 

I also want to personally thank you for 
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giving me the opportunity to appear before 
you today. 

Thank you. 

Letter from 

Rufus L. Edmisten 
Attorney General 

State of North Carolina 

7 December 1976 

Mr. Robert Kleine 
Senior Resident in Public Finance 
Advisory Commission on 
Intergovernmental Relations 
Washington, D. C. 20575 

Dear Mr. Kleine: 

I have recently been sent a copy of your 
memorandum dated November 24th, 1976, en­
titled "Cigarette Bootlegging: A State and 
Federal Responsibility?" as well as a copy of 
the full report done by your Commission. You 
and your staff did a commendable job in 
putting together this study and in presenting an 
objective overview of the cigarette bootlegging 
situation. 

I, as Attorney General of North Carolina, am 
by statute the Chief Lawyer and Law Enforce­
ment Officer for the State. In this capacity and 
as an elected official, I have been afforded the 
opportunHy to examine the cigarette smuggling 
situation from all angles. It is my firm belief 
that the majority of the citizens of this State, 
myself included, feel that the "high tax states" 
have brought this problem upon themselves. 
They should not expect North Carolinians to 
suffer financially so that they may continue to 
impose exorbitant cigarette taxes through which 
to finance their governmental operations. I 
realize that many states, particularly New York, 
are in a very critical financial condition and 
that a reduction in the cigarette tax would 
worsen their financial situation. However, these 
states imposed this tax knowing full well the 
potential consequences. 

The economy of North Carolina is very. 
much affected by our tobacco industry. To take 
any action which would damage one of our 
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St~t~'s largest industries would be financial 
sUIcIde: ~ur State does not impose any unusual 
or restrJctJve taxes on the products of any of the 
other ~tates, thus creating a bootlegging or 
smuggling problem for North Carolina. We only 
ask that the other states treat us as well. 

I have been contacted by numerous laws en­
for~ement officials from the northeast for 
a~slstance in curtailing the bootlegging of 
cIgarettes out of North Carolina. I have told 
them, as I will tell you, that I have asked the 
Stat7 Bureau of Investigation to try to be of 
se:vI~7 ",,:hen possible. However, we have 
prlOrJtl?S ~In North Carolina for the use of our 
law enforc~ment personnel just as other states 
do and 1 Just cannot justify their spending 
countless hours looking for cigarette bootleggers 
,:ho, are not in violation of any of North Caro­
lI~a s statutes when we have numerous major 
crJmes yet unsolved. 
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I was particularly concerned with your 
advocacy of increased federal intervention 
t~rough legislation such as your "Federal 
Clgare~te Tax Credit Proposal." Our trouble 
today IS that people are already governed to 
death. If a proposal such as your 7a were to 
become law, it would be yet another example 
of unwarranted federal intervention with the 
free enterprise system. 

I wo~ld appreciate very much your keeping 
~e adVIsed of the workings of your Commission 
In the so-called cigarette bootlegging area. If 
I can be of any assistance to you on this or any 
other matter, please do not hesitate to call upon 
me. 

Sincerely, 

/s/ RUFUS L. EDMISTEN 
Attorney General of 
North Carolina 

FOOTNOTE-------------------------------------------------

'~hese statements were made prior to the finalization of 
t e re~ort and recommendations. The series of recom­
mendahons have changed. The follOWing is the list of 
re~ommendat~ons to which the statements refer. Various 
re"ommendahons were subsequently dropped or changed' 
Recommendation 1: Encourage Cooperation Betwee~ 

State Tax Officials and Indian 
Leaders to Facilitate Collections of 
State Cigarelle Taxes 

Recommendation 2: Strengthen State Cigarelle Tax 
Laws 

Recommendation 3: Establish Education Programs to 
Increase Public Awareness of 
Consequences of Cigarelle Smug­
gling Activities 

Recommendation 4: 

Recommendation 5: 

Recommendation 6a: 

Recommendation 6b: 

Recommendation 6c: 

Recommendation 7a: 

Recommendation 7b: 

Recommendation 6: 

Increase State Funding of Law 
Enforcement Programs 
Compensation to Cigarelle Distri­
butors for Affixing Tax Indicia 
Maintain Federal Technical and 
Financial Assistance at Current 
Levels 

Increase Federal Technical and 
Financial Assistance 
Enact Federal Contraband Ciga­
rette Legislation 
Federal Cigarette Tax Credit Pro­
posal 
Prospective Federal Tax Credit 
Plan 

Extend State and Local Cigarette 
Taxes to Military Bases 

U. B. GOVERNMENT PRINTING OFFICE: 1977 "6-A30 '965 
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AN EXPLl\N1\'frON OF THE ACIR METHODOLOGY 
FOR ESTIHNfING REVENUE GAINS AND LOSSES 

RESULTING FROM CIGi\RETTE TAX EVASION 

The ACIR method for estimating 1975 revenue losses 

(or gains) associated with cigarette tax evasion is a 

three-step procedure. 
" The first step involves the estimation of the impact 

of cigarette axes t (cents Per pack) upon per capita cig-

arette sales. The second st~p separates this impact 

into two distinct parts, that related to cigarette tax 

evasion and that related to the effect cigarette tax rates 
" 

are thought to have in discouraging consumption. The 

the r esults of the first two ste?s in third step uses 

order to obtain individual state estimates of the per 

ga;ns and losses, which are then converted capita sales ..... 

into revenue gains and losses for each state. A more 

detailed description of the methodology is contained in 

h several comments should be made ~e report, owever, 

here concerning the findings and the interpretation of 

these findings. 

In the first step of the estimation process, a statis­

tical approach known as multiple regression analysis was 

employed to isolate the effect of the cigarette tax rate 

from other factors thought to determine 'per capita cig­

arette sales, such as per capita income, age distribution 

d t .. Based on a study of of the population, an our~srn. 

;n f;scal 1975, the overall impact of tax fifty states.... ..... 

.. 
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rates on per capita cigarette sales was found to be 

quite large and statistically significant. This finding, 

while consistent with other recent studies of cigarette 

demand, contrasts sharply with the views of many legis-

lators who may not anticipat~ substantia.l reductions .t.n" 

cigarette sales to follow cigarette tax rate 

increases. 

We.concluded,on the basis of our study and others, 

that reauced consumption accounted for only 40 percent 

of the overall affect of tax· rates on per capita 

cigarette sales. The remaining 60 percent was assumed 

to be attributable to cigarette tax evasion. While this 

asswnption might give rise to an element of uncertainty, 

we are convinced that it represents a realistic and 

thoroughly defensible position. 

Caution is suggested in referring to the state-by-

state estimates of revenue loss (or gain) due to cigarette 

tax evasion because in making each individual state esti-

mate the nationwide 40-60 percent assumption was applied. 
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Senator KENNEDY. ,Ve will eall Mr. James Tully, Commissioner of 
New York State Department of Taxation and Finance. 

STATEMENT OF JAMES H. TULLY, JR., COMMISSIONER, NEW YORK 
STATE DEPARTMENT OF TAXATION AND FINANCE; ACCOM­
P ANIED BY ALFRED DONATI, JR., DIRECTOR, SPECIAL INVESTI­
GATIONS BUREAU; AND PAT VECCHIO, ASSISTANT DIRECTOR, 
SPECIAL INVESTIGATIONS BUREAU 

Mr. TULLY. Good morning, Senator. First of all I want to thank you 
for this opportunity to present our ease. I want to introduee Al 
Donati, who is head of the Special Investigations Bureau of the Tax 
Department. He is a, former Assistant U.S. Attorney for the Southern 
District of New York. and he was head of the Organized Crime Task 
Force of the State Investigations Commission under the previous 
administration. 

Here also is Pat Vecchio, who is the Assistn,nt Director of the 
Special Investigations Division of the Tax Department, and is a 
former lieutenant in the New York CitJ Police Department. 

I heartily endorse the provisions of S. 1487, offered by Senators 
Bellmon and Anderson, a bill to eliminate racketeering in the sale 
and distribution of cigarettes. The bill is supported by Governor 
Carey, the National Association of T.ax Administrators, the National 
Governor's Association, the National Tobacco Tax Association, and is 
consistent with recommendations adopted by the D'.S. Advisory Com­
mission in Intergovernmental Relations almost 1 year ago. 

For decades, the Congress has considered, and then enacted, various 
forms of Federal aid to States. Federal tax revenues a·re distributed to 
St~ltes and localities. This bill is better than revenue sharing. It will 
allow States to get more revenue fro111 their own ta,x systems, at almost 
no cost to the Federal Treasury. 

This bill will provide Federal assistance to help enforce the States' 
tax laws. This would not be unique. At present, many Federal pro­
grams or statutes help States enforce their own tax laws, as there are 
scores of Federal programs to help States admjnister and enforce 
other laws. This bill is also good because it would help solve the prob­
lem without requiring low-tax States to increase their taxes. Officials 
of such States, and rightly so, resist efforts to raise taxes on their own 
people unnecessarily merely to help high-tax States enforce their tax 
laws. Thus, Federal help with the bootlegging problem will also serve 
to end some of the interstate hostility arising from the present 
situation. 

Senator KENNEDY. ,Vhat is the nature of this interstate hostility ~ 
,Vhat is its extent and frequency ~ .. 

1tfr. TULLY. It is unfortunately frequent and qUIte extensIve. As a 
matter of fact, within 48 hours lye had a surveillance within 60 miles 
of \vhere I am now; and a person got in touch with a cigarette ware­
house to attempt the buy, and ,"iTaS told to be careful because the place 
was under surveillance by what the business neople thought were 
either Federal or State of New York officials. ,\Then they were asked 
how they In lew that, they said they were informed ~y the local po~ice. 

Our investigators have been ordered out of places 111 North CarolIna. 

-
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Senator KENNEDY. ,iVhy is that ~ 1Vhat is the reason for the lack of 
cooperation? 

~fr. TULLY. I ,yould suspect that in a small town in the South-and 
I'm talking about local police and not State officials of any S~ate-bl~t 
in the political context of a small tmvn, of course, a local pohceman IS 
much more interested in pleasing the local citizenry than he is in 
pleasing the State of New York. 

I miO'ht say. :Mr. Chairman, that I wondered if just the fact that 
vou ha~e helci hearings has gotten the Federal Government involved. 
:\ person said that they wondered if Federal agents were down there 
to enforce the law, when, of course, there are no Federal agents as far 
as we know in these place.s. . .. 

But in any event I tlunk that IS one reason for that hostIlIty. 
A second reason. of course, and this is addressed to one of your pre­

vious questions about interstate cooperation, local la,Y enforcement 
officials are burr1ened with rrime enforcement. It is hard for them to 
be-come terribly interested. in a problem that c<;mcerns t~e State of 
Ne,Y York. They have theIr own problems and It's hard for them to 
get involved in our problems. . . 

There are many forms of CIgarette tax evaSIOn, from the ~ellow who 
driyes 10 miles into the next State to buy three cartons for hIS personal 
use, to the organized, well-financed ope'ration that mm:es c,igarettes. in 
yans carrying 60,000 cartons. lYe use the word "smugglll1g' to de~crI~e 
those who engage in the business for a profit. And such smugglmg IS 
illegal. It includes: . . 

(a) Railroad employees going down to 1J orth Carolll1a and brIng-
ing back quantities of cigarett('s on return trIps. . 

(b) Airline employees going to the Virgin Islands on free tranSIt 
and bringing back "in-bond" cigarettes. . . . 

(c) Armed Forces personnel abusing theIr post exchange prIVIleges 
and bringjng in quantit;es of untaxed cigarettes. - . 

(d) Individuals purchasing cigarettes for themselves and fo~ theIr 
neighbors when they are in a low-tax State. 

(e) Individuals purchasing cigarettes on In~lian reseryations. 
I miO'ht add, Senator, in answer to a prevIOUS questIOn that you 

asked ;bout why "as it so difficult to follow these vans from North 
Carolina to N e,,: York. You must not underestimate the sophistication 
of these. peonle. Ther<.> are the changed vehicles and thec.hangedlicense 
plates. I think the most sophisticated method I have heard was that 
in one case a van movpd off the road. This huge van opened and two 
smaller vans came clown a ramp and got away that way. Our people 
were looking for the big van. 

We don't need a Federal statute for these situations. For example, 
a concerted New York State-New York City effort in 1966 did quite 
well against the sman smugglers. 

Senator KE'KNEDY. I-Iow do you distinguish between the small ones 
and the large one~ ~ . . 

Mr. TULLY. It IS not so much percentagewlse as amount. I thmk the 
100 cartons is a large one. Anything smaner than that is to us ~ sman 
one. One of your previous witnesses talked about 50 cartons beIng the 
dividing line. But our problems are such that I consider 100. 

Senator KEKNEDY. ,Vhat percentage of this activity is controlled by 
organized crime? 

--~- --------------

143 

:r ~r. TULLY. I go int9 tl~at in my statement later on but I think in 
;N ew York State--and 1. wIll let !fr. Donati answer that-but I think it 
IS more than half. 

~1~ .. DONATI. ~ es; as.y~)l~ can u}lderstand, Senator, it is difficult to put 
a perc~ntage on Its actIVItIes. It IS very, very substantial. It is definitely 

N
more ~~Ialn Ch~lf and perhaps 75 percent ot the activity in this area in ew -L or CIty. 

" M~.. rULa Y .. The "key" provision in this bill is the definition of 
con ra .an clgarettes"-20,000 cigarettes or 100 cartons found in a 

State WIthout the, tax stamp appropriate for that State Ob· 1 
there are a fe.'" exceptions, carefnlly spelled out w he~'e ~ Ie j~i~Sal~ 
c~ealerbof carner would have such unstamped cig~rettes in hi~ posses­
SIO~- e ore the St~IllPS were. put on. As presently administered li­
~lnsed w!lOJesalers In the varIOUS States get untaxed cio-arettes ~nd 
' lEI, actlI~_g' as, agents of the States, affix the appropriatet> tax stamps. 

.ut,. wlule ~~e th~'ust of F~deral participation is 'against the trans­
port~Hon o.f Clgaret~e~ to aVOId State taxes, we also hope that the bill's 
~~COI c 'llel~mgb provlsIOn~, and Federal intelligence-gathering activi­
les, tWlf ~ .so e of help In a problem related to bootleO'O'inO'--that of 

coun er eltmg ~tate tax stamps. ' bb b 

I want. to pomt out. that Fe~eral participation essentially stop Jed 
the fI?w 0: unt:axed mall-order CIgarettes into New York State. I think 
that IS a ,ery Important eX..,:'lmple, Mr. Chairman, that the Jenkins Act 
i~s Ngr;¥- s~ccess: In 19 (0, 35,0~0 cartons a day were b(:'11lg' mailed 
n 0 ew 01 r. T,\o years later, It was cut below 300. The problem 
~!S ~~ter~fntJsolv~d. The basic legislation against illegal mail-order 
Clr-,ar e es, Ie enlnns Act, was enacted in 1949 after 4 years of real 
eff~rt. by the E?~ates after ,Yorld ,Yar II. Then, in the early seventies 
postal authonbes made a concerted drive supported by? TT (:; tt, ' 
In Southern d N tl S ' . L .~). a orneys 
b' 1 - d an_ or lern tates, and the mail-order business was 
rouglt un er control. I have no objection to the business as such-if 

pe~Plle 'lvanbt to order their cigarettes that way. I do object when the 
mal orc er ecomes a, means of tax evasion. 
b 1\T e leno

f
,,," t

l
l
l
1at State.s are; losing hundreds of millions in tax revenues 

ecau~c 0
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a these: VIOlatIOns and that most of the loss is caused by 
~r~alllzec bootlegglllg'. The re:cent ACIR study cites a survey done -£1 the raw E.nforcement Asslst~nc.e Administration by the Battelle 
.~.w, an JUSt:IC~ Sh!dy Cent\r In 1975. It suggests that oro-anized 

eIl:"'>n:rette smuggl;ng IS the maJor problem in 10 States. It is ~t least 
a mmor problem III other States. 

If one looks at the 1976 ACIR study on l)age 30 we .find s . sm '1' . . bl . , (, erIOUS 
tl ugg mg pro ems In 14 States and moderate problems in 9 I admit 

l!1t not all of the'prob~ems in these 2~ States are ca used by o~ganized 
c1';me. But there IS a l'lsl~ thap orgamzed crime will move in to take 
~~ er lylCl: of the smugglmg, Just ~s it has moved into the activity in 
f ~": ?r1~ and ;>t~l:r States. DurIng ou~' investi~ation into counter-
eltll1~ In.N ew ~ od\., we: used eavesdropplllg technIques and heard one 

mobster dlscussmg openmg an operation in Arizona. 
[Chart shown.] 
Senator ICENNEDY. This chart indicates that. 
~fr. TULLY. Yes; the first chart is the major revenue loss States· and 

now added are the States in which it beconies a moderate revenue'loss. 
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But the large revenue loss, as you see, Senator, and as you pointed 
out earlier, those States stretch across the country. . . 

The percentag(~ of loss in N ew York is fourth in the N ahon. I beheve 
it is 17.4 percent of estimated revenues lost .. 

Texas is only one-tenth of 1 percent behmd us, 17.3 percent. 
The State of ,~T ashington loses more than the State of New York, 

it is 18.8 percent. . . 
And. it was a national problem 5 years ago ,yhen tlus Issue last re­

ceived serious consideration in 'Vashington. The 1972 Report ?f .the 
Ne,Y York State Investio-ations Commission quoted ,VIllI am 

• b C'l' "B t o 'Flaherty, presIdent .of th~ Tobacco ':!-'ax oun~I, s~Ylng, 00 ,~ 
legging of cigarettes IS. rapIdly becomlllg a natIOnwIde problem. 
That same year saw a solId report on the problem by State Representa-
tive Thurlington, of Florida. . 

Let me disctlss counterfeiting for a moment. Co.unterfelters usually 
pay commercial bribes to purchase unstamped CIgarettes. They pay 
the local State's taxes, and then a premium to the wholesale agent ~or 
not affixing the local stamps. They are then transp?I1ed, stamped WIth 
counterfeit stamps, and dis~r~buted through ~egltlll1ate channe~s. 

I n New York counterfeltlllo- feU off durlllg the late 1960 sand 
, b • fit early 1970's because other evasion meth~ds were. eaSIer or more .pro -

able. But as law enforcement pressure Increased on oth;r tacbcs, we 
have had a resurgence of counterfeiting. The Batte~le-LEAA study of 
1975 indicated that at least 8 States have some eVIdence that staJ?1ps 
are being forged or counterfeited. Among them are Florld~, 
Louisiana, Texas, -and ",Visconsin-so much for the argan~e~t that tlus 
is only a regional problem. j)iinnesota had a counterfeItIng case as 
early as 1965. . . . 

In New York last year we sm ashed a cigarette counterfeltlllg rlllg 
led by l\'1orris Kessler. ",Ve have evidence that :Mr. ICess~er 'Yas. asso­
ciated with the crime family, but I must say t.he matte!, IS stIll In the 
courts. This group was working with several lIcensed c~g;arette wl~ole­
salers and dealers. ,Ve seized three tax stamp counterfeItIng ;ll1aclunes, 
several tax stamp metering machines whic!l had been e~uphcated for 
use in the operations, and 50,000 cartons WIth counterfeIt tax stamp:. 
Later in the year Illinois revenue agents broke up a tax st~l1P coun~e1-
feiting ring and seized 24,000 ca:rtons. In November 19 (5, th~. ~ ew 
York City Police Department SeIzed 30,000 cartons of counterfeIted 
cigarettes. .. t t 0 

Organized crime will cOlmnit murder to pr?tect ItS Invesl~len. ne 
figure Michael Connelly was found dead WIth two .38 calIber slup;s 
in his'head. He had been'jnvolved in cigarette tax .sta~p counter~elt­
ing for years. He reportedly received $5,000. for deslgnlllg a motorIzed 
cigarette stamp device. ,Ve believe he ,:as I~Illed aft~r we br~l{8 up the 
ring because he might be connected WIth It, and mIght tall ..... 

[Machine shown.]. . 1 . 
I R I t , N Y last year a ci o-arette stampIng mac 1111e was n oc les e1, . ., 'b • B II 

stolen from a legitimate age.nt .. 'It turne.d np later In roo \: ~~l. . 
Let me prmTide some baSIC mformatIOn on the role of. o~ Mam~ed 
. . I] ts TIle Law Enforcement Assistance AdmuustratIon crnll1na eemen . ( "'1 . T 1 T 1 . 

will confirm I think that organized crIme. IS heavl y 111\ 0.\ ee III 

cigarette bodtlegging ~nd reaps major finanCIal rewards. 

- -- ---- - -~----- .--- --------------~ 
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Organized crime comes in because it is thouo'ht to be a victimles~ . Tl 1 b 
cnme. 18 lead man doesn~t have to get close to the action. If cap-
hIred, sentences are low and there.is a fast turnover of cash. You were 
asking about the penalties that the truck eh'ivers o-et. Of course the 
fellow who is really running the show doesn't have to worry about the 
penalty. ' 

The first orga!lize(~ c~'ime influence was in the mid-1960's by Anthony 
Granata and .Ius orIgmal backers, Ralph and :Mario Gigante, both 
Genovese famIly soldiers. Such involvement has increased steadi1v. 

Records of K ew York City and Phi1adelphifL police showeel five 
murders in connection with illegal cigarette sales in 1975. 

Ral ph Salerllo, formerly an organized crime expert with the New 
York City Police Department, reviewed in 1977 the arrest records of 
60 people charged with cigarette bootlegging. There had been 38 pre­
vious arrests for narcotics, 41 for burglary, 34 for grand larceny, 203 
for gambling, 33 for 'Ieapons possession, 7' for kidnapping, 5 for at­
tem1?t~d murdel', 5 for extortion, 33 for assault, 11 for robbery, 26 for 
l'eCeIvlllg stolen property, 11 for bribery, and 6 for rape. In other 
w:ords, t.hese are not yOlll' 11llE'mployed factory ,yorker trying to hold 
I~IS fmnIly together, nor some hard working fellow trying to earn a 
lIttle extra money. 

This is big business, and it tries to protect itself. Organized crime 
already had some control over part of the vending machine business. 
Now they can put untaxed or counterfeited cigarettes in tile machine 
and increase the profit margin. 

,Vhile smuggling in the mid-1960's did cut into the legitimate mar­
ket; ~he penetration by orp:anized crime in the late 1960's destroyed 
legItImate businesses--truckers, wholesalers. Even the local candy 
stores depend on cigarette sales for a part of their total business vol­
ume. ,~Then they lose sales to outlets for bootleggers, that loss may be 
enough to make the store a losing proposition. 

As t.heir commitments to their distribution network grow, the.y pur­
sue "vertical integration." They will try to guarantee sources of supply 
by taking o,~er, one way or another, cigarette wholesalers in the dis­
tributing States. then the prodncing States, or maybe manufacturers. 
1\11' .• Toe Edens, Chairman of the Board of Brown &; Williamson To­
bacco Corp. and Chairman of the Executive Committee of the Tobacco 
Institute, testified 4 months ago about this part of the problem. 

lIe said: 

The legitimate cigarett(> industry in N(>w York City iR b(>ing- forc(>d out of busi­
n(>ss by cigar(>tte bootl(>gging. Alr(>ndy more than a thousand small businesses 
have be(>ll forcad to clORe their doors lwrmfln(>ntly because tlwy could not afford 
to compete with tlJe pric(>s on bootleg cigarettes. It is reasonable to suppose that 
thiR m(>nace will spread statewide and through the entire industry. 

So much for the c1istribu60n. But his remarks as a manufacturer 
are equally ominous: 

We do not l'(>lish the prospect of awakening one day to diScover that we must 
deal with org-anizC:'d crime, that we must pay the kickbacks, submit to the extor­
tion, live with the threat of yiol(>nce. It is disturbing to find out that criminal 
elements are moving into your business. 

,Vhile there are man:y PE'ople in the. bootlegging bnsiness who are 
well known, there fLre others who operate on the fringes. The:y are 
c'crtainly "organized" and certainly "criminaJs/' but they don't fit 

21-437 0 - 78 - 11 
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into the media-concept of structured "crime-family" relationships. On 
the other hand, those arrested for cigarette bootlegging or counter­
feiting have ill'eIuded tl members of t.he Columbo organization and 
11 of the Vito Genovese organization, as well as members from the 
Gambino, Decavalcante, Bruno, and Lnchese gronps. 

IIow does it work? BootleggPl's can get. supplies at 300 to 500 places 
in Xorth Carolina, Virginia, and Kentucky. 

III (lgal cigal'pttes ha ve been transported ~n planes, buses, layge truc~s, 
tracks disguib'ed as lumber or pipe carrIers, a horse-carrIer, mobIle 
homes. 

Tlw (ll'ivers from North Carolina are paid an average of $150 per 
trip. Tho organizer places his ordpr via telephone with a North 
Carolina Rupp}j(lr. The money may be delivered in cash by a North 
Carolina contact. The cigarettes are usually wrapped in brown pape~ 
or in boxes. These cases are then marked accordmg to the customers 
instrllC'tions. The purpose of the markings is to permit a quick dis­
tribution to their cnstomers without checking the contents of the 
package. Tlwse packages are then taken to an out-of-the-way loca­
tion for a prearranged pick-up. 

Tlw truck driver does not usually know the head man. fIe has been 
(riven a routing and a phone number to call when he arrives in New 
Jersey. lIe is then given instructions where to deliver the load. It is 
often de Ii vered to a warehouse in north Jersey. 

Distribution is sophisticated. A joint investigation by New .~Jersey 
and X ew York City authorities traced one large tractor tralle~. It 
made stops in Trenton, Newark, New York City, and Connectlc~lt. 
At each distribution point, cars and small vans pick up the supplIes 
for dispersal to outlets. 

Smaller operators go to North Carolina by car or small truck .and 
pick up directly from the supply source. They resort to varIOUS 
evasive tactics such as using rented vehicles, switching license plates or 
havjng fL woman ora child with them. 

But supplies are guaranteed in other ways if necessary. 
The gangs will hijack trucking companies or independent smug­

glers. There were 25 hijackings in New York City alone in 1971. 
Hijacking of unstamped cigarettes from legitimate transporters occurs 
quite often. These cigarettes are disposed in the same channels as the 
illegallJ' stamped cigarettes. A hijacking anywhere in the East might 
end up in New York. 

There are instances of cigarettes being shipped into New York with 
false bills of lading. We have intercepted shipments made by air cargo 
through Kennedy Airport. One shipment was marked "rubber goods," 
anot.her "plastics." A truck shipment. from Virginia of a large case 
marked "machinery" and supported by bills of lading indicating tl1e 
shipment was going to Lima, Peru, turned out to be illegal c.igarettes. 
Warehouses are burglarized. 

Let me prov-ide some recent examples: 
1fr. "C'; was reported missina on Februarv 2, 1974. He was found 

dead in the trunk of an auto narked 011 a residential street in Queens. 
"C" was originally financed in the rigaret.t.e business by a member of 
the Genovese organized crime family. It is belj(wed that he had lost 
several cigarette shipments to hijackers ann to law enforcement. It is 
further believed that he was so deeply in debt to loansharks that, in 

... 
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o~~er ~o reg~in solid ~~ancial gro~U1d, !)~~ and h~s partner turned to the 
11:,J~ck~llg of both legItunate all~l lll.pglilmnte cIg~rette shipments. He 
"as plobably killed for a combmatIOll of tJIese CIrcumst'ances. 

1fr. "O's" partner was also reportpd to be missing on February 2 
+974, and is be~ieved to be dead. lIe 'vas probably killed because of hi~ 
Involvement wIthlVIr. "C." . 
. ~Ir. "D" was walking in the street on the evening of August 1 1974 
111 the Sheepshead Bay. S~eti{)11 of Bl'ookl;Yll, when shots ,,,eI'd firecl 
~l'om tt passmg. 'auto, stnkmg and seriously wounding him. "D" is be-
11e\,p<1 t·o be a.n I.mporh:llt. f~~t~r in cigarette smuggling for the Joseph 
Columbo orgamzed crmw famIly. 

On the I1t.hof (!uly 1974" a white camper vehicle was seen leaving 
N Ol:th Carolma wIth. a load of untaxed cigarettes. Contact with the 
v~~l1cle was lost and It was subsequently discovered that it. l~ad been 
hIjacked during an evening stopover at the 1Vanenton, Va., t.ruck­
stop. The occl~pants of t.he vehicle were trussed up and placed in the 
rear of the ve,lllcle after the shipment had been removed. The smuo'O'lers 
~'epoI't.ed theIr loss t·o the local sheriff's office and were arrest:-ab for 
Illegal transport of cigarettes. 

On ~ecemher 2, ! 974, l\{r. "E," a driver for a cigarette smuO'O'linO' 
operatIOn, was on Ins way to North Carolina to buy a load of cig:';ett:S 
when}1(' ,vas ac('osted hy two al'me<l men and relieved of $15,000 in buy 
money. Thl'et~ p€'rsons, all knmvn to be involved in contraband ciO'arett:e 
smug~lmg responded to the local police office where "E" ,va;' being 
questIOned ~fter having reported the incident. ' 

On the J1]C"\gh!, of ,Tallmt~y 6, .1974, a trailpl' was stolen from the Epps 
rOlllpany I~ reJght Tprnunal 111 Durham, N.C. The trailpr contai11ecl 
1,~40 fn1J cases of nnstalllped cigarett<'s worth in pxcess of one-quarter 
mIllIon cl~]~ars at current black ma.rket pric('s. This theft is almost 
proof pOSItIv<~ of the highly organiz('d criminal structure invo]vpd 
m contrahand ciga,l'et!(ls. Only a sophisticatNI organization could 
han~l1e a loatl of tIllS SIZ~~, make a l~rofit, UlHI escap(l detection. 

. 11 hen there were hpa~'ll~g:son a SImi] al' proposal in H)72, those op­
pos~<l r0U11splN.l d.elay ll1Iha1Jy bpcallsG tlwv c1i(ln't admit it was U 
nat~Ol~al pl'ol~(lm. J'11('n, e\'(ln tl,len, tIl(' testimony snggestNI that it was 
l1l()~e tha~l aNew 'Y ork, or a regIOnal, prob]Pl11. 

:"'0 thplr SPcolld argument ~yas that the Statps reaJIy W('l'pn't trying. 
1~ e have ~10ll(' a gl'('at deal S111C(, then, Ull<l so hayp the otl1H Stntps­
wI,th, I mIght add~ some aSSlstmwe f1'Om LEAA. N('w York State's 

. CIgarette Tax: Umt costs us $1 million a 'wnr, and that dops not in­
c~u<le th.<' work <lone by the New York ri(y Police and many npstatp 
CIty polIce departments. 1Ve us(' stakeout and (lpcov tactics. ,y p nsp 
lpgal (,~YPs<lr?pping teehniqll(,s. 11'(1 hflve trips to X'orth (im'olina. 

Ol~r ll~ypstIgators al'P professionals. Erpn to tak(l the civil SPITicp 
p~amma~lOn for ~xcise tax investigator, yon mllst ha V(l ~1- vpars of fnn­
tlUw p.aHI ('xpe,rlPllce in a field investi.gativp position. I~xpel'ienre in 
('o~lpchon, ere(ht. chec]ting: ,Q:~lUr<l'pos!tions, and so forth, is not qnali­
tYIng. Collpge study III cl'lmmal ]llshcp or police scipnce can h(' c1'e<1-
Itc-d for up to a of the 4 Y(,Ul'S of pxppripllcP . 

1Yp pay ll1iormant-s. lYC' 118(1 a Hophj~i'icutp<l stamp machine bv Pit­
ney Bowps. Our peopl(l. am tl'ainp<1. 1Ye make legal aITPsts and use 
search w.anants. 1Ve have a. base l'~l<lio commlmicntion system and 14 
automobIles. . . 
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So the argument that the States aren't doing enough certainly 
doesn't apply any more. 

Finally, we have to cope wit.h what I call the "s'witch game." Those 
opposed to a Federal cigarette contraband law went to the N mv York 
State Legislature this year and asked for a lower cigarettc tax be­
cause they said that Congress Y'i70uld never pass such a law. And I 
must say that some of these people are no longer opposed to the bill. 
Nmv, they will be coming to Congress counseling delay because "New 
York might reduce its cigarette taxes." Senators, they ,viII be selling 
you a "bill of goods." 

Please do not delay passage of this bill because you think New 
York ,yill deal with the problem by cutting its taxes on the assumption 
that reduced taxes will produce the same 01' even increased reyenues. 
,Ve cannot take that chance. ,Ve have already found out that stepped­
up law enforcement in New York City, where the tax totals 23 cents a 
pack, has resulted in 'increased bootlegging upstate where the tax is 
15 cents a pack"'Thecriminals continue to make enough profit when the 
tax is 15 cents a pack. 

The statistics draw so clear a picture. ,Vhen we stepped up the law 
enforcement 2 years ago in New York City for a ,vhile, revenueg went 
up. Now our revenues still go up in New York City, and at the same 
time they are going down upstate. 

I hope New York will not surrender t.o the mob. The only sensible 
alternative is enforcement Df the tax laws 'in all the States-'Dlld to 
accomplish that we need you. 

Sena.:tor KENNEDY. Thank you very much for such a powerful 
statement. 

vVhat kind of assurances ean you give us that if the Fedel'al Gov­
ernment does take these steps, the States won':t relax? 

nIl'. TULLY. I understand there is precedent fDr some language in the 
bill that would prevent the States fro111 doing that, some ] anguag~ t.lwt 
the State would not spend any less for enforceinent than they did in 
any particular year. 

I think it is called a 1J.1laintenance-of-effOl'ts clause. New York would 
have no objection to that. 

Senator KENNEDY. ,\That is your estimate of the scope of the prob-
1em? I have heard t.hat one out of every two packs of cigarettes sold in 
New York City is bootlegged by various crime groups. Is that a reason­
able figure? 

:i\fr. TULLY. I think it is a reasonable figure beeause I think :l\fr. 
Donati supports it. I do not. I think it might be exaggerated. I don't 
know if this comes from a natural optimism. It seems like a terribly 
high figure. 

It hink one-third might be more like it. 
:l\fr. Donati made a serio11s study of the problem and issued a report 

that bec:amea little famous in New York St::Lte known as the Donati 
report. I believe the report said that one-half of t,he cigarettes sold in 
New York Oity were bootlegged. I am talking about New York City, 
not. New York State. 

I would suspect now because of increased law enforcement that it. is 
dmvn frOlJ.n thwt. But as I said, the percentage of that being sold up­
state might be more. 
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Senator ICENNEDY. I-low effective has the increasedlaviT enforcement 
been? 

:l\fr. TULLY. We could only measure that by revenues. Our revenues 
have gone up in New YDrk Oity. Our tax revenues have <rone up. I 
cannot su.y sipl:ificantly, but they have s0'mewhat gone up. b 

As I say, they have gone down in Icertain other areas upstate. ,Ve 
know it is because of bootlegging because it is right up Nut route, 
No. 81, that goes through Pennsylvania. Before we made it hot f0'r 
them in New York, they would go off perha psat 8m'anton, through 
New Jer~ey into New York 9ity. Now they go right UJp into BinghaJn­
ton and ill that area. That IS where revenues are down. So you Imow 
that -is what is doing it. 

So, our revenues in the overall have increased, but I am sure that 
perhaps one-fourth or one-third of the cigarettes sold in New York 
State are tax evaded. 

Senator ICENNEDY. I-Iave you made an estimate of the revenue loss 
of New York State over the last 10 years ~ 

lUI'. TULLY. I have llOt. I buy AOIR recommendations that we are 
losing about $100 million a year in city and States taxes plus our sales 
taxes. I believe the figure is abont $71 million in cigarette t::Lxes, and 
the balance is in sales taxes. But over the last 15 years, I am not sure. 

Senator KBNNEDY. You mentioned that there were 25 truck hijack­
ings in 1971. I-low many have there been in the past year~ 

:l\lr. TULTX. There were 40 hij ackings in the past year. 
Senator KEN~'"EDY. Are these hij ackings a large or small percentage 

of the total activity ~ 
:l\lr. TULLY. Yes; it is a small percentage of the overall volume of 

the cigal'ettes, but it is a significant number of cigarettes. These vans 
contained an awful lot of cigarettes. 

:l\fl'. DONATI. Perhaps the signficant factor of the hijackings, Sena­
tor, is the violence that is endengel'ed with this crime. It is looked at 
as a victimless crime by so many sources, bnt hijackings and murders 
and other crimes, as the Commissioner pointed ont, indicate the type 
of element ,ve are dealing with. 

Senator rCENNEDY. ,Vhat happens to the individuals who are hi­
jacked ~ 

:l\Ir. TULLY. They are usually not mm'dered. I don't remember them 
being murdered. 

:l\fr. DONATI. That IS correct. 
:l\fr. TULLY. The people who are murdered are the people who step 

out of line \"Vithin th£> crime worId. 
I had t.he sad experience of having someone who vms perceived to 

be my informant murdered. That's enough. The person ,vas someone 
who they thought ,,·as my informant, and he was murdered. 

Senator rCl<jNNEDY. ~fr. Donati, would yon like to add anything or 
tell us anything abolit the efforts and the progress being made in New 
York~ 

:l\fr. DONN!'r. The efforts we are making at the present time, I think, 
are probably maximizing what New Yoi'k State can do, particularly 
in vie,v of 0111' fiscal situation. 

But it goes beYOJicl that. The problem is not as ~imple as ne.eding 
more law enforcen~ent ofiicers, for example. The,re IS a temptatIon to 
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ask for higher budgets and more men and mor:e vehicles. That is al­
ways tlu're, of COllrse. But unfortlUlately, eve~ll~ we doubled o~n: law 
enforcement staff, we would not have that slgnlfi~ant an .a~di,tIO!lal 
illl})act 011 the problem because ,ve arc at the pOInt of dIllllnlslung 
retlll'ns. 'Ye are doing about as much as we can with State resources. 

.As the previous witness indicated, the problems that are ellgen­
der(l.d once these people start crossing State lines-where ,,:e have 
to tr; to Track them from the initial conspiracy and source, tllroug? 
the tranHportaiion and distribution !letwork, just does not p.ermlt 
an etl't'etive ~ingl('-8tate action. That IS why we are at our maXImum 
l)oillt probably. , . 

For various other reasons the problem 40es not pernpt comb~ned 
efforts by the States. The eastern group wInch was .mentIOned a lIttle 
earlier, consists really of the New York eifort, because the oth~r 
Ea:.;terll ~tates do not hav(', resources that they can muster for tlus 
problem. 'Vo have 65 agents, ~o vehicles. Our sis~er State~ pl'?bably 
ha vo two 01' three ~wents each, whom they can brlng to tIns cHort. 

As the COlllmissio~lCr indicated, I think our 'success ,has bee,n dem­
om;t.rated, especially over the past couple ?f years, In holdln~ the 
line in New York City ,vhich, of course, IS the stronghold of the 
problem. As the CommIssioner also indicated, we have had :oID;e ~reas 
upstate ,,,here ,ve have. had revenue losses at the rate of $<> mlllIon a 
y<'ar in porkets upstate which is an enormous amount f.or those areas 
beeans(l vI'e· have. not been ·able to concentrate our efforts In those areas. 

So, the Federal law enforcement resources which could be broug-ht 
to heal' under this bill vmuld be enormously important from the cr1111e 
point of yie'w, an(1 from thel'eyenues poin~ of view. .. 

Senator ;'::I<;NNlmy. flow do. you r~te CIgarette smuggl~ng In terms 
of a, r('venue source for orgalllzed crIme geneTally~ Is tIns one of the 
top four or fh·e sources? '" , 

~£r. DONA'l'I. I would say It IS In the top half dozen. Prob~bly nar­
cotics, gambling, a~ld l>rost-i~uti?n excee~l it althoug~l there. IS. eyen a 
(Iuest-ion now ,vhetller prostltutIOn prOVIdes them ,vlth .m<?I'e Income. 
It is certainly within tlw top half dozen sources of theI~> ll!c<?me. As 
I think was also previously indicated, one ?f the l!l?st. mSIdH?US re­
sults is t.hat tlH'Y arc --etting more and more Into legItllllate busmesses 
in the cigar('tte industry. . . 

"Vhen· Wp broke the. count('rf('iting ring that the ComnllssIOner 
mentioned, last September, we unfortunately ha(~ to also arrest fOl~r 
wholesale cigar<'tte dealers who w('re in cahoo~s WIth these l?('ople. ,,\ e 
haye had (lyidence that more, and more retaIlers are dealmg not so 
much in bootlegging but in counterfeit stamp goods where the profit 
potential is (','en higher. .. . . 

So, the sourees of money to orgalllzed C!'lme are also undeI~m1ll1l1g 
legitimate businesses. l,t, IS only ?l1e short step from the CIgarette 
business to any other legltlmate busmess.. . 

1\11'. TULLY. Senator, with regard to your qnestIOn about. .orgamzed 
erime we have a, tape taken of a rOllYersatioll between an Informant 
and ~ person who is coope~'ating with.us and agreed ~o have the. re­
cording 11Htdp. This is an organIzed crIme figure. I thmk the natIon­
wide scope of this business was demonstrat.ed b~cause, althol~gh the 
tape is not very clear, I think we can play It for :you. !ou w~n. hear 
the organized crime figure talking to the man he t1unks IS a legItImate 
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businessman in the tobacco businef:1s. lIe wants him to front for him in 
buying tobacco honses, and indicates to him that, he .rould do it. r-Ie 
said it didn't have to be in New York but it could be in New Jerse,y 
and in Arizona. Ifp., indicates the nationwide srope of the thing. . 

~r[l'. DONATI. I handed up a. copy of the transcript. of what yon are. 
about to hear. The conversatlon took place outdoors. Ther(' is some 
bac!rground ~IOise. I might t.elI yon in that regard, while yon are lis­
tenmg to tIllS, of the techl1lque that was used for preyenting other 
t~chIl1ques of eavesdropp!ng he 1'('. The peoplr iIwolv('d in this par­
tIcular matter 011C£ or tVi'lee a week would. arrive at a parkin()' lot in 
queens, and walk around the parking lot and haye their co';lversa­
hon, apd t~l(~p get., back in their respective a:ntomobil('s and go back 
to theI!' orlglllS. l1wy W('l'e. ypr:r, ,'pry care,fnl as to how they con­
ducted th~'mselv('s .. Bnt in this case ,,,e w?re able legally to piek 11P the 
conversatIOn of wIndl yon hav(' a transcrIpt beforE' you. 

[Recording played.] 
J\fr. DONATI. This is an actnal conv(']'satiOll behYE'en two coconspira­

tors recorded in AUgl1st 1976. in Npw Y o.rk Oity, by inV'estio-ators of 
the N~w York State Department of Taxation anc:(FInance. They were.' 
pIanlllng to use counterfeit New York State cigarette tax stamps. 
. CONSPIThA'fOR No.1. But Iist~l1 to me, listen to 111(\ this game 1s a lifptime game 
If ~'ou .do it right, a lifetime game. When I say it'/:l a lifetime game, -ihis isn't 
som~t111ng that's going on this ~'ear, or last ~'ear, this has heen going or for 10 
to Ii) years, this game. Who dOes what in the worlc1, I don't kll0'Y. r dOll', Imow. 
YOU und(lrstund, But-thp-if I told you hefor('. If you fina a ~mall outfit to flUY, a 
s!nall outfit, let me know. Don't you go ill. We'll, get f;Oll1('one to go and ouy it. 
Iou understand? ' 

'OoXSPIRATOR No.2. Right. 
CONSPIRATOR No.2, All right now ,it don't han,l to be lwre in ~~(>w York, don't 

ll.av(, to be here in New York. It ('ould bE' in Jer~E'Y. JE'rl-wy is just Uf; good aH New 
Iork. There is a nickel <Ufference, JprH(lY is just as good as New York. You 
eould be in Tucson, Arizona, I don't <'are. You want to go for a trip tomorrow 
and buy a joint in Tucson, Arizona. You neYer gottn worl'S. If l'on look at the 
sheet, if yon iook at thE' s.heet on stutes, therE' are maybe six or seyen states or 
eight Rtates in the wholE' Unitp{l Statps that arp l(lsS than If) cents. ]'lfteen cents 
is what I'm telling we will do, is a hell of a llumber. 

~fr. DONATI. That is probably the most eloqnent testimony today. 
lVIr. TrIJLY. Senator, I wonId point out that he says J 5 cents. That's 

an awful lot of States. I think that is a majority of the States. If 
he ~all make a profit with 15 cents. then he is really into something. 
I dIdn't know we were going to get into these visnal aids, but we 
havo this machine lwre. ~ <. 

fl\fachine shown again.] 
1\£1'. TGLLY. The man T'dlO made this machine received $5,000 for 

making it and he. ,"yas later lUllr(lerc:d. 'Vc think it is hecause he knew 
too mueh becanse he made this in 10 different States. This ,vas his 
N e,y York item f indicating]. 

Senator KENNEDY. Do('~ that maehine ('ollnterfeit the tax stamps ~ 
llfr. TUIJLY. Yes. 
Senator ICENNEDY. Does it do a good job ~ 
~fl'. TFLLY. Y('s. n very good job. ' 
The. marhines ,ve lla,~e regis'ter like an adding machine. and as the 

cigarettE's go through it, it stamps and rounts them. Then, or course, 
the tobac('o house makC's a r<,pOl't to us and we rau alway;:; rherk the 
machines. Of course, there i8 no addition going 011 in these machines. 

Another thought I had while we wpre talking about this was this. 
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In talking of the scope of the problem, in the interest of organized 
crime in this and their effectiveness and the fact that they almost 
monopolize it, I think you have heard Owen Clark, the Commissione~' 
in 1\iassachusetts. I "was talking to him about the problem one day and 
I said ",'Tell, I always have a hesitation about talking about the ease 
with ';'hich it is distributed, especially if the word gets ~round." He 
said "Don't ,vorry about it, if the law doesn't get those Independent 
opeI~ators, the underworld will." . 

That is true. He has seen a pattern in :Massachusetts '1'here once It 
used to be the individual operator, maybe the n.eighborhood "bad boy" 
or something like that and he would go into tIns as well. That patteI'll 
has ended. It is now the organization boys who now take care of the 
whole thing. . 

Senator KENNEDY. "Te thank you very mllch for your testll11ony. 
1\1:1'. Davis, you may proceed. 

STATEMENT OF REX D. DAVIS, DIRECTOR, BUREAU OF ALCOHOL, 
TOBACCO, AND FIREARMS, U.S. TREASURY DEPARTMENT, ACCOM· 
PANIED BY MARVIN DESSLER, CHIEF COUNSEL, BUREAU OF 
ALCOHOL, TOBACCO, AND FIREARMS 

:Mr. DAVIS. Thank you, 1\1:1'. Chairman. I have a ,'cry short opening 
statement which I wOlllcl1ike to make. 

Senator ICEXXEDY. Please proceed. . 
1\1:1'. DAYIS. 1\11'. Chairman and members of the sl1bcomlluttee, I am 

Rex D. Davis, Director of the Bureau of Alcohol, Tobacco, and Fire­
arms. I am accompanied by :Mr. 1\1:arvin Dessler, chief counsel for, the 
Bureau. V\;Te a1so have additional expert witnesses if they should be 
needed by the committee. 

The iliformation I present tC?c1ay is of a technic;al or a~lvis<;>ry nature 
and does not represent any endorsement of pendmg legIslatIon by the 
Department of the Treasury.. . . 

The Bureau's iIwo]vement WIth CIgarettes presently IS to assure the 
collection of Federal excise taxes. In this respect, the Bureau co~lects 
$2.4 billion annually in various tobacco taxes. These taxes are palCl.by 
the manufacturer based on shipments from the factory, after whIch 
involvement by the Bureau ceases. 

Presently, the illicit interstate traffic in cigarettes to evade State and 
local taxes does not violate any Federal law enforced by ATF. S. 1487 
would alter that and involve the Federal Government if the amount of 
cigarettes shipped interstate was more than 20,000. . 

To becrin this discussion, it is necessary to make some evaluatIOn 
as to th~ size, scope, and nature of cigarette smuggling. Simply p~lt, 
the cigaret~es are purchased in States which have ~ow State ~xcIse 
taxes on CIgarettes, and transported to States ''lInch have hIgher 
taxes. There, the cigarettes are sold on a black market. In sOlI~e cases, 
counterfeit State and local tax stamps are used to mark the CIgarette 
packages to make them appear legitimate. . 

Since ATF has no jurisdiction myel' the interstate transportatIOn 
of cigarettes in avoida,nce of State taxes, ,ve have little direct informa­
tion on the nature or extent, of these smuggling operations. Conse­
quently, these comments anel estimates are based primarily on in­
formation from the Advisory Commission on Intergovernmental 
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Relations, the Interstate Revenue Research Center, and the Eastern 
Seaboard Interstate Cigarette Tax Enforcement Group. 

As I said, ATF collects $2.4 billion annually in tobacco taxes. The 
total in tobacco excise taxes collected by the States is $3.4 binion. The 
Advisory Commission estimates that annual losses to the States from 
cigarette smuggling is $337 million. 

The Advisory Commission lists 17 States which it estimates Jose 
more than 8 percent of their cigarette tax revenues, apparently 
through organized cigarette bootlegging. These States are widely dis­
pel'secl. For example, Arizona, vVashington, and Texas are in the 
,Vest; 1\finnesota, 'Visconsin, and Illinois are in the central area; 
Arkansas, Tennessee, Hnd Florida are in the South; and Pennsyl­
vania, New York, and nfassachusetts are in the Northeast. 

The other States identified by the Advisory Commission as having 
a serious bootlegging problem are 1\faiile, Alabama, Ohio, New .J er­
sey, and Connecticut. The Commission also identifies seven other 
States which have a moderate revenue loss which would be less than 8 
percent. These States are Ne,,, Nlexico, Nebraska, Iowa, 1\iissouri, 
1\t[ichigan, vVest Virginia, and Georgia. 

There are only three States presently considered to be the prime 
source for bootleg cigarettes because of their low tax rates. These are 
Kentucky, North Carolina, and Virginia. There are several other 
States which are potential sources. 

Thus, if enforcement efforts are successful in shutting off the exist­
ing sources in these three States with the lowest taxes, there are other 
States with only moderate taxes from ,vhich the smugglers couJd still 
obtain cigarettes at a cost well below the sale price in the highest tax 
States. Consequently, for an enforcement effort to have a sig11ificant 
and long-lasting effect, it 'would be necessary to concentrate on the 
prefient sources of supply and distribution, and to anticipate and pre­
clude a shift in the supply source. 

Based on the Advisory Commission's evaluation of the scope of the 
cigarette smuggling problem, the Bureau has estimated the ]a'w en­
forcement resources needed to cope with the problem nationwide, as­
suming a sufficient level of State enforcement. The cOfit would be $3.8 
milJion which ,vould include nllmanpower and equipment costs. This 
estimate does not include conseqaent prosecutorial and judicial costs. 

Senator ICENNEDY. Do you think you could set up a Federal inter­
diction program for $3.8 minion ~ 

M:r. DAVIS. Yes. 
Senator ICENNEDY. ,Ve are tn.lking about $300 to $400 million that 

are being lost by the States at the present time. That's a pretty good 
cost/benefit ratio in terms of law enforcement. 

1\fr. DAVIS. Yes; that is about 1 percent of the tax losses, as we un­
derstand it. 

Senator ICENNEDY. I don't know many programs that we, have 
pas.sed in the Congress that have had that kind of cost-effectiveness 
rabo. ThC' Federal law enforcement effort would affect both the, State 
tnx revenue aspects of t.he problem, and the involvement of organized 
C.rl!1w. Equal1y important is the effect such an effort would have on the 

sma}} businessmen.. and their ability to survive. 
1\1:1'. DAVIS. Of COUl'SC', this cost is based on the existing law enforce­

ment agency. In other words, if you started up a completely new effort, 
the cost would be greater. 
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, Senator KENNEDY. ,Voulcl you gi ve us a breakdowll and submit that 
as a part Tor the record? . < 

Nfl'. DA VII". Yes. 
[:Material supplied follows:] 

Salaries: Cost 
100 GS-7 positions (includes personnel benefits) ____________ ._ $17,785,000 

Equipment: . 
85 vehicles @ $5,200__________________________________ . 
4 comm.unicat~ons repeater systems @ $5,000 ____________ ===== 
~fj moulle radIos @ $1,600 ______________________ _ 
~ radio hase station systems @ $7,200 ____________ =_~====-----
~)O IJortaule radios @ $1,40o ____________________________ ===-= 
2 rlectronic surveillance kits @ $3,000 _____________________ =_ 
100 handguns @! $13L __________ _ 
100 handcuffs @ $15 ____________ =_====================-----
75 binocnlars @ $45 __________________________________ =----
2 night vision scopes @ $2,900 __________________________ ==== 
50 casette recorders qy $114 ________________________________ _ 
1 lE'ased surveillance aircraft @ $20,000 ______________________ _ 
Purchase-of-eYidence funds 
Relocation of experienced sp;~ial-;g~;t~===================== 
Rt'nta! space: 135 sq. ft. pel' person @ $10 __________________ _ 
ComIllunications, telepholle ________________________________ _ 
Clerica! support: 1 per 6 agents, GS-4 @ $8,900 x 16 _________ _ 

Travel expenditurE's: 

442,000 
20,000 

136,000 
28,800 
70,000 
6,000 

13,100 
1,500 
3,375 
5,800 
5,700 

20,000 
135,000 
350,000 
135,000 

30,000 
142,400 

100 special agent positions @ $5,000_________________________ 500, 000 

Sinee all investigations of contraband cigarettes would invo!ye interstate 
traYel, the usual allocated amount of $2,500 per year for trayel has been increased 
bJ" 100 percent. 

1fr. DAVIS. In addition to making it a Federal offense to transport or 
possess non-State-tax-paicl cigarettes, most, but not all, of the bills 
,~oulcl also require dealers to keep records ofall sales of 20,000 or more 
c~gare;ttes. Based 011 our experience with the illegal liquor raw mate­
rIals program and the Gun Control Act, '\Te consider the re.cordkf'epinO' 
provision and the attendant authority to examine these records essen~ 
tial to effective enforcement. . 
T~is ~'ecordkeeping feature ".voul~ be important in supplying in­

vestIgatIve leads, and would pnma.rIly apply to suppliers in tllelow­
~ax S~ates '\Tho are often not directly violating any laws of the State 
In whICh they operate, because the cigarette tax has been paid in that 
State. 

Since. the requireme:lt would .only apply to sales of more than 
20,000 CIgarettes at a t.une-that IS, more than 100 cartons-it would 
not apply to ordinary retail sellers but only to those who are clearly 
wholesaleI:s .. Further, the recordkeeping pr?:risions likely would not 
cause adchtlOnal records to he kept by legItImate wholesalers since, 
they already must keep records of transactions for Federal inco;ne tax 
and State cigarette tax purposes. 

Besides providing investigative leads, the recordkeeping provisions 
sh?uld also n~ake more vulnerable t.o Federal prosecution those sup­
plIers who fall to properly document t.ransactions in which they are 
operating in conspiracy with the transporters. 

:nil'. Chairman, I believe these. points are the most salient from an 
enforcement standpoint should an anticigarette smuggling bill be 
passed. I am prepared to answer any further questions. 

Thank you. 
Senator I(ENNEDY. To what extent is the growth of cigarette boot­

legging due to the lack of attention by the States ~ To what eA'te.llt are 

- ~--- ----------------------

I 
J 
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the States handicapped because of the failure of existing leoi.slation ~ 
Is there any accountability at the. present time ~ - b 

. j\fr: DAYIS. From my knowledge of the efforts by the various St.ates 
In tIus area, they have donc-as the previous gentleman testified­
about. an t~ley can under the existing cireumstanees. I am sure, the 
comllllttee IS aware that there han>, been special funding efforts by the 
Federal Government. and LEAA on the regional appro'Uch. 

As I lUlders:tancl the. problem, thero arl\ reany two primary hancli­
caps that the States face. One of them, of course, is the interstate na­
t.ure of this trafiie. The,re is a lack of any individual State in havino' 
jurisdiction into source States.' t:' 

Of eourse, by the same token that means that they are also handi­
capped in obtaining inteJIigence as to the nature of t'he traffic and the 
sourct's of supply and the custo'lllersand pt'ople. who are o'perating in 
tlw trafficking rings. 

Senator KENNEDY. Do you feel that at present t.he States are unable 
to ~leal effectively wit.h this p~rticular. problem? Can yon give us any 
estImate of the growth potentIal of tlus problem if not.hinD" further is 
done by the Fecleril:l Gm:erIlll1ent? ,Vonld it continue, to ~·ow ~ 
. :Mr. ;DAVIS. CertaInly, In my personal opinion it would. ~fore, than 

lIkely It would grow because I am reasonably certain that there will 
be more demands for tax reV('l1ue. Ce.rtainly as tll(' gap widens be­
tw~ee~l the States, there would be adc1itional incentives for organized 
crll1unal groups to b('come involved in the· traffiekinO'. 

Senator KENNEDY. lIas ATF made anv effort to ~olleet intellio'ence 
in this area in the past? . b 

. 1\fr. DAVIS. ~r~, ~ir, we have not. It has not been within Ollr jurisdie­
bonal responSIbIlIty, and we have haclno incentive to do so. 

Senator I(ENNED!. Ha,:e y~u picked up any information to indicate 
the extent of orgamzed crIme Illvolvenwnt? 

1\11'. DAVTS. Not. directly, but certainly \VO think that the avenues 
presenh'd i!l the v.ariOl:s studies and tIl{: various efforts is impressive 
that orgamzed Cr1111(', Involvement does exist. Certain1y the size of 
some of the' transactions that IUlYe come to onr attention and some 
of the seizures that we han' mndp wou1d indicate that 'there is a 
trt'menclous margin of profit involved. 
. Senator KI~NNEDY. I{ave you been able to identify the corridors 
III the country where this traffic takes place ~ 

1\.fr. DAVIS. Yes, to a large degree. Certainly along the eastern coast 
between the soutlH'rn t.obarco-producing· States aner the N orthenstern 
Stat~s is a corridor. Then, there is the Central corridor from the States 
?f Iumtncky, Tennessee, and in t.hat area up into the Northern States 
111 the central pali. of the country. 
. Then, of rourse, there: is anothe'~' major one. in the ,Yest primarily 
l~ltO the State of 'Vashlllgton wInch has a lugh Stat.e excise tax on 
clgarettes. 

These are just t.he major ones. There are otlwr more localized traffic 
rontes. 

Senator KENNEDY. 'Vhat. is the, basis for your est.inmte that it would 
cost $3.8 million to set up an effective Federal program ~ 
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1\11'; DAVIS. It is primarily based on the 100-agent man-years. ,Ve 
feel that with that amount of man-years the problem could be effec­
tively dealt with. Of course, the cost <includes such things as equipping 
these people and on clown the line. 

Senator KENNEDY. I-Iow many agents wonld that be ~ 
1\11'. DAVIS. In this kind of program it would be 100 new agen~s. . 
I might point out that any Federal law enforcement orgamzatlOn 

which might be given responsibility for this problem would not use 
just 100 agents for this purpose. In other words, all of the agents of 
t.he particular agency ,youlcl be ayailable. In other words, there would 
not be i:L cadre of specialists for this purpose. But the total number 
of agents that would be available at anyone time to deal with the 
problem would be that number. 

Senator KENNEDY. I-IoIY long would it take to set up this effective 
program ~ . 

1\11'. DAns. On the basis of an inplace Federal agency gIven the 
responsibility, the program could start immedin:tely b~cause the ex­
perienced agents could be dev"oted to the programImmeclIa~ely. 

Then, of course, any nel" agents which were brought III :would. go 
through the training process and would then help to fill In behmd 
the agents that ,yere being diverted from other areas. 

Senator KENXEDY. ,Ye want to thank you very much for your he.lp­
ful testimony. ,Ye ,yill keep the record open for a reasonable perIod 
of time to receive additional comments. 

The subcommittee stands adjourned. 
[\Vherellpon, at 12 :15 p.m., the subcommittee adjourned.] 

s. 1487, 95th Cong., 1st Sess. 

A BILL '1.'0 eliminate racketeering in the sale and distribution of Cigarettes, anel for 
other purposes. 

Be it ell Ctctecl by the Senate anrl House of Representatives ot tho f}nite(Z States 
ot i1meric(t in Oongress assembled, 

- STATEMENT OF FINDINGS AND PURPOSE 

SECTION 1. (a) TIle CongreSS finds tbat-
(1) there is a widesl1read traffic in cigarettes mo,-jng in or otherwise affecting 

interstate or foreign commerce, and that the States are no~ adequat~ly able to 
RtOP the 1ll0yement into and sale of such cigarettes in violatIOn of theu' tax la\ys 
through the exercise of their police power; . ' . 

(2) there is a causal relationship between tIle flow of cI~arettes llltO lll~er­
state commerce to be sold in violation of State laws and the rIse of racl\:eteermg 
in the United States: . 

(3) organized crime has realized hundreds of millions of dollars annually III 
profits from the sale of such cigarettes in Yiolution of State laws, and has 
channeled such profits into other illicit activities; .. . 

(4) a sharply expanded Federal role in the fight agamst clgare~te s!n.uggh~lg 
is essellthll if tIl ere is to be an effective law enforcement effort agamst clgarette 
smuggling, since the interstate nature of the crime place.s individual States at 
too great a djsadvantage to bandle these pr?bl~ms effectn:ely; '.. 

(5) certain records maintained by dealers I.n 'Clga.rett~s wIll II aye a lllgh deglee 
of miefulness in criminal, tax, and regulatory lllYestIgatlOns.. . 

(b) It is the purpose of this Act to l~roYide. a time1y so~u~lOn to ~ serIOUS 
organized crime problem and to help prOVIde relIef to mflny CItIes and States. 

SEC. 2. Title 18, Uuited States Code, is amended by inserting immediately after 
chapter 59 thereof the following ne,v chapter: 

-~-----.--- - ----- ---------~-
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CHAPTER 60.-CIGARETTE TRAFFIC 
"Sec. 
"1285. Definitions. 
"1286. Unlawful acts. 
"1287. Recordkeeping and reporting. 
"1288. Penalties. 
"1289. Effect on State law. 
"1290. Enforcement and regulations. 
H§ 1285. Dojin'iUons 

HAs used in this chapter: 
H (a) The term 'cigarette' means-
H (1) any roll of tobacco wrapped in paper or in any substance not containing 

tobacco, and 
"(2) any roll of tobacco wrapped in any substance containing tobacco which, 

because of its appearance, the type of tobacco used in the filler, or its packaging 
and labeling, is likely to be offered to, or l1urchased by, consumers as a cigarette 
described in paragraph (1). 

"( b) The term 'contraband cigarettes' means a quantity in excess of hrenty 
thousand Cigarettes, bearing no evidence of the payment of applicable State 
cigarette taxes ill the State where they are found, and which are in the posse,''lsion 
of any person other than-

"(1) a pers,On holding a permit issued pursuant to chapter 52 of title 26, 
rnited States Code, as a manufacturer of tobacco product~.9r as an export ware­
house proprietor, Or a IJerl'lon operating a customs bonded warehouse pursuant to 
section 1311 or 1155 of title 19, United States Code, or an agent of such person; 

"(2) a common 01' contract carrier: Pro'IJid('d, 710 11; e1: 01", That the cigarette are 
designated as such on the bill of lading or freight bill ; 

"(8) a person licensed or otherwise authorized by the State where the cjga­
rettes are found to deal in cigarettes and to account for nndl1ay applicable ciga­
rette taxes imposed by such State; or 

"( 4) an officer, employee, or other agent of the United States, or its depart­
ments anc1 wholy owned instrumentaities, or of any State or any department, 
agency, or political subdivision thereof, having possession of cjgarettes in con­
nection with the performance of hi::; official duties. 

"( c) The term 'comlllon or contract carrier' means a carrier holding a certi­
ficate of conYenience 01' necessity or equivalent operating authority from a reg'11-
latory agency of the United States or of any State or the District of Columbia. 

"(d) '1'11e term 'State' means any State, or the Djstrict of Columbia, which 
requires a stamp, impression, 01' other indication to be placed on l1ackages 01' other -
containers of cjgaretteR to eyic1ence l1aymellt of cigarette taxes. 

"(e) '1'he term 'dealer' means au. v per.'Wll who sells or (listrilmtpl'l jn any manner 
any quantity of Cigarettes in excess of twenty thonsand in a single transaction. 

"(f) The term 'Secretary' means the Secretary of the Treasury 01' his delegate. 
"(g) TIle term 'person' means all,'\' indiyjdllal, corporation, cOlllpan,'\', associa­

tion, firm, partnership, society, or joint stoelc company. 

"§ 1286. Unlawtnl (let8 
It (a) It shall be unlawful to shil1, transport, receiYe, Or possess contraband 

cigarettes. 
"( b) It shaUlle unlawful to Imowingly make finy fnlse ::;tatement or relH'e::;enta­

tion with resl1ect to the information reqnired by this chapter to be kept in the 
records of a dealer. 

"§ 1287. Recol'dkectJing ana 1'cpo1'Ung 
"Each dealer shall maintain such records of shipment, receipt, sale, or other 

disposition of cigarettes at such place, for snch period, and in snch form a::; the 
Secretary may by regulations pre::;crille. Dealer::; shall make snch rc>corcl::; ayail­
able for inl'lpectioll at allrea::;onahle times. and shall snl)Jllit to the Secretar,'\' snch 
reports and jnformation with rel'lpf'ct to Sl1(']) records and the ('on'tc>nts tllereof al'l 
he shall by regulations prescribe. The Secretary may enter durjng hnsines::; hour::; 
the premisel'l (inclndillg vlarer.; of storage) of nny deala' jn ('igH rettes for the pur­
pose of inspecting or examining (1) any record::; Or dornnlE'll ts required to be kept 
by the clealer, and (2) any cigarettes kept 01' storec1b;y the dealer at such premises. 
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"§ 1288. Penalties 
"(a) 1Vhoe,'er violates an~' provision of this chapter or regulations promulgated 

thereunder shall lle sentenced to pay a fine of not more than $10,000, 01' to he 
imprisoned for not more than two ~'earH, or both . 

.. (b) Any contraJJand eigarettes iln'olwd in any violation of the provisions of 
this chapter Hhall be suJJject to Heizure and forfeiture, and all provisions of the 
Internal Revenue Coele of 1954 relating to the seizure, forfeiture, and disposition 
of firearms, as defined in Hection [it;45 (a) of tJlat COde, shall, so far aH applicable, 
extend to seizures and forfeitures under the provisions of this chapter. 
"§ 1289. Effect on. State law 

"Xothing in this chapter shall be constrUed to affect the concurrent jurisdiction 
of a I:5tate to enact and enforce Htate cigarette tax law's, to IJl'oyide for the COll­
fiseution of cigarettes and other property seized in violation of suclllaws, and to 
provide penalties for the violation of such laws. 

"§ 12.90. Entor('cnlcnt and 1'('gulaiiolls 
"The fieeretary Hhull enforce tIle pr(r\'isi011S' of this ('hapter and may prescrihe 

such rule:.; and regulations as he deems reasonalil;r necessary to cal'l'jr out the 
provisions of this chapter.". 

SEC. 3. (a) Except as provided in subsection (b), the provisions of chavter 60 of 
title 18, United States Code, shall talw effect 011 the first day of the first month 
which begim; more than one hundred aud twenty days after enactment. 

(1)) The following sections of chapter 60, title 18, rnited States Code, shall 
take eff.cct 011 the date of enactment of this Act: Sections 128o, 1286 (a), 1288, 
1280, and 1290. 

SEC. 4. The title analysis 0:': title 18, United States Code, is amended by insert­
ing immediately below the item relating to chapter 59 the following: 
"60. Cigarette Traffic ________________________________________________ 1285." 

SEC. 5. (a) Section 1 (b) of the Act of August 9, 1939 (cll. 618, 53 S ta t. 1291), as 
amended by (1) striking out "or" at the end of paragraph 2, (2) striking out the 
period at the end of paragraph 3 and inserting in lieu thereof "; or", and (3) 
adding after paragraph 3 the foll<ndllg new paragraph 4 to read as follows: 

" (4) Any Cigarettes, with respect to which there has been committed any vio­
lation of any provision of chapter 60 of title 18 or any regulation issued pursuant 
thereto.". 

(b) Section 7 of the Act of August 9, 1939 (ch. 618, 53 Stat. 1291), as amended 
(49 U.S.C. 787), is amended by (1) striking out "and" at the end of subsection 
(eL (2) striking out the period at the end of subsection (f) and inserting in lieu 
thereof"; and", and (3) adding after subsection (f) the following uew subsec­
tion (g) to read as fo11o'\vs : 

"(g) The term 'cigarettes' means 'contraband cigarettes' as now or here­
after defined in section 1285 (b) of title 18.". 

U.S. SENATE, 
COMMITTEE ON THE JUDICIARY, 

TVashington, D.O., Novembcl' 25, lIJ77. 
DEAR On O('tober 21, 1977, the Subcommittee on Criminal Laws and 

Procedures held a hearing chaired by Senator Ed\vard M. Kennedy on S. 1487, a 
bill aimed at eliminating racketeering in the sale and distribution of cigarettes. 

Due to the many pressing matters before the Senate this seSSion we have been 
unable to schedule additional hearings. However, the Snbcommittee would appre­
ciate having your recommendations about this important bill in a prepared 
statement to be included in the hearing record by the Subcommittee. 

In addition to the effect cigarette bootlegging has had upon the States, we would 
like for you to address the extent and nature of organized crime involvement, the 
necessity for a Federal law enforcement effort, the type of penalty which should 
be imposed, and the appropriate cutoff limit of transported Cigarettes. Any other 
information you may wish to supply would be welcomed. A copy of ~. 1487 is 
enclosed. 

In order that the Bub committee may have time to study your comments and 
recommendations, your statement should be sent on or before December 15, 1977. 

I 

J 
'I 

--- ------~------------------
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If the staff can aSsist yOU in any T I 
3281) 01: Robert 1\1. McNamara" Jr. (~gt2~~::82o)ntact Paul Summitt (202-224-

Slllcerely, 0 • 

Enclosure. JOHN L. MCCLELLAN, Ohai1'1nan. 

STATE1>fENT BY LOUIS H. EHRLICH JR CIr'I T , ., .... RMAN, N~\'TIONAL ASSOCIATION 
OF TORACCO DISTRIBUTORS 

My name is LOuis H Ehrlich Jr I C .. 
Kansas Cit:r, Missouri' and Ch~ir~an am ha~rmall, Rothenberg & Schloss, Inc., 

-National Association ~f Tobacco D' 'f .~o~n:~ttee ?11 T.egislation and Taxation, 
behalf of the National Associat.o IS II JU, ors. T~u; ,statement is presented on 
proYides a nation'wide n~tworl' 1 f~r °fl TO~itc~o ~lstr~lm~ors, whose membership 
fectionery and kindred consum~r prode ~' If es~oe. dlStl?h.ution o~ tohacco, COll­
e:xl~ensiye mix of vroducts distributed ~~ f 0 ,0\ _1 ~ mllho?- :'etml out.letH, The 
CIgars, pipes and smokers' accessories. c udes, but IS not huutec1 to, CIgarettes, 

1\Iy company lIas no/ carried c· ,tt . 
and other tobacco products per ;:~~~c es Sl11ce the l!ef£iuning of 'World War II, 
am eoucel'l1ec1 for this cOUlltr:r'; welfa~~T~n?a~'y \ 1?1~. As a priYUt~ citizen, I 
penetration into retail cigarette Rales thrOl~gI~~g.I¥.n~tel1:ull1:c1t by orgml1~ed ~ri-?1e 
tersrate commerce, 1 lC} cigale te bootleggmg 111 111-

h~:~tl~ntJ~;~t;;~c;~(~o;~~(~'e~~l~~r~l~t~~' ~nd. at ~l:e hehe~t of the .'Yholesale '1'0-
slOllal actiOI; to inhihit the grmving ~~ia~~t:~~~~t~~gu:~e e~p~~htlOu~ Cong~es­
~ta;:8~0:~~~~~. it a federal offense to transport cOlltr~~ltrl(fI(~~·:l~~t:~~~ r~~~ltt~~~ 

It is estimated that cigarettes bootleggiI ',. t· ~ 
taxing authorities in excess of $400 m'll' . Ig IS \~~ ~ng the 00 states and local 

P~~gW:~l~~lti~':;~!~~~oiI~;,~, ;~~~<~~;v;~~::~:.£:~~;l ~~~~:?: (1~:~i:!~m~~~d:~i:~ ymg 110 axes and not subJect to nOl'mallnmineRs eXI)enses I:l . 
The recent report f tl NY· ., " 

le7.~I;gt a~d the ~iga~ett~eTa~";n('~~~~:~t~~: ~~i~~'~i;l~~~~ t!~;~~t ~~ ~~~~~~tte Boot-

ness~~n~:~i)~~1~10~~~'l~'~1:~aN~ ~~~'lFt~t t~J~:e hee:l lret~i1ed mainly thro~lgh husi-
ba'l ' 1 1 . < < ('co PI0( nelS, such as heaut:r parlors 
a < \ leI s l~fS' aue ?ther Ru('h husiness places, as a cOl1Yenience to their cm:;tomel:~ 
< l1( an ac (ed ROUlce of revenue for themselyes-Ul1d even as another ex m . 
!~~~~1 t~~ ~y~l~ or a s~~tion wagon at a COllRtruction site. II{ r~c~llt month"Sa hg~:~ 
ill ., . IC. ale :a.s (lscoYf>r~c1 that these untaxed cigaretteR are being iI{creas-

gly ~lOld 111 legItImate retml outletH. In otlwr words, more find more I;' , 
n:en and women, who are law-abiding in th" t _ lllSJlleSR 

~~~I~t;~~~ l~~ ~l~~~~i;:~~e;'~: 1 <'i~a,rette tatx
t
· l\fore~ye~~ t~:;P~~.~~' a~~}~t;l1~efl~n~~bi~~~ 

l' . ( le,enue a he same tIme that the:\" are hecoming a 
~~nlr }~F of lng-ti~e racketeers and small-time hoo(IlumR. P~rl;aps most tra~i~-

1e. e~ lmate retfillerH who haye hecome tax-eyaders hy Relling ('ol1traband ar~ 
StUltl·IJe~t.ll1g t~l~mSelyes to arrest and criminal prosecuUml with l'eHultm;t clisgr~c~ 
o lE'lI fmlllhes aH WE'll as themseh-es." 
l\Ianu~actnrers' tru~k~ haYe hE'en hi-jacked, resulting in heavy losses to them 

an~ m~ lmp~c~ 011 theu' lllsnrau('E' rates. Th~se hHacks aI'€' IH'ofesRional ill nature 
an: al,e heh~' eel to. h€' tIle efforts of orgamzed crime. Orgauized ('rime does not 

l
cal: :' hethel the c~garette packs .are stamped or without tax indicia as they 
13. \ e the outlets to dlS110Se of them. ' . 

, ,B.e:ause 01: the in:Ieuse in hi-jacking and wholesale thefts, to maximize the 
l~h(,lt prOfits, 111 the 11l-tax-l:Me States, motor ('urriers are tnrning- down legitimat(l 
Cll

garE'tte .'~lnpmellts, and msurance 11ates of licensed ('iO'arette "'arehonfie~ are s {yrocketing. . b • • 

Inv~stigations, RUlTeillan('es.an~ informants hay€' resllltec1 in bringing to th(l 
attentIOll. ?f ~l1e ~tates that the vlOl~tors are becoming IllOl'e soplliHti('atec1 and 
l)~ov,e tl)el~ oP€:at:ons frequently. '1'11e11' SOU1'(,(>S of sUlmly, rou tes of tl'llYel. pla{'(ls 
o lelO'adlllg, stf);age w~re]l{)uses, and sources of disposing of ('igarettpR are 
cons~antlY changmg, WhICh makes for lllore difficult inn'stigatiol1H "11(1 "PIJI'e-henslons, . < ..« '.l . 
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It is said the major cigarette wholesaler today in the New York City area is 
the underworld accounting for over half of all cigarettes sold with a resulting 
tax revenue loss of $cS5 million annually. Gross profit of $60,000 is estimated to 
be illegally realized from ,a h:actor trailerload of contral)and cigarettes sold in 
the black market of the Edstern Seaboard. 

You may ask isn't this a localized problem for New York City and the Eastern 
Seaboard. The answer is definitely "NO". 'What has happened in New York on a 
major -scale has spread to the other northeastern states, the southern states, par­
ticularly Florida, and the midwestern states. Missouri, my home state with 
9 cents tax, is estimated to be losing $1-$6 million annually in cigarette tax 
reyenue from bootlegging out of North 'Oarolina and Kentuck:r. 

The Special InYestigations Bureau responsible for the iIwesLigation of tax 
frauds has 12 agents: 6 in St. Louis, 4 in Kansas City, 1 in Jefferson City and 
1 in Cape Girardeau near the Kentucl;:y border. The major part of its inyesti­
gation is sales, income, and motor fuel tax frauds, but only 20 percent of its 
effort is being devoted to the investigation of cigarette bootlegging. 

Cigarette bootlegging will continue to spread if states continue to raise 
cigarette taxes to meet tlle need for added reyenue and the tax differential con­
tinues bebyeen states such as North Carolina 2 cents, Virginia 2% cents, Ken­
tucl{y 3 cents ancl Indiana 6 cents. Unfortunately the states do not haye the 
manpower 1101' the revenue to control its growth nor provide adequate law en­
forcement. Last month CBS on "60 lUinutes" and NBC on the "Today Show" 
dramatically showed the extent 'of cigarette bootlegging and the state inability 
to cope with it. 

Three possible 'Solutions have been suggested: 
1. State Tax Uniformity-With the 50 sovereign states each executing its 

rights lJased on fiscal needs in the levy and imposition of cigarette taxes, there 
is no likelihood for state tax uniformity-Legislat.ive bills have been introduced 
both in Kansas :and New York to reduce the cigarette tax. In Kansas the bills 
never got out of -Committee and in New York, wllere tax relief is sorely needed, 
defeated. despite the offer of YI'holesale tobacco distributors to set up an escrow 
fund of $18 million to offset any re,'enue loss from a reduced tax. 

2. The Federal Goyernment to pre-empt state cigarette taxation and establish 
a Federal Uniform Tax Rate 'vith revenue 'sharing to the states and indirectly 
to local tax authorities. For Congress to take away from the states their right 
to cigarette taxation is wishful thinking. 

3. To mal\:e cigarette bootlegging in interstate commerce a fedeml offense which 
will call for Congressional 'action since this has become a state-federal problem. 

The Advisory Oommission on Intergoyernmental Relations (ACIR) has made 
a thorough study of "Cigarette Bootlegging" and following its hearing at which 
I testified last December released its repoi·t in May. I quote in part from its 
conclusions: 

"That large state cigarette tax differentials and the difficulty in controlling 
the interstate fiow of contraband cigarettes have created an environment con­
d.uciye to tlle large 'scale involvement of organized crime in cigarette bootlegging". 

The extent of this involvement is shown by the following incident recently 
relat·ed to me. A well dressed individual came into the office of an established 
California 'vholesaler and offered to purchase for cash a substantial quantity of 
unst-ainped cigarettes to be shipped through the Panama Canal to a New York 
State destination. The sale was not consummated as the State of California would 
not grant a license for it indicating underworld implicationFl. 

And again referring to the ACIR report, I quote in part from its recom­
mendations: 

In order to enhance the effectiveness of cooperative 'State and Federal enforce­
ment efforts, the Oongress should give early and favorable consideration to 
legislation prohibiting the transportation of contraband cigarettes in interstate 
commerce." 

The Kansas City Times in a September 5 editorial commented on the AOIR 
report and called for legislation making cigarette bootlegging a Federal offense, 
copy attached. 

Time l\Iagazine concluded in its recent coyer story "The Mafia-Big, Bad and 
Booming" that there must be 'an end to American tolerance for any kind of 
organized crime. The longer ·the delay in U)e enactment of legislation to make 
contr'aband cigarettes in interstate commerce a Federal offense, the more difficult 
it will become to uproot the underworld involvement. 
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,\Ve therefore conclude that Cigarette bootlegging be~au.se of its C~flPI~\l1~tu.r~ 
involvin orO'allized c1,'ime cannot be controlled nor ehuunated at 1e s a e e, e 
and, as ~'eco~menclet1 by tIle Advisory Commissi.on Ol~' rn~ergo'~l'l~lllel~tf\) Rel~= 
tions, Fedpral Contrn band Legislation as vronded 111 S, 148 ( ShOll ( e ex 
peditiously enacted. 

[Ii'l'Olll the Kansas Cjt~· Times, Sept. 5, IDT(] 

BA~ CIGARETTE S:MUGGLI~G 

The bootlegging of cigarettes has not raised l?UC~l pu~)li~ concel:n .lll,ainl~' bet 
cause, we suspect, the full impac~ amI sco])e of tlns crlllll11al actlntj has no 
undergone a comprehensive ,analY~~li:;· Al·c C 

Now that rather formid,able task has been completed IJr the ~.n.;ory .. ?n~-
ml>$sion on IntergoYernmental Relations (ACIR), a llermanent, natIOnal ,Olg<U;lI~ 
zation established by Oongress in 1959 to report. on prolJ~ems th.at. n~('c.t t e 
varions levels of government. The findings were clulcussed III d~tml 1Il. d .. Iec~tt 

,. t ... Essentially howeyer the smuggling ·of cigarettes IS c1E'pl'lYIng 1e 
ne"s s rory. 't., te 1 '$'337 millio~l a year in reyenue and has l)ecome the second 
states 0 an es una ( < • 1 . TI e dgm'ettes 
iar 'est source of income next to narcotics, for orgmllzec Cl'lme. 1. , < • 

are
g 

transporte(l fl'om IO\y~tax states, sucl1a~ Xort11 'C.arol~na \Y~er: -rl~/~"\I~ 
2 cents a paclmge, to areaS where the IpnT IS much hIgher. In Ne" or,- I J, 
for examl)le, the taxis 23 cents a. pacl\:' . ' ., ..' Th 
- Tl{is illicit traffic in cigarettes cannot be cOllsl{lel'ed. a nctlm2~S~ ~lllne: . ~ 
A.CIR sums it up this way: "The consequences of orgamzed SlUUnb.lll1b,.llO\~ e~ e1,. 
extend IJeyond tIle loss of goyermnent reyenues. 'l'axpayel's Ilar. hIgher t ta~~s ?I 
r~ceiye fewer Henices. cigarette wholesalers all.dretailel':> are.dr~yel~ 01: ~. )~lS;­
ness and jobs are lost, political and la ': ('nforcemen t offic.w~s .al.e COIl up :'( , 
trucks are liighjacked and warehouses raldec1, and people are 1l1Jnred and c' en 

kil~e~l;:llated losses from bootlegging are $6 million a year in :Missouri ,and $1.6 

million in Kansas. 1; St t I ·s ,yhere they 
C 1'1' ntl cigarette 'bootlegging is not a federa c.run.e. a e ~'"\,, ..' 

eXist; a~'e lifficult to enforce llecanse the merchandIse 1S bought ll1 olle al ea a:~{: 
< 11 i~ another. The attorney general of North Carolina. for ex~unl~ e, r.e~en ,-S, 

~~~ecl that there is no law violation ,,'hen smnggl.ers yurcha~E' Cigal.~it~~ t[: lWl 
state The prolllelll he added, occurs wllere the clgatette~ are s~ld 1 eMa \1 nt 

Th'e Nortll Carolina official is ~orr(:'ct. But it wonlc1 !~e 'Yl:O.l1e: ~ a~~llll~: Ie. 
citizens of North Carolina, m' any otller ~tate, c10 not suffer, dlIectl) or mc1uectlj, 

fr011l0'~I~ra~~~~{r~~a~~~t~~;n~~~~g~~~~~ei;as been introduced i1~ Congress .. Hea;'ings 
ar~e:xllectec1 this year on a bill that would mal\:(' bootleggmga fede:al Of[~ns~ 
'An effective statute would baIt the loss of taxes anc1at the same \1l11~ c~ 1 (~ 
income from tIle cr'iminal element. That would be to the good ane s lOU c e 
pursued diligent1y in Washington. 

ST'\'l'E~IEXT StTB)IITTED 'ro 'I'HE Sl;BCO)[MI'r'I'Jo:I~ ox CRDII~AI, LAWR } .. XlJ PR~CEDURE~ 
~F ~II~ SEXA'l'g J1:DICIAUY COM:/,UTTEE BY TIm NA'l'IOXAL ASS~CL~TIO~ OF TA<F 
'\'D~IINIS'l'RA'l'OUS AND 'I'HE ~A'l'IOXAL 'roBAC'CO 'I'AX ASSOCIATION I:."; St~~OR~ O. 
~. 1487, A llILL, TO gLDIINA'l'E RACKE1'EEIUXG IX 'rUE SALE A:\,D l)IS'l'RIBt rION OF 

('IGARETTF:S 

'('he NatiolUll Association of Tax Ac1ministrat.()l·s, mi ~r~'ani~ation of Tth~ ~a~1 
administrators of the ren'lllW c1elll:l'tn~ents ?f the 50 st~ ~ es, ~u~c1 /h~ ~ a.tlO the 
Tobacco 'l'ax AssoC'iatioll, an orgnmzatIon of tolm~co. \e~X. <lCll11I~~lR;~ 0~~8~1 tlle 
l'E'YPIllW deVlutmentR of'thC' 50 states, pXIll'ess theIr tu SllVPOl 0 ". l, 

B('llmOll-AndE'l'ROll bill. . .~,... 1 . tl f n p 101'1-
]'pcleral contralmnc1 legislntion. as repl'e~ell.tec1 h~ ~. ~4'\.'i l.a~ ,t ~e t n .. SUl th~ 

of state gOYel'nmentR. Thf' Kational Assocwtion of 'lax .1: c ~llll1lS Ia 018 aU( of 
xat'i(;nal Tobaeco Tux Associa1"ion, at tl.leil' :U11l:-1U~ l~lee~n?s o,'er. a t sr~: l' _ 

e'UR 11'lYe unanimously adolltc>d l'Psolutlons Ul'gmg (ongl pss to (,1lc1C . eb11'; a. 
~i;n' '~Tlliech wnuW vrOlul)it thp transllortation of cigaretteI'; acrOHs;tate. l¥.lt'S :f~:1 
the purposE" of Hacling Rtate ta)ll's. The National G?yernors'. ~SOCl.a 10l~lliS 
1977, also called upon Oongress to enuct contraband CIgarette leglslahon. 
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year, the Advisory Oommission on Intergovernmental Relations, after an exten­
sive study of cigarette bootlegging, strongly recommended that CDngress enact 
such legislation. 
Oigarette bootlcgging-a wholly interstate p1'oblem 

Cigarette bootlegging is wholly an interstate problem which arises from the 
fact that under our system of government, each state determines its Dwn tax 
rates and makes this determinatiDn on the basis Df financial, econDmic, political 
and other factors. NO' state has control over another state's ,tax rates, and the 
disparity of state cigarette tax rates which has given rise to' cigarette boot­
legging is entirely a product of our federal system. 

The fact that interstate tax problems have become especially intense is attriJ:>­
utable to': 

(1) The ease with which cigarettes can be transpDrted acrDSS state lines. 
(2) The price cDnsciDusness of cigarette consumers. HistDrically smokers llave 

always been highly respDnsive to' markets Dffering cigarettes at less than the 
prevailing price. 

(3) The special appropriateness Df cigarette taxes as a source Df marginal 
state reyenues, stemming from the fact that cigarettes are a product whDse use 
is discouraged by federal government-the U.S. SurgeDn General, CDngress, 
and the Federal r.rrade 'CDmmissiDn. 

(4) The impact of the U.S. Surgeon General's f.ldings on the relatiDnship Df 
health and smDldng. 

'Vith respect to the la-st, the disparity in ·state cigarette tax rates, which had 
always existed to a limited degree, was expanded sharply after the issuance of 
the Surgeon General's report in the mid-1960's. This occurred because many 
states considered the Surgeon General's findings that smoking was deleteriDus 
to health a valid and convincing basis for increasing cigarette taxes more 
sharply than ever befDre, while Dther states, notably the tDoaccD producing 
states, kept cigarette taxes at their former level. 

In 1965, when state cigarette tax rates ranged frDm 2 to ,9 cents per pack, 
there was no cigarette bDotlegging Df any significance. Currently, the cigarette 
tax rates range from 2 cents in North CarDlina to a combined state-city rate Df 
23 cents per pack in New York CiLy, while 21 states have rates in excess Df 12 
cents per pack. Thus, cigarette bDDtlegging stems from the fact that illicit 
Dperators can use the 10\" tax tDoaccD-prDducing states as a SDurce of supply fDr 
potential prDfits Df up to' $2.10 pel' carton, based 'sDlely Dn tax differentials in 
the states which raised their rates sharply after the issuance Df theSurgeDn 
General's repDrt. 
Limitations on the States' oapaoity to d cal with cigarette bootlegging 

WithDut federal assistance, state revenue department effDrts, nO' matter hDW 
much they may be expanded, cannDt be effective against cigarette bDDtlegging 
because: 

(1) Cigarette bODtlegging is cDmpletely an interstate operation and the authDr­
ity of the state enforcement officials dDes nDt extend beYDnd the bDrders of 
their respective states. 

(2) The widespread presence of Drganized crir:qe makes bootlegging a police 
prDblem of peculiar complexity rather than a tax administrative problem. 

'State tax enforcement personnel are auditors and investigatDrs, rather than 
law enforcement officers, and they are further handicapped by the geDgraphic 
limitations of their authDrity. State revenue departments have given increased 
emphaSis to law enforcement effDrts because Df bootlegging, but they are limited 
in these effDrts by budgetary cDnsiderations and by the secondary position of 
cigarette taxes in state revenue systems. 

The states' majDr taxes-sales taxes and incDme taxes-are administered at 
less than two percent of tDtal collections. It would be difficult for a state revenue 

.department to' justify incurring CDSts in an amount equivalent to a double digit 
perc~ntage Df cigarette tax cDllectiDns in Drder to' cope with a pDlice problem 
that is WhDlly interstate in origin, particularly when the results of such an 
effort could Dnly be fractionally effective. 

The states have expanded their efforts in combatting bODtlegging by adding 
to' their investigative staffs, and in both the eastern seabDard and in the mid­
west, by forming co-operative surveillance groups in an attempt to deal with 
the interstate character of cigarette bootlegging. The states recDgnize that bDth 
these individual and cDllective efforts are vastly less effective than wDuld be a 
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comparable effort oy a single federal enfDrcem~nt agenc~ which ~ould ?perate 
Dn a national basis and which could draw upon Its extenslVe expenence III deal­
ing with interstate crime. 
Pre8ence of organized crime 

The presence ·of Drganized crime in cigarette smuggling on the eastern seaboard 
has been dDcumented in the Advisory CommissiDn Dn IntergDvernmental Rela­
tiDns' report on cigarette bootlegging, in testimDny presented by James H. Tully, 
Jr. Commissioner of Taxation and Finance, New YDrk, to' the hearing Dn S. 1487 
co~ducted by Senator Kennedy on October 21, 1977, in testimDny presented to 
the ACIR by J. Robert Murphy, Deputy DirectDr Df the New Jersey Division 
of r.raxatiDn and past President of the National TobaccO' Tax Association and by 
Edward LDrch of the New York City PDlice Department. This testimony has 
emphasized that cigarette smuggling is a majDr SDurce of revenue fDr organized 
crime. ACIR has placed the state and local governments' revenue loss from 
cigarette tax evasiDn at $400 million annually. 

State revenue departments have pointed DUt that this figure is far in excess 
Df the estimates Df revenue loss in 1972, the first year in which CDngress gave 
seriouo CDnsideration to' the enactment Df a contraband. cigarette bill. Because 
the bill failed to' pass at the time, cigarette bootlegging has been able to' grDw 
at an alarming rate in the absence Df the only means for effectively cDmbatting 
these illicit Dperations-the presence Df a federal enfDrcement agency adminis­
tering an effective federal law directed specifically at cigarette bDotlegging. 
WithDut federal enforcement, bootleggers have little fear of being apprehended 
and CDnvicted. 

The state revenue departments pDint Dut that, if there is further delay in 
instituting an effective federal anti-boDtlegging effDrt, Drganized crime opera­
tions will continue to expand rapidly. This will Dccur because the sources of 
bODtleg cigarettes and the bDotleg operations ar'~ well estaolished, and the poten­
tial market for bootleg cigarettes is just beip.g tapped. The profit incentive in 
cigarette bDotlegging is SO' large as to' attraet a cDntinuDus entry Df criminal 
elements intO' the activity. 

Cigarette consumers are highly price conscious because smoking is an every· 
day process, and they will gravitate to new markets for bODtleg cigarettes-fac­
tories, service statiDns, barber shops, etc.-m3 they oecome available. The market­
ing 'of bootleg cigarettes by licensed distributors emerged during the past year 
in IllinDis and New York. Here again, the profit incentive may oe expected to 
expand these illicit operations if federal enfDll'Cement is nDt provided. 

What has happened in the northeast is a. prototype 'Of what can be expected 
to happen elsewhere in the country. In the east, cigarette bootlegging was begun 
by small individual operatDrs, who trafficlred cigarettes oetween NDrth CarDlina 
and the northeastern states. 

As these operatiDns became mDre extensive and prOfitable, organized crime 
entered the field. At the present time, midwest bDDtlegging is cDnducted largely 
by individuals whDse criminal Dperations are condncted on a routine basis. As 
these operations increase, it can be expected that the syndicated crime presence 
will become mDre predominant as it did on the eastern seabDar.d. There is little 
cigarette bootlegging in the western states because cigarette tax rates are mDre 
uniform there. However, if several western states raise their rates to the nDrth­
eastern level-and this is pDssible because of state revenue needs-boDtlegging 
cDuld emerge suddenly. 
S.1481'8 penalty and mttofj limit of tran8ported cigarettes 

S. 1487 correspDnds to' the contraband cigarette bill drafted by the National 
TDbacco Tax AssociatiDn with the technical advice 'Of the Bureau of Alcohol, 
TDbacco and Firearms, for consideration Df the state revenue department in 
communicating their concerns to' their Congressional representatives. The bill 
was circulated as a draft subject to changes that might result from CDngres-
sional review. ' 

In drafting the provisions, the underlying cDnsiderations with respect to 
penalty provisions and the prDvisiDns on the apprDpriate cutDff limit of trans­
pDrted cigarettes, cDncerning which the SubcDmmittee on Criminal Laws and 
Procedures has raised questions, were as follDWS. 

Penalty provi8ions.-In the draft, consideratiDn was given to' the imposition 
of heavier penalties than those now prDvided in the bill. The decisiOli to provide 
the penalties in the oiU-a fine up to $10,000, imprisonment up to two years, 
and seizure of the CDntraband cigarettes-was in response to an expr.ession of 



164 

views that these penalties corresponded to those in other federal laws, and that 
the courts might he expected to take an unfavorable attitude towards heavier 
penalties. It was also pointecl out that if a court wished to impose heavier 
llenalties, the bill would permit it to do so on a multiple count basis, so that 
substuntially l1en.Yier penalties call be instituted under the bm's provisions. 

Outoff Umit of tranSpol'tccl cigarettcs.-In the bill, the term "contraband cigo 

m'ettes" is defined to mean a quantity ill excess of 20,000 cigarettes. In arriving 
at the figure, the following factors were cOllsidered : 

(1) The 20,000 figure ,vould cffecti\'eIJT llegate any ':!laim by an individual 
that he has purcbased the cigarettes for his personal use. 

(2) 'I'he federal courts would not be expected to look with favor on prosecu­
Hcms inYolyillg the small revenues losses attributable to qnantities of less than 
20,000 cigarettes. (As examples, under existing laws, for the highest cigarette 
tax rate inyolyed--the combined New York State-New Yorl\: City 23 cents per 
pack tax rnte-the re\,ellue loss on a load of 20,000 bootleg cigarettes would be 
$230; for :JlassRchllsetts, it would be $210; and in New Jersey, $190). 

(3) It was suggested that the federal enforcing agency would be reluctant to 
(>mploy needed persollnel on violations involving smaller state revenue losses in 
yie"" of the ullcertaintly over the courts' attitude towards cases in"oh'ing S~Ch 
amounts. 

(4) Ex('ept where relatiYely short trips across state lines are inyolyed 20000 
is perhal>s . the minimum which would be a profitable load for a smllggli~1g trip. 
!f short trIpS acroSH iitate borders aCC'Ollut for a signifi('ant volume of smuggling 
m Rome areas, consideration might be given to reducing this number. 
Un£form ta']] rate proposals 

~t ha~ been ~uggested ~IH~.t instead of a contra hand bill, Congress should enact 
legISlatIOn deslgned to ellllllllate the state cigarette tax disparities which produce 
bootlegging. While a natiollally uniform cigarette tax rate would eliminate 
bootleg~ng, there appears to be no likelihood that such legislation. could De 
pas)'"ed III th~ foreseeaule future. 1'11e Advisory ComlliiRsion on, Intergovel'11-
mental RelatIOns has termed an effort toward such legislation as "an exercise 
in political futility-tantamount to a do nothing policy". 

The ACIR's obl"ervatio;l Rtems ,from the fact that the enactment of a uniform 
rate would ne~~ssitate sub~tantial cigarette tax rate raises in u majority of the 
states. T~e umIOrm rate hIlls now in Congress would impose a combined state­
fedp.ra~ CIgarette tax rate ranging 11I) to 35 c('nts per pack. In effect, the uniform 
rate Inlls ask Congressmen to yote tO'increase the cigarette tax rates on their 
own ('iti~ens, sharply. The experience of the energy tax propOI'lUIR relating to 
federal gasolme taxes has shown how difficult it is to develop Congressional 
support for excise tax increaseR. 

If Congre!:s takes no adioll on a contraband bill this year, and a protracted 
debate ~yer l~niform. rate legislation extends oyer a span of years, cigarette 
b?otleggmg WIll contmue to grow and the existing problems will become mag­
mfied uoth in their intensity and in their geographical impact. 

PAUL SUl\fJ,UTT, 

STATE OF CONNECTICUT, 
Hnrtford l Oonn., December 1~, 1977. 

Ohief Oounsel, U,FJ, Senate, Oommittee on the Jlld'ioiarl/, S1('boommittee on 01'im­
inal l~aws ancZ Procedures, WcullzingtoJl, n.r, 

DEAR Sm: This letter is in response to Senator Mc01el1an's letter of Novem­
b~r ~5, 1977 requesting my recommendation about S-1487 , u bill being proposed to 
ebmmate rac1{eteering in the pale and distrihution of cigarettel'l. 

The St~te o~ Connec.ticnt strongly supports this important piere of legif.llation. 
~he J)l'ohff>rahon of CIgarette pmuggling, organized ('rime iIlYolYement and the 
mtel'state nature of smuggling activities create a demand for Federill law en­
forcement in this area. Federal involYement will enhance enforcement activities 
and cOl1trihllte to a rom'dinatec1 effort to deter this criminal enterprise. 

Connec.ticnt ha~ ht;>en activelv iuvolYrd in ('omhating ('igarette smuggling since 
1971: Tlw; department haR documented· sevel'al f'igarf>ttf> ~mngg1ing Cll!'les ill­
cO~Ylng several thonsands of cartons of untaxed cigarettes that show organized 
Cl'lme figures from Oonnerticut to he inynIYed. Tn Rome CaRE'S. this involvement 
extended to New York Oity crime fal11ilie~. While Oonnecticut's rnfol'('ement 
efforts in this arra luwe jm;t ahout eliminated the independent ~muggler, syndi-
cated operations are still a problem. . 
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I ~)eli~ye the pen~lty proposed in S-1487 is sufficient and is in line with COl1-
l1e~tlC,ut s pena.lt~: (~mllr~SOnn1(>ll t of not more than 5 years and/or a $f),000.00 fin (> ) • 

A~so the eut-01'f 11ll1lt Of 20.000 tl'anSllorted cigarettes iH in lille with COllIlPdicnt's 
nm;demeanor/felony ell t-of! alllOUll t. . . 

'l'llerG will u~ no l:esPOl;~e to the Committee fro111 1\11'. Salafia and lUI'. BrE'ece 
of the ~onnectICnt State lax Devartment as tIlis lettel' refie('ts their comments 

Smcerely, ' . 
GERA.LD .T. HEFFEHNAN, 

TaaJ Commi8si01u'1', 

S1'ATEMEN1' SUBMITTED BY HAROLD ,T. HESS, INSPEC1'OH, Co:r.n.rANDING OFFJCER, 
IN'l'ELLIGENCE DIVISION, POI.ICE DgpAR1'Mr~N'l', THE Crl'Y OI!' Ngw YORK, N.Y. 

Since the l11i~1 1960's the problem of the smuggling of contl'aband eigar0ttes 
has grown ~onh!lUall;v. La,,, enforcement ag(?llcips l1a YO attrmpt(xl to combat tIl(> 
sm~~gler WIt~1 lIttle success ::l1d,. until yerr recentIJ', haYe llncOn?red practically 
notlll~g re:latn~e to. tIle ?rgaJll~atIOn of cigarette smuggling operations. ,YlInt can 
u,e smd w.ltll certalllty IS that organized crime has taken advantage of this vic­
tllnless crIme to reap new profits to pour in to its criminal empire. 

New efforts have been mounted 011 hoth an enforcement and intelliO'en('p level 
and analysis of the information uncovered allows for at }('ast sonH~ d(>fillitiy(~ 
statements. ~-Iowe,'er, nothing written here ('1111 be accepted as total or final 
knowledge Slllce the structure of smuggling operations like the structure of 
organized crime itself is constantly changing. ' 

It has }Jecome evic1e~t that ~hel'e are two tJ1pes of cigarette sll1ug'glers: 
1. The lll.dependent ,y~tIl no dn:ect t~es to any large organization and who over­

atps on allllTE'gular baSIS SUPplYlllg CIgarette'S on specific individual orders only' 
2. Tlle organized crime member or associate who has been establiRhed ill busi~ 

ness through the financial resources of organized crime and who is indebted to 
the organization because of this assistance. 

The first of these two operations can continue indefiniteh'as long as tIlt' busi­
neSR remains limited. If an independent operation hegins to expallcl and uecome 
a threat to the profit of the larger organized crime hased olleratioll it will either 
be eliminated as competition by assimilation into the lm'ger organ:_atiou or forced 
out of uusiness entirely. 

The organized crime im"olyemellt in cigaratte Rmnggling is based on the long 
~~a]]ding practice. of partie1p~tion in those. actiyities (e.g. gambling; llrostitu­
hon) wInch proYHlc the maXllllUlll IJrofH Wlth the smnlle>st pORsihle ilweRtment. 
Further, this same prim·ir.1le illyolyeR the isolation of the artlll11 organized crimp 
melllller from day too day business, when 1)08Ril>le, tIlerehy minimizing ~ Irp chances 
of apprehension. In addition organized crimp 1ms always llnrticipated in yictim­
leRs crimeR, snch aR cigarette Rmuggling, "\yhE're the penalt.v for law breaking 
is m;nally a short vrison term 01' a fine that llmounts to little 1l1111'e than a license 
to operate. 

It is o1>YiOUR that in ordE'r to make significant inroads into the cigareitp smug­
gling problem organi~ed ('rime must he understood and confronted. The first 
step in i'hiR procpss llluSt bE' the accephl11C'e of rhe vroper <,xplal1atiol! of what 
organized crime is. It has heell tIl(' nl'acti('e of la w enforcement agellCieR to refer 
to organized ('rime in an (>tImic sense. BeeausE' of the llubIi('ity gb'en to tIle ill­
famous .Toseph Yalachi and th{' nation wi(1(l nlPclin co,"pragp giY(>n the ~enate 
hen rings ut which Yalachi testified, organizpd ('rime JIas been categOl'ize<1 as 
Ita lin n. rrhis CC)]]cC'pt is not only unfair it iR inaccnrnt(>. r.rhe- pro1101' d(>fini tiOll 
of organized ('rime iR one which n~fE'rs to the grouping of persons for a criminal 
nnrpos<' ,yithont referellC(l to anr particular 0tlmi(' origin. Tllis proper ('oneept 
of organized crime is important in light of the- Ruhie('t of this report which is 
attempting to make the reader eogni~al1t of the illyoh'ement of organized crime 
in tIl<' sllluggling of untaxed cigarettf's. 

rrIle ethnieally ori(>nte<l Mafin is still a fuctor in crime 1tud ii'l deeply illYolyec1 
in the> smuggling of contraband cigarettpR. I10WPY('l', to limit consideration of 
cigarptte smuggling ])l'olJIE'mR to this orguni~a tiOll would IIp to OY(11'1001\ thc· (lE'ep 
illYol\"Pllwnt of othf.'r grouJ)s also well orgalli~ed and just asrnthlN~S in their 
purRui!' of' profit. TlJ(' attack on ort!al1izE'd ('rime lllu;;:r. therefol'(" he ('('111'\:'1'('<1 (Ill 
indiyidnnl groupR of criminal violators as well as the traditional cOllc~'IJb~ of 
a stri('tly strnctnl'ed orgnlli~ed ('rime syndicate. 

Hjstorj('ally. the prohlem of ol'ganlzPcl crime illyolvement in untaxed ('iga­
rettes is dated from the first operation of Anthony Granata .and his original 
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backers, Ralph and Mario Gigante, Genovese family soldiers. From this begin­
lling a large scalf;' problem has grown that today encompasses organized crime 
as well as persons whose names were never lmOW11 to law enforcement agencies 
before the~' became ilwolved in contraband cigarettes. 

Today cigarette smugglers must meet basic requirements to stay in business. 
Each smuggler must have a system 0f distribution and since the number of illegal 
cigarettes in a given area must eventually reach the saturation point the smug­
gler must be able to defend his territory against the encroachment of other 
suppliers. 

By creating a system of distribution the smuggler becomes a factor in orga­
nized crime. He becomes the source of income for other persons who are depend­
ent upon the successful delivery of his product for the maintenance of their 
illegal profit. As his business grows the smuggler will isolate himself from the 
day to day operations by hiring drivers to make the trips to the tobacco produc­
ing states and other drivers to make necessary deliveries to those outlets from 
which thf;' public is supplied with their illegal cigarettes. A successful smuggler 
can then diyersify his profits into other illegal enterprises or into legitimate 
business inyestments. As his prOfits grow the smuggler caIi become a legitimate 
power in organized crime. The eXIll'ession "money' taU\:s" is never truer than 
when it is applied to criminal activities. The criminal who controls the purse 
strings may eventually control the organization itself. 

It i:; when a cigarette smuggler feels the threat of profit loss that his partici­
pation in a victimless crime may become the basis for his graduation into hijack­
ing, arson, assault and even homicide. 'While organized crime members have, as 
previously stated, usually been desirous of maintaining a low profile they will 
go to exty'emes to recoup 01' to prevent monetary losses. It is not unusual that 
innocent persons may be injured during these vendettas that the press finds so 
newsworthy and that a large segment of the public dismisses with the thought 
that the~7 are only killing each other. Ifurther, the investigation of those 
crimes of violence places the lives of law enforcement officers in serious jeopardy. 

During the last decade the metropoli tan areas of the northeastern seaboard 
lost literally millions of dollars in' uncollected taxes th-(lugh the smuggling 
of contraband cigarettes. At a meeting of nine states, hpJ . Hartford Connecti­
cut in February 1974, it was decided to form Some sort ", ,sociation' to combat 
the cigarette smugglers and to stop the resulting ar, •• 1 on state and city 
treasuries. 

After careful conSideration, and consultation with legal experts, the Eastern 
SealJOard Cignrette Tax and Enforcement Oroup was created. To be effective 
the Group had to be more than a debating society, it had to be an efficient and 
practical enfol'cement weapon. To this end the enforCBment arm of the Group 
was placed under an Executive Director who was given full authority to formu­
late and execute field operations using illYestigators drawn from the Groups 
member agencies. 

In April of 1974 the Group initiated the enforcement aspect of its operations. 
This cooperative inter-state effort was christened "Operation Butt" and has been 
continued since its inception on an irregularly patterned schedule. The results 
have so far yielded cigarette seizures amounting to a tax savings of one-quarter 
of a million dollars and a loss to the cigarette smuggler of more than one-half :nillion dollars. ~s a side benefit to partiCipants in the Group each of the agencies 
mvolved has gamed access to intelligence information that it would not have 
been able to develop on its own and the picture of who the smuggler is and how 
best to stop him has become much clearer. 

A second purpose of the Group, but one of equal importance to enforcement is 
the educat~on of the public as to the type of criminal enterprises they are in'di­
rectly helpmg to support through the purchase of untaxed cigarettes. The public 
must be mad~ aware that the purchase of contraband cigarettes. which seems to 
b.e an immediate .savings that relieves some of the constantly increasing infla­
tIOnary pressure, IS actually a long term loss in increased taxes that are inevita­
?ly levied by government to compensate for revenue not realized. The first steps 
m tht'S program have been taken through selected release of information to 
m~mbers of the press that enable the Group to make its purpose and the reasons 
for its existence known. 

The story of this Group is not one of total success. Even with the commit­
ments of the participating states the Group still finds itself critically short of 
money and equipment. No enforcement and intelligence gathering organization 
can be expected to function at its optimum without the proper financial support 
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and the lack of that support could threaten the very existence of this Group. It 
is the objective of the Group to fUllction on a continuous basis cOllstantly updat­
ing information necessary for a good over all picture of the operations of the 
cigarette smugglers. In order to accomplish this the states have agreed to con­
tribute both the necessary manpower and salaries but no one or combination of 
those states, has sufficient budgetary latitude to provide for equipment purchase 
or pay for the constant travel of the assigned investigators. Considering the 
return on the financial investment, in the form of increased state revenues, 
it is up to the federal government to come through with the necessary support 
to keep this proven worthwhIie and productive program in exsitence. 

Two things have become clear; the penalties for smugglers when they are ap­
prehended are usually far too lenient and there is a need for some basic change 
in the cigarette tax structure. To be an effective deterrent to the smuggler, 
sentences must be increased to the point where they create some fear of appre-. 
hension. But, if cigarette smuggling is to be entirely eliminated then tax reform 
is a necessity. Perhaps the often proposed, and never acted upon, nationwide 
uniform tax with proportionate reimbursement to the states is the answer. 
Whatever the final solution will be, it is the current tax law that is keeping he 
smuggler in business and until it changes, his business will continue to grow and 
prosper 'while legitimate wholesalers are forced out of business. 

The wholesale tobacco industry in New York could be destroyed by cigarette 
smuggling if the problem 1s not checked soon. Several dealers in the New York 
area, have already closed their doors and others may follow suit. If this hap­
pens we face the prospect of an ind,ustry, not only infiltrated by organized crime, 
but entirely dominateo by criminal elements. 

In order that such situations, as described, be avoided it will be necessary for 
the Federal Government to enact legislation which provides for: 

1. Violations for transport of more than 100 cartons of contraband cigarettes 
interstate; 

2. Penalties of at least $1,000 for first offenders with jail time for further 
violators; 

3. Forfeiture of vehicles used for transport of contraband cigarettes. 
In the long run it is the very existence of Federal law, not its severity, which 

will discourage smugglers who are reluctant to violate federal statutes. 

A. PREPARED STATEMENT BY THE INTERSTATE REVENUE RESEARCH CENTER 

In 1973 representatives from five Midwestern states (Illinois, Indiana, Ohio, 
MichIgan and Minnesota) initiated a series of conferences for the purpose of 
discussing the increasing flow of contraband cigarette8 into these state jurisdic­
tions, and the significant rt>:venue losses being experienced by the sta.tes as a 
result of this illegal activity. It was estimated that cigarette bootlegging was 
responsible for an a<'cumulative cigarette tax revenue loss of approximately one 
hundred million d011ars ($100,000,000) a year to these sta.tes. 

As a result of these conferences the state representatives formulated ann Rub­
mitted a grant appUcation to the Law Enforcement Assistance Administ.:--a.tion 
(LEAA) seeking funds for the purpose of establishing an information center 
responsible for developing and coordinating information pertaining to this crim­
inal activity. Acting in behalf of the membership, the Indiana Criminal Justice 
Planning Agency forwarded the application to LEAA. In November 1974, LEAA 
awarded a discretionary grant in the amount of seven hundred and eighty-seven 
thousand, :five hundred dollars ($787,500) for the purpose of creating the center. 
In April 1975 the Interstate Revenue Research Center (IRRC) was established 
at Indianapolis, Indiana and since that date the Center has been engaged in a 
multi-state effort to identify and neutralize illegal cigarette activities within 
the Midwest. 

After several months of operational experience the Center realized that it was 
challenging a problem which was much more expansive and sophisticated than 
initially envisioned. It became apparent that a more indepth review {)f the prob­
lem was essential before appropriate counteractions could be productively em­
ployed. Therefore, research efforts regarding the cigarette industry and related 
support 'systems were intensified for several months. The industry's systems were 
more specifically identified, evaluated and tested in relationship to the problem 
area. 
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Research and investigative efforts clearly indicated that the interstate smug­
gling of cigarettes and other related activities commenced over a decade ago. Prof­
its frolll this illegal activty were extrt'mely high. State laws in many jurisdictions 
were too weak in respolli;e to this growing problem. Additionally, it appeared that 
since the 1960's organized criminal elementH enjo;yed unrestricted opportunities . 
to rE'fille their operatiom;; establish protected bases of operation; and perfect 
delivery sYl:ltems whiCh benr all the trademark::; of legitimate businesses. Vend­
ing {'O:i;lptlnies, wllOlesale distributors, discount stores, and other front activities 
wero e:-;tDlJlishecl in IlllIIH?'l'OnS locations to facilitate the mix of legal and illegal 
smngglpd/11ijacked cigarettes. ~\.nalyti{'al studies suggest t~lat. statistics relatiI?g 
to per-capita cigarette (,oll~mmption rates and other trend ll1cllcators for certam 
gE'ograllhieal areas 11a ve heen fine-tuned for the purpose of concealing illegal in­
terHtate lletiYities. By 1976, IRRC lmd a more comprehensive insight regarding 
the magnitude of the prohlem. 

Overt amI <:overt supply and cUstrilmtion systems being utilized hy major 
cigarette smugglers reflect the underworld's ability to exploit legitimate in~ust!ies 
and lmreanerutic system!4 for its personal gain. Established supply and chstl'lbu­
lion sr~t(>nL,{ oft(>n r(>"eal a degree of sophistication equal to the assorted, covert 
t(>C'hniques utilized by an international narcotics .ring. 1Vholesalers .and other 
supply sources ~erYicing the smugglers employ val'lOUS acts of deceptIOn .to pro­
t(>ct and sustain a privileged relationship with the smugglers. 'These acts mclude 
engaging ill counter-HUl'veillance operations; establishing special .delivery sys­
tems; HUllply elivN'sion or manipulation; elltrapn:e:l~ sch~mes deSIgned to p~'o­
voke umvarranted arrest hy law enforcement actIvItIes; lllflated or dummy lll­
Yoice;:-; to legitimate customers for the purpose of conceali.ng sales to the smugglers 
and other questionable husiness practices. '1'llese actions are vie,ved by the Cen.t~r 
a;-; h<.>ing ('onspiratory aets between the supplier and smuggler fo~' the explICIt 
purpose of llerpptrating an interstate crime. '1'0 clate t!les.e .deceptIons have not 
lleell fully recognized or tested ll~' any state or federal Juchcwl s;rstem, except as 
pertain~ to the cigarette mail or(lcr business. . . . .. 

The Center has consh;tel1tly collected information peTtauung to. reSIdual cnml­
nal olleration~ that are inter,,~oven yrith illegal cigarette operatIOns .. I~ l.las }Je: 
come increasingly clear tllat partieI' inyo!ved in illegal cigarette actlYItIe~ ar~) 
also engaged in other major criminal enterprises, i.e., inters.tate auto theft I'1n~S, 
hijacking and ,yarellOthqe thefts, interstate fencing operatIOns an~lcounterfeIt­
ing. Tlwr€' iH little douht that organized crime has ~)€netrated v~rlOus Segm~I~ts 
of the cigarette industry at the ,yllolesale and retml leyel and Its sphere of lll-
fluence is expanding. ..' 

The illegal cigarette trade, like any other dedIcated cOllll;lerclal ente~p:·l.se, 
culLrntes and exploits all lucrative regional markets .. COllsl~lerable flexlhllIty 
and ingenuity are expressed by those individuals who dIrect hIgh volume olwra­
tiOllS. These smuggler::; are kllowledgeable of individual state statutes, regulat­
ing processes. and systems used to monitor or enforce cigarette .ttl~ Ia \YR. '1'he.y 
pOl)sess a proven eapability to utilize statutory weaknesses ?r Onll~SlOn~ for theIr 
ndnmtage. This ,,,ill continue unless stronger and cOl'l'ectn'e leglslatlOll ~t .the 
federal and state levels, hlended with better enforcement efforts, matt'l'lalizes 
within the immediate future. . 

Significant progress in the legislative sector has been recorded by seyer~l of 
the Center's memhership states during the past year. Howeyer, IRRC expel'lence 
Ul1(lUestionahly indicates that unless appropriate federal lelfislatio~l ~nd a dedi­
cated luw pnforcement effort are soon forthcoming, orgal1lzed crumnal opera­
tiveB will continue their massive assault against the legitimate cigarette indus­
try. And free enterprise systems within additional state jurisdictions will give 
\yay to the "Smol{p Kings" of organized crJme. 

Therefore. this Center in llel1alf of its memL)ership totally endorses S. 1487 
as it presently stands before the SubcOl11l11~ttee on <?riminal Laws alH~ rr?ceclures. 
Further, the Center recommends the earl1est pOSSIble passage of tlus J.nll by the 
Senate. 

STATKMENT BY JOSEPH KOLODNY, MANAGING DIRECTOR OF THE NATIONAL 
ASSOCIATIO:X OF TOBACCO DISTRIBUTORS 

Illicit eigarette bootlegging is costing the 50 states and local tax authorities 
in excess of $400,000,000 annually in tax revenue. III addition, legitimate business 
(the tobacco wholesalers and retailers) are snstaining losses in the millions of 
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dollars and are finding it impossible to compete ,vith organized crime paying no 
taxes and not subject to llormallmsiness expense. 

Recentlr, '1'jme Magazine, in its excellent cover storr "The l\Iafia-Big, Bad 
and Booming," concluded: 

"Above all, there mnst be an end to A.!11erican tolerance for any kiud of orga­
nized crime. Romantic notions about the dons and winldllg acceptance of their 
goods and services create an atmosllhere that helps the mob to flourish. 1Yith­
out a profound shift in public attitudes, eren the mOl';t aggressive law enforce­
ment dri,ie against the Mafia and organized crime has scant chance of pennu­
nentIy cutting into their activities, let alone putting them out of business." 

'1'11e recent leport of the Kew Yorl( State Special Tax Force on Cigarette Boot­
legging and the Cigarette 'fax includes the following statement: 

"Contraband cigarettes in the past have heen retailed mainly through llUsi­
nesses which don't normally deal in tobacco products, such as beauty parlors, 
barber shops, and other such husiness places, as a convel1i(>nce to their customers 
and an added source of revenue for themselves-and even, as another example, 
from the hack of a station wagon at a eOllstruction l·lite. In recent months, how­
ever, the State has discoyered that these untaxed cigarettes are being increas­
ingly sold in legitimate retail outlets. In other words, more and more business 
men and women, who are law-abiding in other respects, have become law-viola­
tors by evading the cigar€'tte tax. Moreover, they are assisting in robbing the 
State of much-needed revenue at the same time that the,,' are becoming accom­
plices of big-time racketeers and small-time 1100dlums. Perhaps the most tragic, 
the legitimate retailers who have llecome tax-evaders b~1 selling contralmnd are 
suhjecting themselves to arrest and criminal prosecution with resultant dis­
grace to their fa·milies as well as themselves. 

"Manufacturers' truclrs have iJeen l1i-jacl{ed, resulting in heavy losses to 
them and an impact on their insurance rates. These hi-jacks are professional 
in nature and are believed tn be the efforts of organized crime. Organized 
crime does not care whether the cigarette packs are stamped or without tax 
indicia, as the~' have the outlets to dispose them. 

"Because of the increase in hi-jacking and \vholeBale thefts, to maximize 
the illicit profits in the high-tax-rate States, motor carriers are turning down 
legitimate cigarette shipments, and insurance rates of licen:sed cigarette ware­
houses are skyrocketing. 

"Investigations, surveillances, and informants have resulted in bringing to 
the attention of the States that the violators are becoming more sophisticated 
and move their operations frequently. Their sonrees of supply, routes of travel, 
places of reloading, storage warehouses, and sources of disposing of cigarettes 
are constantly changing, which makes for more difficult investigations and 
apprehensi ons." 

Through these illegal profits on excess of $100,000,000 annually, the under­
world is able to expand its tentaeIes into other eriminal activities such as 
narcotics, prostitution, andl'elated gambling activities or even to infiltrate into 
legitimate business. Recently, a well dressed individual walked into the office 
of an establisbed wholesaler and offered to purchase for cash a substantial 
quantity of unstamped cigarettes to be shipped through the Panama Canal 
to a clestination in New York State. '1'11e sale was not consummated as the State 
of California would not license it, indicating under,,'orld implications. 

It is as..<;erted that tIl(' major eigarette distributors in the New Yorl{ City 
area are, in effect, the under,,'orld which accountR for over half of all cigarettes 
diRpersed with a resulting tax reyenue loss of $Rf),OOO,OOO annually. 

One may (]uestion ,yhethE'r this is a localized prohlem for New Yorl{ City 
and the east€'l'n seaboard. The answer is; definitely, "Ko." Whtlt may have 
started as a problem for Kew York State has sl)read to the other 110rtheaBtel'll 
states, the southern states particularly Florida, and in midwestern states. It 
will continue to spread if stateR continue to raise cigarette taxes to meet the 
need for added revenue and the tax differential continues between states 
J';ucl~ as North CarOlina 2 eents, Virginia 21,k cents, Kentucky 3 cents a11(l 
Im1iana 6 eents. . 

It is estimated Misc;ouri is losing $1-$6 million annually in cigarette tax 
revenue from hootlegging out of North ('arolina and Kentucl,y, particularly 
the latter through southeastern Missouri vfhieh borders on KE'ntuckL Kan:;:as 
was conducting an independent audit of a licensed wholesaler su~pected of 
bottlegging. '1'11us, cigarette l)ootlegging is not alien to most of the 50 soYereigll 
states. 
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Recently a former Kansas City cigarette distributor wB:s named ~n a 42 
count indictment of bootlegging cigarettes from North Carolllla and Oklahoma 
into Missouri, Kansas, Nebraska and Texas without payment of state. B;nd 
local taxes. It is claimed Missouri and Jackson County ar~ due $11;2. mIllIon 
in unpaid cigarette tax, penalties and interest. It goes WIthout saYlllg that 
aU of us aTe affected by this delinquency. " . 

Last month OBS on "60 Minutes" and NBC on .the "Today Sho~v provIded 
excellent factual reports depicting the extent of cI?"arette ?ootleggmg. . . 

Three possible solutions have been suggested. FIrstly, ~tate tax umf~rmlty 
with the 50 states each exercising its rights ba~ed on ~heI~ fiscal n.eed.lll the 
levy and imposition of cigarette taxes. There IS no lIkelIhoo~ tOl thIS sug­
gestion to ever become operative. Legisla.tive bills have been mkoduced b?th 
in Kansas and New York to reduce thoir cigarette tax. I~ ~ansas the bIlls 
never got out of committee, and in New Yor!\: "~here tax relIef IS sorely needed 
it was defeated, even though the tobacco dIstrIbutors of New York offered to 
set up an escrow fund of $18,000,000 to offset any revenue loss from the reduced 

ta~·econdlY, for the Federal Government to. pre-empt state c~garette taxes and 
establish a Federal uniform tax rate WIth revenue sharmg to the states 
and indirectly to local tax authorities. For .Con~ress to t!lke. away fr0I?- the 
states their prerogative to cigarette taxation Is-at thIS JUllcure--wishful 
thinking. . . . t t t . c 

Thirdly, and lastly, to make cigarette bootleggl?g III m ers a e commer e 
a federal offense. This solution we firmly support Slllce the states do not have 
the power nor revenue to control its escalation. 

In December, 1976, the United States Advisory Committee on Inte~goverI?-­
mental Relations (ACIR) held a hearing at Washington, D.C. Followmg thIS 
hearing the Advisory Committee concluded: . 

" ... that large state cigarette tax differentials and the difficulty.in controlIlllg 
the interstate flow of contraband cigarettes have creaed an envIronment ~on­
ducive to the large scale involvement of organized crim.e in ciga.rette bootleggmg. 

"In order to enhance the effectiveness of cooperative state and. feder.al en­
forcement efforts, Congress should give early and favorabl~ consIde~atI?n to 
legislation prohibiting the transportation of contraband CIgarettes m lllter­
state commerce." 

Congressman Patterson (California) and Senator Bellmon (Oklahoma) have 
introduced companion bills with the technical advice of the Bureat;t o~ Alcohol, 
Tobacco and Firearms making it a federal offense to transport III mterstate 
commerce in excess of 20,000 cigarettes bearing no evidence of the p!,sment 
of applicable state cigarette taxes in the state where. found and WhICh are 
in the possession of any person other than those speCIfically defined by law 
to have legal possession. Violation will be a felony calling for a fine not to. 
exceed $10,000 or imprisonment for not ill.ore thAn two years .or both. . 

Senator Edward Kennedy, Chairman of the Senate ComI?-Ittee on. CrIme, 
has held a preliminary hearing to be fo~l~wed by a full hearlllg !ollowmg the 
reconvening of Congress next year. AddItIOnally, Congressman Ellberg (Penn­
sylvania) has introduced a bill for which a hearing has ?een asked ?f Con­
gressman John Conyers, Jr., Chairman, House SubcommIttee on CrIme. 

BOB BULLOCK, 
Austin, Terc., October 11, 19"1"1. 

Hon. JOHN L. MCCLELLAN, 
Ohairman, and Members of the Subcommittee on Oriminal Laws and Procedures, 

Dirksen Senate Office Building, Wallhington, D.O. 
DEAR SENATOR MCCLELLAN AND MEMBERS OF THE SUBCOMMITTEE: We have been 

concerned about illegal cigarette smug!~ling in Texas since I've taken office on 
January 1 1975. One of our continuing frustrations has been the lack of support 
from the F.ederal Government in dealing with. this criminal situa.tion. 

It was therefore very satisfying to know that the Senate Subcommittee on 
Criminal Laws and' Procedures was holding hearings concerning this illegal trade 
in cigarettes. 

Enclosed you will find testimony from me concerning problems Texas ha.s, and 
our position on this matter. You will not that we not only. have a potentI~1 o~­
ganized crime problem, but the loss of r.evenues because of Clgarett~ smugglmg I~ 
staggering. At a time in our country's history, when people are up-lll-arms about 
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rising taxes and the concern over tax reforms, it is intolerable that we allow so 
many dollars in tax revenue to be lost due to criminal activity. 

It is therefore with great pleasure that I submit this testimony for the official 
hearin?; record of the Subcommittee. TLank you for the opportunity to do so. 

Sincerely, 

Enclosure. 

BOB BULLOCK, 
Oomptroller of Public Accounts. 

STATEMENT OF BOB BULLOCK, (JO:r,rPTROr,r,EP. OP PUBLIC ACCOUNTS, STATE OF TEXAS 

DEAR SENATOR MaCLELLAN AND MEMBERS OF THE SUBCOMMITTEE: As the chief 
financial officer of the State of Texas, I am writing to you today to offer my full 
support for the passage of a Federal Contraband Cigarette law. The adoption of 
a bill such as -s: 1487 would be a significant step towards abating the rapidly 
growing problem of cigarette smuggling throughout the country. 

The involvement of organized crime in illicit cigarette operations has been well 
documented by various governmental reports and the news media. This organized 
form of willful, large-scale tax evasion has placed a heavy burden on state ciga­
rette tax administrators and law enforcement agencies, and has placed the legiti­
mate tobacco industry at a competitive disadvantage. In particular, the problem 
has become acute in those states with high cigarette tax rates. 

As an illicit operation that relies heavily on interstate transportation fer its 
success, cigarette bootlegging is a problem that warrants Federal Goverlloment 
attention. Federal contraband ,legisJation would remedy the jurisdictional prob­
lems that state officals have experienced in tracking the flow of illicit cigarettes. 
Most studies indic.ate that the majority of bootlegging operations depend on the 
crossing of several state lines to minimize the likelihood of detection. The ease 
of moving a shipment of contraband cigarettes from low-tax, cigarette producing 
states in the East to Texas is obvious, and this problem is further aggravated by 
Texas' lack of jurisdiction along the route. At present, our state's cigarette tax 
enforcement program, as well as that of other active states, relies too heavily 
on the informal, voluntary cooperation of other state and local law enforcement 
agencies which understandably have their own priOrities. 

Finally, federal contraband legislation would aid our state's effort in two other 
areas in T.exas where the Federal Government has primary jurisdiction: the 
Texas-Mexico border and the many military installations in Texas. 

THE SIZE OF THE TEXAS PROBLEM 

Texas, the third largest state, has an estimated population of over 12.3 million. 
Moreov~r, the state has a border of over 2,842 miles including the Texas/Mexico 
border, the interstate border, and Coast line of the Gulf of Mexico. There are over 
90 points of entry into Texas by motor vehicles consisting of international bridges, 
interstate highways, U.S. and state highways, and farm-to-market roads. In State 
Fiscal Year 1977, ending August 31, 1977, Texas collected over $278 million in 
cigarette taxes at the rate of 18.5 cents per pack of cigarettes. Last year, Texas 
ranked third in gross cigarette tax collections in the United States. The tax rate 
is the fourth highest in the nation although the State allows neither a sales tax or 
a local tax on cigarettes. These characteristics (large population, extensive border, 
high tax rate) combine to make Texas a prime candidate for cigar.ette bootlegging. 

ESTIMATED TAX LOSS 

In a recent report, the U.S. Advisory Commission on Intergovernm~mtal Rela­
tions estimated that Texas loses $43 million annually to interstate cigarette boot­
legging, the second largest dollar loss in the nation. The U.S. Department of 
Treasury, Bureau of Alcohol, Tobacco and Firearms estimated a $14 million reve­
nue loss in Texas from cigarette smuggling across the Mexican border. The com­
bined estimate of tax loss is an alarming $57 million. Of course, these two figures 
are only estimates, and it would be impossible to get an exact dollar loss attrihut­
able to cigarette bootlegging. However, the two figures are a fairly accurate indi­
cation of the potential for Rmuggling, and ",'e could find our state in the same situ­
ation that confronts New York and several northeastern states. Even with large 
budgets to specifically attack this problem, these states are still in need of federal 
assistance. Texas could find itself in this predicament in the next few years. 
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In addition, reports from other states show that cigarette smuggling operations 
have a multiplier effect: l\:[oney gained from cigarette smuggling is usecl to finance 
other criminal activities thereby further entrenching the organized criminal ele-
ment in the state. 

'rExAS' CIGARE1"l'E TAX E~FORCE)'IENT PIWGRAM 

Uy office has recently organized an aggressive cigarette tax enforcement pro­
gram which has a three fold purpose (1) to train Comptroller's staff il1c1etecting 
cigarette smuggling operations; (2) to familiarize state and local enforcement 
officPl's with the pr01Jlt'lll, and (3) to raise ImbUe awareness to a problem that is 
all too often· greeted with apathy. I feel confident that our lwogram will sig­
nificantly decrease small smuggling operations and will make a small dent in 
organized criminal smuggling. However, the missing link in our operation is 
Federal assistance. 

SU::IDfARY 

I stronglr urge you to pass a vigorous cigarette contraband bill. r.rl1is woulcl be 
a IJositiYe step toward reducing the cigarette smuggling problelp. I realize .that 
Federal contraband legislation \vill not be a cure-aU, nor sl10uldlt be a substltute 
for the effort that the states are alreacly rnaldng. Insteac1, it can seryeas a com­
plpment to Htate cigarette tax enforcement programs, and it ,yill provide the 
basis for yigorons enforcement. More importantlJ', it will forma~ize the re~at~on­
ship bet,,'een the different law enforcement agencies ancI provlde the Crlllllnf.ll 
justice interface necessary for effectiyely combatting cigarette 'bootlegging. . 

STA'l'E::IIEN'f BY J. ROBERT MURPHY, DEPUTY DIRECTOR, NEW JERSEY DIVISION OF 
TAXNJ::ION . 

~I:'{ name is J. Robert l\lurphy. I am the Deputy Director of the New Jersey 
Diyi'sion of Taxation and immediate past president of the Xational Tobacco Tax 
AHsociation, whose membership consists of Htate tax administrators. . . 

On behalf of the state of Ne\y Jersey and XTTA, I strongly Ul'ge e~pe(hhons 
S~nate action to cUl'tail and combat cigarette smuggling by en~cb.ng 81487 
maki ng it a federal offense to transport contralmncl Cigarettes 111 ll1terstate 
commerce. This legislation was introduced and co-sponsored by Senators Bellmon 
(Oklahoma) and Anderson (Minnesota). . ' 

The cigarette smuggling activity Htartecl in 1965 and has stea~llY gernunated 
into a massive national problem. It has lJ~come more flagrant 1ll recent years 
with the infiltration of organizecl crime in this i1le~al activity. Our best gt~ess 
estiniate is that organized crime, lJr graduaUy gain1l1g control of the ope~'atlon, 
has profited the past year hy at least $125 million, Further: ~he estlmated 
reyenue loss to the states for the same period.exceeded $400 mIllIon. 

To indicate the serJousness of the cigarette smuggling p:roblem, at the recent 
meetings of XTT",~ this topiC was top priority fo! discussiOl;... . ~ 

l\fr oyerall concern is with the enforcement relatnre to curtmlll1g llle~al tra~c1\.­
ing, and I strongly belieye that the only way that this can be accomphshedls by 
federal legislation stich as. Senate Bill No. 1487. . ' 

,Yllen tl1e ciga.rette problembegall to engender Ill. the late 1960~, the states 
fiounderecl for many years in coping with tIle sit~1UtlOn .. However, 111 .the early 
1970's this illegal operation expandecl and orgamzed Crll11e beca.me l1l~erested 
and rapidly infiltrated due to the vast profit potent.ial. As orga11lz~d Cl'lll1e be­
coru.es furtheJ.· entrenched, it will not only control clgal'ette smuggllllg but also 
infiltrate if it has not already, legitimate busine&ses. 

III Yie~ of the foregoing, tl1e states haye manif~st~d effecti:e.enforcem~nt pro­
grams, individually and collectively, by establ1s111ng speclUl~zed ·enforcement 
groups that have the po,,'er of a.rrest; enacting state legislatIOn t~ stre!lgtl~en 
the criminal statuteS'; deyelop mUltistate enforcement gronps for (hssenunatlOll 
of intelligence information ancl coop~ratiye surveillance operations; and ha,~e 
also solicited the news media to effect orientation programs to alert .th~ publIc 
sector about tIle illegal cigarette activities and the involvemel1t of cr~nunal ele­
ments. In my judgment, I believe that the states haye p~rformed aC"!J1lu:ably_ and 
today l)OSsess enforcement groups that have the e:\.llerhse and dedIcation to do 
an effectiye job. 

, 
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lio.wever, with .the infilt.ratioll of the racketeer element and the manpower 
and resources ay:ulable to It, conpled with lack of jurisdiction for state enforce­
ment persOl;uel crossinf? state lines, a major prohlem has arisen for the states 
to. be effectIve tO~].lrtaIl. cigarette smuggling. Further, because of the eco110mic 
clullate that l~renU~t~ W~1ICh has resulted in the lack of additionall)erSOl1l1,el and 
fU1:dS to. OlJ~lfite effectl yel~ .. the enforcement group 1111H IJeen limited in scope 
o~ ;'lwestIgatlOlls nud suryelllances arid, thus, bas been confined to a great clegree 
to Its borders. 

I heli~ve that some history relatiY{~ to the expansion of cigarette smuggling­
ll1~~. be III order and, therefore, I would like to retrosl1ect sOllwwhat in this area, 
Imtlally, the slllugglen; were tho[3e who heW full-time jobs in inclnstrial or office 
;?lllplexes, etc., who would journey to the low tux rate states Oyer the weekend 
1:1ey ~'ould make one trill and return with small cargos of cigarettes, allywher~ 
fr?m vO? to ~,~OO cartol!S, and \lltimately sell them to their co-workers at a 
pro~t ~f approxi:n~telJ' 00 cents a carton. The expenses incurred hr til€' smug­
glers ,'ouW be ~ml1lmal. Ne€'c1less to fmy, a handsome profit for approximately 24 
hours was realIzed, It should be noted that to embark on a career of cigm:ette 
sllluggling there is little or no capital illYel'tment. < < 

.Gradually , as sta~e cigurette taxes increased the smuggling tempo rapfdly 
E'xPaI\cle~l, and the "fast huck" to lJe made quicklJ' brought about the intrusion of 
the cnmlIlal element. 

?he.:e iS
r 

:u.nple c1ocumentati.on llY mal1J' s~ates tl1at ci?:arette smuggling is 
orgamzec1. TillS can be substantIated by the Umted States Department of Justice. 
Further, tllO:;e al111rell~lld.ecl oyer the llU!-;t seyel'al year:;, male and female, 1Ut ,'e 
~le€,l1 found to han' cl'lllunal recorc1R, d€'uOting invoh'ement in the entire c1'i111-
ll1ill. spectrum; Le., murder, narcotics, armed robhery, gambling, forgerr, etc. 
"Ple~elltlY'. tl;e vrofit. 01.1 the .s~le of a carton of contraband Cigarettes rmiges 

from $1 t? $1.00, and It IS antIClpated that the gross receiptS' io be realized l)y 
t1!e orgulllzed cig~rette smugglers is gradnallr estimated to cxce€'Cl ~l[iO milliOl;. 
') e must be cogmzant of thE' fact that the IU'oilt from ciO'arette ~nnugO'ling is 
el1an.nelecl to the hierarcll~' of orgallized crime, anel because/:> of the "easy'" profit;' 
the funds may l:c used to promote or expand other trpes of illegal actiYities . 

An area that IS not uS'ual1y taken into consideratioll is the income tax aspectH, 
both fedN'al ~lld state. It is uul1earc1 of that any cigarette smugo-ler would 
1'.eport on an 1l1Come tax return illegal income. This, naturall.v, results in addi­
tIonal reYCllUe losses to the federal and state goYernments. 

There is ample e,'iclence available to substantiate that manr legitimate cio-a­
reUe e~ltreprel1~urs are lleing forced out of husinei"s because they cannot CO~ll­
lletp wlth the CIgarette smuggler awl, thus, r€'sulh; in unemployment for mmw 
:YOrke.rs. Tll€'r€' has ll.€'~n testi~llony that in Xew York C'ity aIm1€', approximatel;' 
88 pel cent of the legltllnate CIgarette wholesalers lw.Ye 1)een forced out of busi­
~less because of thp intrusion of contraband cigarettes. AI:,;-o, and of paramount. 
ll:nportance, hec~use of the inYolYement of the criminal cl(.mellt in tile illegal 
rlgar€'~te trafficlnng there baH' ll('en numerous Ili-jackings and homicides. There­
fore, clgal'€'tte l-nnnggling can no longer IJe eonl-liclerec1 a victimless ('rime and mUst 
1)(' tnk€,ll serionsl:,!'. lYe in the X('w ,Jersey Divisioll of 'l'axation have fORtel'ecl 
IJl'ogl'ams with federal agenries. Recently, infol'mn tion SllPll1i€'cl to the Internal 
l1eyenue SerYice, Intelligence Diyision, aSl-listec1 in the cOllviction of a well-known 
~ril~1i~lal fignr€' ''1'110 resided in New ,Jerser and operated in Xew York. This 
mdlYIdual lIaS bef'll deeplJ' involverl in cigarett€' smnggling' for many y€'ars. As 
a. rel>'ult ~f the ('ol1yictioll 11€' is preselltly incarcerated in federal 11rison. Ar1c1in 

honany, 111 Octob€'l'. HJ76, Sl)edal agents f}'om. our Dh'iRion worked in concert 
\vith the. FBI, state police, and county prO!'lecutors OffiCf'R and broke up a mon­
mouth clgarett€' smuggling ring, ('onfiscnting 26,000 cartons and arresting 10 
people. 1'hel-le raWs ,vel'€' made simultaneously at 7 differ€'ut locations, and was 
one of tlw largest seizures of its kind. 
. Recel1t~y, ~e\Y ~~rsey .enacted Rtntf' laws which will permit caRino gambling 
1ll Atlantic C'lty. "lth th€' ellartment of this legislntiol1 an i11Yel'ltigation revealed 
that a well-known member of organiz€'(1 ('rime in P€'nn~ylyallia immec1iately tool!: 
i'tepl-l to establish a dgar€'tte operation in the area, 

.AI'; il1(licated 1Il'retofol'P, it is extreuwly ('ostly for tIw states to underwrite 
u11(1erCOye1' inY('stigl1tiollH out ofstnte when they will e!1C'onntPl' seriollsenforce­
ment prohlems b€'ing po,,'erlesH to make arr('sts outside of the 1101'(1('1'1'; of their 
own f;'tat€'. Unlesl-l "appropriate tools" nrp mnde ayailahlp in t1le form of fed­
ei'al cooperation 1"llrough mnnpower nnd legislation, ol'ganizf'd crime will expand 
to ~ucl1 a degree that cigarette smuggling will neyer lle contained. As organized . -
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crime expands in this illegal operation, it will have additional manpo~e.r and 
resources available to it and be in a position to beco~e even more S?phistIcate?­
and professional. They will not only contro~ ~he CIgarette s.mugglmg a~d h.l­
jacking operations, but will infiltrate the legltImate tobacco llldustry WhICh IS 
one of the largest in the United States. ., . 

Cigarette smuggling encourages hi-jacking. Over the past year hl-Jackl~gs have 
been on the increase and have resulted in kid::lapping, assaults, loss of cI~ar~t~es 
and vehicles etc. As a result, many manufacturers, due to the unavmlabll:ty 
of drivers due to fenr and prohibitive insurance rates, have. contracted wIth 
outside firms to make their Shipments. Many of the large truckmg firms are ~ot 
receptive to accepting this business and, therefore, the manufactu~ers are ~~almg 
with smaller trucking firms who accept the business but are not m a pOSItion to 
carry insurance because of the pro~ibitive rates.. r' 

The impact of cigarette smugglmg has caused hearmgs by the Ad, Isory C~m­
mission on Intergovernmental Relations which resulted in the recomme~datIon 
that federal legislation be enacted. Further, the Law ~nforcement AS~Istance 
Administration has in its recent report expanded on CIgarette smugglmg and 
found fit to make available funds in some areas to combat the pr?blem. In my 
judgment both of the foregOing reports were exemplary accomplIshments .. 

In the 'report of the Advisory Commission on In~ergoyel'l~n:e~tal ;telatIOn~ 
issued in May, 1977, Edward Lorch, Detective, IntellIgence DIVISIOn, N.ew York 
Police Department, elaborated on the violent crimes that were commItted due 
to cigarette smuggling, ... I 

It is believed that the only remedy to curtailing CIgarette s~~ggh:lg I~ federa 
contraband legislation as set forth in the Senate bill in questIOn. Tlme IS of t~le 
essence. As the years pass, cigarette smuggling becomes more cancerous and WIll 
be more difficult to erradicate. .. " " 

In closing, I will state emphatically that If. the le&,IslatIon III 9~estIon IS 
enacted you may rest assured that the states WIll contmue to be VIgIlant ~~nd 
will pnr their resources in cooperation with th~, federal enforceme~~ agenCIes. 

As part of this report, I would lik~ to offer a Statement of Fa~ts preI?a:ed 
by me which, hopefully, will be of assistance to you. Fu.rther, I WIll be wIllmg 
to avail myself to attend and testify at any future hearmgs that you may con­
duct on this proposed legislation. 

At the recent meeting of NTTA, I articulated' to the me~bership that s~ate­
ments should be forwarded to your committee relativ~ to tIns propJsed legI~la­
tion and it is my understanding that many have furmshed same, lllcorporatlllg 
arti~les issued b'y the news media pertaining 'to cigarette smuggling. In view 
of this, it is not my intention to burden you with additional documents for 
your review. . " . 

I wish to express my sincere appreciation to this subcommIttee for pernllttmg 
me to submit this statement on behalf of Senate Bill No. 1487, and hopefully 
the subcommittee will report the bill to the Judiciary Committee ancl ultimately 
will be enacted into law. 

Thank you. 

STATEMENT BY 'VILLIAM A.. O'FLAlIERTY, PRESIDENT, TOBACCO TAX COUNCIL, INC. 

The Senate Subcommittee on Criminal Laws and Procedures is to be lauded 
for its attempt to focus on the problem of cigaret bootlegging. As President of 
the Tobacco Tax Council an organization which represents all segments of the 
tobacco industry on matt'ers of tobacco tax legislation, I am pleased to present 
our viewpoint concerning one proposed solution to the bootlegging problem: 
federal contraband legislation. 

As you have already learned cigaret bootlegging is a major tax administration 
problem in many northeastern and Atlantic seaboard states. In these states, 
steadily rising state cigaret tax rates have created an opportunity for the boot­
legging of cigarets from low-tax states. This opportunity was .first exploited by 
small-time criminals who operated out of the trunks of then cars and from 
small trucks. However, as the differential in state cigaret tax rates increased, 
organized crime has recognized the tremendous profit potential in cigaret 
bootlegging and has virtually taken over the illicit distribution of cigarets 
in the high tax states. As a result, organized crime has taken a deep and pain­
ful bite into business in virtually every state where the cigarett tax structure 
fiUfers sUobstalltially from that of an adjacent or nearby state. 'l'hese states 
are losing badly needed tax dollars to the cigaret bootleggers and the legitimate 
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tobacco industry is being forced out of business with a loss of jobs and income 
for many honest citizens. 

Cigaret bootlegging is a tax administration problem. The basic cause of cigaret 
smuggling is the disparity in state tax rates created by the legislatures in the 
high tax states. Therefore, the first step toward a solution to the problem of 
~igaret bootlegging is for the high tax states to reduce their cigaret tax rates 
to more reasonable levels. The removal of the incentive which attracted orga­
nized crime will go a long way jn correcting the current'problem. Without this 
first step, contraband legislation and increased law enforcement activities have 
no chance of . succeeding in the elimination of cigaret bootlegging. The futility 
of a Single-prong approach such as contraband legislation has been underscored 
by previous testimony before this Subcommittee. Representatives from the 
Advisory Commission on Intergovernmental Relations have stated that a federal 
contraband bill will solve only 30 percent of the current bootlegging problem. 

Th~refore, the T?bacco Tax Council believes that a four-pronged attack on 
orgamzed bootleggmg must be mounted. First, and in our judgment most 
important, high tax states with bootlegging problems must reduce thei.r state 
tax r~tes. Yyith?ut tax re~uctions the opportunity for ciga.ret bootlegging will 
remam and It WIll be explOIted by organized crime as well as the ca!'mal smuggler. 

Second, st.rong~r licens~~g laws should be enacted by all states. The purpose 
o~ stron~r hcensmg prOVISIOns should be to provide a means to prevent smuggled 
Clgarets from entering the normal distribution channel without being detected 
Also~ s.trOll!5er licenSing l'equirements wouIo,. help prevent criminal elements fron~ 
?btam:ng lIcenses and therefore provide protection for the legitimate bUSinessmen m the mdustry. 

Third, the effectiveness and level of intensity of state law enforcement meas­
ures against cigaret bootlegging should be increased. State statutes should be 
broa~ened to adequately cover bootlegging activity and penalty provisions should 
l?e ~t~ffened. These changes would hopefully improve cigaret tax compliance and 
JUdICIal enforcement of the laws. 

Finally, as a la.st step in 0';11' program to control cigaret bootlegging, the ~'o­
bacco Tax C~uncilsupports III theor~ the contraband legislation proposed by 
~. 1487. Hm:rever, I hasten to emphaSIze that Om' support is pred'icated Oll the 
lln:ple?I~ntahon of tax reductions in high tax states and increased enforcement 
?f eXIsting state laws. Unfortunately, the proposed contrabal'ld legislation has 
oeen ap~roached as the cure for the ills of bootlegging. Those familiar with the 
tobacco mdustry know it is impossible for contraband legislation to work in the 
absen?e of state tax .reductions, increased licenSing requirements and more 
effective law enforcement. ' 

Re Senate 1487, 
CITY OF NEW YORK DEPARTMENT OF'FINANCE 

New York, N.Y. December 28, i9"1"1. 

HON. PAUL C. S'UMMITT, 
Ohief 001tnS~l~ Subcomm'ittee on, Or'imi1Wl Laws and Proced1tres, Oommittee on, 

the Jucz,teta1'V, U,S. Sen,ate, Washin,gton" D.O. 

DEAR MR. SUMMITT: The late Senator McClellan's letter of November 25 1977 
Rddressed to Mr. B. H. Starkey, Chief of this Departments Special Investigatio~ 
Bureau, has been forwarded to this office for response. 

As yOU ~re no doubt aware, the City of New York-which levies an 8 cents 
per pack c.Igarette tax-loses a substantial amount of revenue each year as a 
result of cIga~ett bootlegging. It is estimated that the current loss of cigarette 
tax revenues IS more than $15 million annually; local sales tax revenue losses 
resulting from this i1li~it t~ade are. estimated to be more than $7.5 million annu­
ally. Nee~lIess t? s~y, III v.lew o~ ItS present financial plight, the City can ill­
afford ~IS contlllulllg dram· on Its treasury. Unfortunately the very financial 
?OnstraI~ts under which the City is now forced to operate pre' vent it from mount­
~ng the Inn~ of enforcement effort needed to deal effectively with the problem of mterstate CIgarette smuggling. 

Even if additi?nal funds were a~ailable, the interstate nature of the movement 
of contraba~d CIgarettes and the involvement of organized crime in that move­
ment ~ake It extremely d~fficult for ·any single state or locality to adequately 
cope WIth the problem. (WIth respect to the question of organized crime involve­
m~n~, we understand t~at the New York City Police Department will be sub­
lmttmg to the SubcommIttee a statement detailing the nature and extent of such 
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involvement. We therefore believe it is essential that the Federal Government 
assume a role in this vital area of law enforcement. Senate 1487 represents, in 
our vie,"\', a positive step in this direction, and we strongly favor its passage. 

I would, hoy\'ever, like to make one observation concerning the proposed pen· 
alties contained in the bill. In order to provide a more effective deterrent, we 
would recommend that there be a minimum fine of $1,000 for violations of its 
terms and that provision be made for the forefeiture of vehicles used in the trans­
portation of contraband cigarettes. 

Very truly yours, 
MORRIS B. RAUCHER, 

Direotor. 

STATEMENT IN SUPPORT OF S. 1487 BY ARTHUR C. ROEMER, 
COMl\USSIONER OF HEVENUE, STATE OF l\lINNESOTA 

In 1960, the maximum differential, in cigarette taxes between the states was 
eight cents; by 1965 the largest differential was eleven cents but by 1977 it was 
almost twenty cents a package in several states. The differentials resulted from 
the increased needs of the states for additional revenue, which results in increases 
not only in cigarette taxes but liquor, sales, income, severance and other sources 
of state and local revenue. While the non-tobacco producing states have been 
increasing tax rates generally, the tobacco producing states such as Virginia, 
North Carolina and Kentucky have increased other taxes but have not increased 
the Cigarette tax significantly. 

The disparity of tax rates coupled with the small size of cigarettes together 
with the completion of the freeway system, which made transportation of cigar­
ettes easier, has resulted in a tremendous increase in cigarette bootlegging. Be­
cause of its interstate nature, the individual states lack criminal or civil juris­
diction during much, if not most, of the transit. In addition, the protections from 
search and seizure, together with changes in the rules of criminal procedure this 
past decade, relating to admissibility of evidence, has made it more difficult to 
apprehend bootleggers. The interstate smuggHngof cigarettes is a serious prob­
lem in fourteen states and a moderate problem in at least eight. Documentation 
on this is contained in the ACIR Report, which was issued in May of 1977. 

It is no small wonder that the criminal element is becoming interested in 
cigarette bootlegging since the tax differential on a semi-load of cigarettes may 
exceed $100,000. The individual states simply do not have the resources to cope 
with the problem. In our state, we have substantially increased the size of our 
staff in the past few years. With the help of a grant from LEAA, the Interstate 
Revenue Research Commission was formed. Thisis a group of states largely in 
the middle ,,'est (l\finnesota, Illinois, Michigan, Ohio, Indiana and now Florida) , 
which have joined together to pool some of our resources to monitor, curtail, 
reduce or eliminate the bootlegging of cigarettes. In addition to the central staff 
of tIle IRRC, a liaison member was stationed in our state. 

Our regular investigatory staff consists of six investigators whose principal 
obligations involve auditing of distributors but whose duties also include sur­
Yeilance of possible bootlegging activities. In 1976 we increased this staff by two 
additional investigators whose sole responsibility was investigation of boot­
legging outlets IlllC1 transportation. In 1977, with the help of a grant from the 
Governors Crime Commission, we have been authorized two additional investi· 
gators, 'who are now being hired. This has resulted in a substantial increase in 
prosecutions and confiscations but without any noticeable change in the amounts 
smuggled into the state. 

In another area, we have significalltly increased our penalties for illegal boot­
legging. In 1975, our Legislature. at the request of the Department of Revenue, 
authol'izecl confiscation of any vehicles utilized to transport 25 or more ca~·tonR 
of unstamped or improperly stamped cigarettes. III 1977, again at the reqnest of 
the Department of Revenue, the Legislature changed the penalty for illegal trans­
portation of 100 cartons of rigarettes or more from a gross miAc1emeanor to a 
felony. Despite these efforts, it appears that the bootlegging of cigarettes into our 
state continues. It is our helief that syndicatec1 organized crime. which appears 
to be operating on the eaAt coast. is not ollerating in 0111' Atate. The nsual type 
of organized crime in onr state is a loosely formed organization of lIlant em­
ployees, hartende).·s, or small-time crooks "who arrange for importation of ciga­
rettes from Xorth Carolina and Kentucky for diAtrihution in our state at a Aub­
stantial profit hut still somewhat under the local price of tax paid rigaretteR. 

, 
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The method of distribution is either tl . 
ates or friends or to fellow plant empl1!OUg~ known l.:mtrons, customers, associ­
~ame individuals, who become illvolvecf~es, . n many lIlstances we find that the 
lllegalm~terials such as drugs fireworks ~1~ c{~~reftes, may also transport other 

Accordlllg to the ACIR Re brt ..' 1 a co 10 . 
the ~ootlegging of cigarette~ U1~l~~~tfare~te. 11;elll~e ,losses in Minnesota from 
constitutes almost fifteen percent of ? 01 er . n1111lOn dollars a year. This 
have indicated that the loss exce~ds 39 °l~I 'ltl~taldcllgIal:ette sales. Nationwide, they 

Howe'"er" dd't' nI Ion 0 alS .• ,111 a 1 lOn to the losses iJ,· tt . 
Int.ernal Revenue Service are ex eri 1 ~lgare e" ta:x;es, both o~u· s~'lte and the 
Wh.lCll would be paicl if these ci a~et e~cl:1~ substantIal loss.e~ 111 income taxeH, 
It IS obvious that the cigarette Eootl:~~ ': ere,hand!ed by leg'ltImate distributors, 
federal or state retul'll (if they file oels) alle unlIkely to report on either their 
activities. one Ie prOfits from illf'G'al bootlegging 
'Y~ have estimated our losses i1 t t . . 

leglt,unate distributors had these ci~a~' ~t e Igcome tux, that would be paid by 
eratlOns, to exceed $37'> 000 a . CAe es een handled through legitimate op-
f 1 . I . • -, year. cOllsel'Yntive est' t. C . ec ela ll1come tax that would be Jai " .' ., llna e of the amount of 
our state would exceed $63000 ! C :1 bS~ dIstrIbutors by reason of operations in 
of tIlt· . " a J eaI. , mce our stolte hn' I ,. tl Ie popu a Ion and wealth of the wI 1 U't ,£ , '.' ,ess lun two percent 
tal l~sses in income taxes would prob~~le ~1 eel State~, ~t IS obvious that tIle to­
stantial additional taxable incom " Y exceed 50 11111110n dollars a year, Sub­
would be payable by the retailer: o~.o,~~~cil~!enerate(! and increased income tax 
bY.bootleggers were handled by legiti t 0 outlets If ,tl~e yolml1e now hanflIec1 
be lll.curred by the stateR in saioes tax ~~ e outletR, Adchhonal losses would also 

P.rlOr to the passage of the .Tenkin~ A "e~les and oth~.r small reyenue sources. 
1\:[al1 Fr~ud Act, 18 US0 1341, the unf:' 10 USC 375-;3 (8, und the United States 
bo.o!leggmg operations, These two Acts ~dcStat:s mml was used extensiyely in 
tmh~lg almost all mail order cigarette bgot1~on1~~Ss h~,~e .heen successful in CUl'­
cO?SHlers mail order pnrchases of ci aret gg,., ach:'lhes. ?nly one state still 

The lack of access to l'ecol'C~S 0 gItes as one of Its maJor Pl'obleu1F; 
d 'ffi It . . ·1, 11 sa es of ci O'a 'ett l' , . : cu prohlems faCing Our inYestigators .. t;,.1 ,~s las been one of the most 
of hootlegged cigarettes are knO"'n to 0 1 • ',' ~lanJ, If not, most, of the Sources 
I:RRO. However, it is now impossible t~ I a~ents and the lUYestigators from the 
hon, there is no reqnirement tha't' the . ~alll . access to their records. III adeli­
or that the person they nre selling t~Yb~lml~1tall? a~cnraye records on their sales 
fa~t ~hat our inye~tigatol's meet with COI~l~l1e~IY l(len~I~ed. It .is a well-known 
SUI yellance of Our lJ1Yestig-ators . , Ull!ty hostIlIty, ,,,hIC11 nw~' include 
out~etR are located. ' , m SOllle of the North CarOlina cities in which the 

'lhe record keeping and rell01'tinO" . 
v~ry i.ll1l)ortant factor in curtailillO' 1)~~~n~~l11:11ts .c~ntained h1 S-14R7 will he a 
01 d WIll be a vUilahle of the Imrch~ers ot"''''l11'''t.~~tn le8.. For the firRt time, a rec-
cartons. . quan Ides of CIgarettes in excess of 100 

This shoulclnot crea te any problems f . 
t~ nnyone other than cigarette c1istril; t o~' th~J md~lRtry since it would not apply 
I~eep :"uc11 rpC'OJ:ds for i11ro111e tfiX pl1l'J)o~e~l s, \, .10 "ould normally be expected to 

It lS my feE'lmg that Fec1el'fll Ie isl t· . . 
prfectiye in cmtailing or elimi;lfl til;g: il~e~~H~ ~Uttln Wlllg I~oot]egf!jng would he Yel'Y 
.tune criminal does not seem ll(>~l'l y' . a 1~1 el'Mnte cI~arette traffir. The sl111l1i­
IS ah~ut violating federnl la,,' It ~ ,aR tfn~el ned,al~Ol:t vlOlnting state la,,'s as he 
~:'orkll1~ closel." with inwsOg~tors"t~'~I~ ~l~O 1~{>1~11li I

T
ny.estigatorR, who .are llOW 

lOll, WI tll respect to liqUor viola tim st' :0 10, 01)ucco 11l1d Firearms Sec-
prehenSi?n of cigarette hootle ~rs I,., 0 cOOl'dl~ate th~il: efforts tOward tIle ap-
111. other Illegal artiYities, it "~~lld 'u~~~~~ thre 8:11:1e rrlllllnalR llre often involved 
WIth r~91:ct to thpir enforcement actiyitie~".o asslRlance to oth('r federal agencies 
, I Aholl,.,l.y 8UIJport the 111'o1'isio11s contnill' " . 
the Senate as Soon as possihle, eelm S-14S( and urge Its va-ssage by 

Hon. FlDW AnD l\[. KENNEDY 
RlliU!e?7 l'tcl1at(' Of(ire BlIil<li1~(J 
Wa8h111,qt0l1, n.r. ' , 

NATIONAL <?:OYERNORS' ARROC'TATTON, 
Wa8711?lfl tOn, n,r., Orfo7Jrl' 21.1977. 

DBAR Rr.:NA'J'OR KENNEDY' Stnte 1 
$400 mililoll dollars nn'lll'l"·1]'y'. nn( 1110cflI go,'el'nnH'l1h;; al'P lORing" nn ('sti1l1nte(~ 

7• "" • III 11n('o erl"Pel t·, x .~. 1· f 1 
87ll1l{1fl111{1 by ol'O'uni7.ed ('rime R . u.. 1(', P111lf'R le<'aURe of rigOl·('tf;? 
lic services are being diYel'tecl t,;'t~lellls(,R thU.t

t
" Rlfl0Ul~1 ~o to smmOl'l' eRR(,l1tial Imi): 

. • UppOl . 0 Cl'lllllnal acth'ities. 

21-437 0 - 78 - 13 
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Cigarette smuggling is responsible for an increasing volum.e .of criminal v~ola­
tions including the highjacking of trucks and cargoes of legitimate enterprIses. 
Beca~se of its interstate nature, the individual states are rendered aJ.most help-
less in fighting this cigarette bootlegging. '. 

In a policy statement adopted at its n~eetiI:g in Septen1;ber, the NatlOnal. Gov­
ernors' Association called for federal legIslatIOn to ~alre mterstate smug!Fhng. of 
cigarettes to avoid state and local taxes a federal crIme. Ena~tm~n.t of legIslatIOn 
to require federal intervention to bolster the efforts of the mdividual sta~es to 
halt cig!l.rette bootlegging is vital. Legislation to make s~c? bootlegg;ng a 
federal crime is now pending before the House and Senate JudIcIl:!-ry CommIttees. 
On behalf of the NGA I urge your support fnr hearings and actIOn by the com­
mittees in the next session of the Congress. 

A copy of the NGA policy statement is enclosed. 
Sincerely, 

Enclosure. 

Gov. MILTON J. SH.AJ.>P, 
Ohairman, Oommittee on Exeoutive 

Management and Fisoal Affairs. 

NATIONAL GOVERNORS' ASSOCIATION POLICY POSITION B.-10, INTERSTATE 
SMUGGLING OF CIGARETTES 

The Advisory Commission on Intergovernmental Relations has estimated that 
cigarette smuggling between low and high. tax jurisdictions now cos~ states 
nearly $400 million annually in uncollected Cigare~te ~ax revenues. In ~pIte of ex­
tensive individual and collective efforts to curtaIl cIga,rette bootleggmg, states 
have been unable to reduce its incidence. Indeed, rev<enue losses from cigare'tte 
hootlegging have grown rapidly in recent years and the practice is now a ·signif­
icant source of income for organized crime. 

The Governors believe that the interstate nature of cigarette bootlegging and 
the growing involvement of organized crime in the activity underscore the need 
for federal intervention. The National Governors' Association supports the enact­
ment of federal legislation which would make the interstate smuggling of ciga­
rettes to avoid state and local taxation a federal crime. The Governors call upon 
the apprapriate federal ag:encies. particularly the U.S. Department of the 
Treasury and the U.S. Department of Justice, to join NGA, the National Asso­
ciation of Tax Administrators, and the Advisory Commission on Intergovern­
mental Relations in supporting such legislation. 

Adopted September 1977. 

Re S.1487. 
Hon. JOHN r~. MCCLELLAN, 

STATE OP NEVADA, 
DEPARTMENT OP TAXATION, 

Oarson Oity, Nev., December 1,1977. 

U.S. Senate, Oom1nittee on the Judioiary S1tbcommittee Of}'/, Oriminal Laws and 
Procedures, Washington, D.O. 

DEAR SENATOR MCCLELLAN: This letter is in response to your invitation to 
~omment npon S. 1487 now being considered by the Subcommittee on Criminal 
Laws and Procedures. 

When those of us who are involved in administering and collecting taxes, at 
the state level, first considered Federal legislation to resolve the cigarette boot­
legging problem, I was philosophically opposed to the idea. However, because 
of continued frustration at the state lev€'l to resolve this problem I am now com­
pletely in fa VOl' of Federal legislation designed to curb and hopefully eliminate 
bootlegging prohlems. I believe that S. 1487 is the best proposal that I have had 
an opportunity to review to accomplish this goal. A concerted Federal law en­
forcement effort will be necessary to bring to a halt the mass bootlegging of 
C'i?:arettes which, for the most part. is confined to the ~astern portion ~ the 
United States. The penalty imposed for illegal bootleggmg must be strmgent 
enoug-h to constitute 11 dp.terrent. I helieve that the penalty provision contained 
in S. '1487 meets that minimum requirement. 

Information presented to me by responsible individuals more closely related 
to this prohlem convince me thflt or?:anh.:€'d crime plays a key role in the contra­
band question. The reports suhmiHed to the Suhcommittee regarding the dollar 
yolume and financial gaill reaped by organized crime, to my knowledge, are 
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accura~e and I would refer to them regarding the financial contribution cigarette 
~~ugglIng m~kes. to organized crime .. There is no evidell('e that organized crime 
IS mvolved WIth Cigarette smuggling in Nevada. 

. ~ i~dicated above that. this pr.oblem primarily related to the Eastern States. 
ThIS IS because of the WIde varlance in state cigarette tax rates. Fortunately, 
the Western states have a more uniform tax rate on cigarettes and it is not 
profit~ble to illegally transport Cigarettes from one taxing jurisdiction to another. 
That.Is not to say, ho,":ever, such problem may not occur in the "\Yestern states 
a,nd It could very eaSIly happen should one state dramatically increase its 
CIgarette tax rate. 

r. hope .that my comments will be of assistance to the Subcommittee during its 
dellberations and I urge favorable action on S. 1487. 

Very truly yours, 

JOHN J. SHEEHAN, 
Executive D'i1·ector. 

STATE OF ILLINOIS DEPARTMENT OF REVENUE, 
Springfield, Ill., Deoembe1' 2,1977. Mr. PAUL C. SUMMITT, 

Oh'ief Oou"!'Bel, Subeommittee on Oriminal Laws and Proced1l1'es, U.S. Senate 
Oommtttee on the Judic-iary, Washington, D.O. 

DEAR MR. S,£!MJl:fITT: The late Senator John L. McClellan requested on Nov. 25, 
1977, t!1at ~e mdICate our views on S. 1487, a bill by Senator Henry BellmOll to 
deal WIth CIgarette smuggling. 

I am fOJ:,wa~ding a copy of a letter we sent to Senator Edward M. Kennedy 
on the subJect II}- the event that it may be helpful to Senator McClellan's successor 
on the subcommIttee, 

We deeply appreciated Senat?r McClellan'S interest in our views about S. 1487 
and would assure the subcommIttee of our continued cooperation in its work on 
the federal contraband legislation. 

Sincerely, 

Enclosure. 

Hon. EDWARD M. KENNEDY, 
U.S. Oapitol, 
Washington, D.O. 

ROBERT M. ,,\VHITLER, 
Di1'eot01' of Revenue. 

STATE OF ILLINOIS, DEPARTMENT OF REVENUE, 
Sp1'ingfield, Ill., October 4,1977. 

DEAR S~NATOR KENNEDY: We were extremely pleased to learn that YOU will 
open heanngs Oct. 10, 1977, on a bill (S. 1487) by Senator Henry Beilmon of 
OId~hom.-1l. that woul.d he!p the states combat cigarette smuggling. 

CIgarette. smuggling. is. one. of the most yexing problems faced by Illinois 
and states hke her. IllmOIS rehes strongly on cigarette tax revenues to help pay 
for the services provided to its citizens. But those reyenues are yulnerable to 
anyone aware that our ability to protect them ends at our borders. 

We str~nglY support Senator Bellmon's proposal. It is similar to legislation in­
trodu~ed. m the U.S. House of Representatives by Con,g-ressman Tom Railsback 
o.f IllmoIS. He and several other members of our state's Congressional delao-a-
tIon have indicated their concern about the problem. ( "'0 

To states, like. Illino~s, the importance of these bills is in the assistance they 
wo~ld p!ovIde m he~pmg control the flow of contraband cigarettes. Illegal traf­
ficlnng m untaxed CIgarettes, which these bills ,yould help to prevent is ex-
tremely costly. There is: ' . 

1. The loss to ~tate and local governments of up to $400 million in tax revenue 
annually, accordmg to a report on bootlegging by the Advisory Commission on 
Intergovernmental Relations issued in May. 

2. The loss of services those revenues could ha ye provided 
3. An increa~e in the tax burden on honest taxpayers ,,:ho are forced to mal"e 

up for tax evaSIOn. '< ~ 
4. Losse.s to legitimate ?usiness enterprises, ,vhich find it more difficult to 

compete WIth those not playmg by the rules. 
5. Proliferation of o~'ganized crime, Wllich is able to use bootlegging profits 

to ~~pport loan sharlting, gambling, prostitution, and similar types of illegal actiVIties. . 
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In "Oiga,rette Bootlegging: A State AND Fedeml Re8pon~ibility," issued in 
May, the Advisory Commission on Intergovernmental RelatIOns reported and. 
recommended: . 

"Cigarette smuggling is an interstate problem-organized 'crIme an\l others 
take advantage of the limited jurisdiction of the states-and an .effectlv~ solu­
tion requires federal legislation malting interstate transportatIon of Illegal 
cigarettes a federal offense." . '. 

Based on first-hand experience, we agree with both the anal;ysIs an? the r~c­
ommendation. The following are points gleaned from our o,yn analYSIs and lll­
yestigations. 

INDUCEMENTS TO CIGARETTE S1rUGGLING 

The key inducements to cigarette smuggling are (1) the difference in tr:x 
rates between the states, and (2) the proximity of major population centers 1ll 

high-tax states to wholesale and retail outlets in low-tax states. . 
Illinois taxes cigarettes at a rate of 12 cents per package of 20 cIg~rettes. 

Three of the five neighboring states currently tax at a lower rate: IndIana at 
10.5 cents per package, Kentucky at 3 cents, and Missouri at 9 cen~s. Th.e tax 
rates of the two other adjoining states are: Io,va, 13 cents, and ,VIsconsm, 16 
cents. , 

The latest statistics (for calendar 1976 at which time Indiana s tax rate was 
6 cents per package) on average per capita consumption o~ cigarettes in ~hese 
states provide some indications of the problems caused by CIgarette smugglmg. 

State 
Population 

(1970 census) 

IIlinois _______________________ .___ __________________________ ______ 11, 113, 976 
Indiana__________________________________________________________ 5,193,669 
Iowa _ _ _ _ __________ ____________ ________________ ____ __ ______ __ ____ 2, 825, 041 

~l~i~~j~======================================================== ::Ir~:!~~ 

Cigarette 
tax rate 

12 
6 

13 
3 
9 

16 

1976 avera ge 
per capita 

consumption 

3,810 
4,886 
3,607 
6,617 
3,981 
3,384 

----------------------~ Average consumption____ ______________________ ____ __ ______________________________ __ ____ 4, 380 

The statistics ,yere drawn from a report in }\fay, 1977 by the Federation of 
Tax Administrators. The wide difference in consllmption between Illinois and her 
neighboring states is most likely caused by one or both of the IoIlO\ying factors: 

1. The rate of consumption is related to the rate of tax. If the amount of tax 
is a key factor in the consumer's decision to buy cigarettes, he is Jess likely to 
buy cigarettes in a state in which a higher tax is imposed. 

In Illinois, this factor is only pertinent when the buyer's choices are to smoke 
or not to smoke. Under the Illinois Clgarette Use Tax Act, a per~on who uses 
cigarettes in the state must pay the Illinois tax, regardless of whether a tax 
was paid to another state. Illinois la,y allows no credit for any cigarette taxes 
paid to another state. 

This would mean, for example, that the total per-package tax on cigarettes 
bought in Indiana for use in Illinois would be 22.5 cents (Indiana's tax of 10.5 
cents and Illinois' tax of 12 cents per package). To use Indiana cigarettes in 
Illinois without paying the Illinois tax is a violation of tIle law and would be 
considered smuggling. 

2. The rate of consumption is related to cigarette bootlegging from low-tax 
states into high-tax states. ,,\Vhere there are significant differences in tax rates 
of neighboring states, profit or savings, though illegal, could be all incentive 
for both casual and organized cigarette smuggling. 

We believe that bootlegging is the predominant factor in the difference be­
tween cigarette consumption in Illinois and the neighboring states with lower 
tax rates. Our belief is based largely on the fact that Chicago, the sta,te's largest 
population center, is a major . national tourism and convention center. As the 
Federation of Tax Administrators noted in an explanation of the May statistics: 

. . . "States that have a large influx of tourists conSistently haye a per capita 
consumption weUaboye the average because th~ actual number of people in 
the state is higher than Census statistics indicate." 

Illinois, even with Chicago, its Lincoln l1eritage, and other attractions, has 
been the exception to this rule. The a yerage per capita consumption in Illinois 

) 
£1 

) 
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in 1976 was nearly 15 per cent less than the average for her neighboring states, 
which do not have comparable tourism or convention trade. 

There was an additional incentive to smuggling in Chicago since the city im­
poses its own 5 cent cigarette tax on each paclmge sold. This brings to 17 cents 
per package the total tax on cigarettes sold for use in Chicago. In Indiana, 
only minutes away, the cigarette tax was 11 cents less, or a tax difference of 
$1.10 per carton. 
. These factors most likely accounted for the significant differences tn con­
sumption among Illinois, Indiana, and Kentucky. We have no otller reasonable 
explanation for the fact that average consumption in Indiana was 30 percent 
higher than in Illinois or for the fact that the average in Kentucky was 75 per­
cent higher. 

REVENUE LOSSES IN ILLINOIS 

Illinois' cigarette revenue losses are difficult to compute because we are unable 
to estimate the extent to which smuggling occurs. There is, however, a number 
of statistical indicators, which would place losses at between $10 million and 
$26miIlion annually. 

For fiscal year 1967, sales data gathered by the Tobacco Tax Institute dis­
closed that per capita consumption for Illinois residents was 132.6 pa.ckages, 
slightly higher than the national rate of 132.0 packages. Comparable data for 
fiscal year 1976, however, indicates that Illinois' consumption had increased to 
only 134.4 packages, while the national rate had risen to 145.3 packages. 
There was a decline nationally following the U.S. Surgeon General's report in 
1964 that smoking couLd cause 'cancer, but that decline was only slight and 
shortliYed. 

If Illinois had been at the national per capita consumption rate of 145.3 
packages, revenues would have been approximately $194.3 million. Our actual 
collections were $176.9 million, a difference of $17.4 million. 

In 1973, the Department estimated that cigarette tax loses to bootlegging 
amount to $25 million annually. Noting a decline in revenues that could not be 
explained by national usage statistics, the Department began using a provision 
of the Cigarette Tax Act to seize vehicles found carrying contraband cigarettes. 
The 'downward trend in reyenues was reversed, and cigarette tax collections 
within the same year, fiscal 1974, exceeded by about $8 million the amount col­
lected in the previous year. 

These figures bear a relationship to a study by Professor Michael D. Maltz 
.of the University of Illinois at Chicago for the. Organized Crime Section of the 
federal L<'1.w Enforcement Assistance Administration. Using a regression formula, 
Professor Maltz looked for the difference in tax-paid sales and estimated con­
sumption for each state. Illh:oduced into the formula ,yere equations to solYe 
for net estimated imports and exports from each state. According to his find­

ings, Illinois in 1974 lost $16.06 million to cigarette smuggling. 
Professor Maltz, indicentally, points oul: that per capita consumption of cig­

arettes has risen Oyer the years, indicating that differences in statistics on usage 
are caused not by changes in the rate of consumption but by sales. 

According to the statistics of the Addsory Commission on IntergoYernmental 
Helations, the <'1\'erage per capitacon~umption in Illinois in 1075 was 131.8 
packages of cigarettes. This compares to the national aye rage of 139.2 paclmges 
and the aye rage of Illinois and her five adjacent states of 147.8 pckages. 

It seems reasonable to assume that Illinois, often called a microcosm ot the 
nation, s,hould be at least at" the nfltional rate of consumption. But it is 5.614 per­
~ent below that level. With cigarette revenues in calendar 1075 totaling $174,-
477,581, this would mean that the state's lost revenue in that year amounted 
to $9,795,171. 

"\Ye believe, llOwever, that Illinois. because of its tourist and convention attrac­
tions, should b~ at or above the average of it~ neighboring states, which is 147.8 
packages per capita consumption. IllinOis is 12.139 percent below that leyel, 
which would mean an estimated revenue loss of $21,179,833 in 1975. 

The more recent statistics by the Federation of'l'ax: Administrators indicate 
similar results. The FTA's statistics are based on consumption by persons 18 
alld older, which is the reason average consumption figures appear higher than 
the AdYisory CommiSSion's . 

According to the J.l''l'A's statistics, the national ayerage per capita consumption 
in 1976 was 201.65 packages of Cigarettes, and the average consumption in Illi­
nois and her five neighboring states was 219.04 packages. Illinois' average was 
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100.5 packages, 5.853 percent below the national average ano, 14.981 percent 
below the regional average. In dollars, these differences would mean rm'enue 
losses in 1976 of $10,268,772 at the national average and $26,283,356 at the 
regional average. 

':l'hese are not the only revenue losses. State and local governments also lose 
sales tax revenues to bootlegging since cigarettes sold in Illinois for use here 
are subject to state and local sales taxes. 'When cigarettes are bought in another 
state and used in Illinois, the user remains liaule for ..state taxes, uut unless he 
rC'lllits them voluntarily we have no adequat~~ way of collecting them unless the 
p~lrchase was by mail.' In that case, the federal Jenkins Act, which will be 
described shortly, is extremely helpful. 

Oigarette smuggling also costs business. in Illino~s millions of .dollars. If the 
8yerage retail price of cigarettes (excludmg the ~Igarette tax) IS 35 cents per 
pnckage,smuggling into Illinois. c~garettes bought I~ a~lOthe~' state means a loss 
of between $30 miUion and $75 mIlllon annually to IllmOiS busmess. 

It should be pointed out that some relief to the problem of casual smuggling 
iu the Ohicagd area cn.me July 1, 1977. At that tim~, IndiB:na's tax rate. wB:s 
increased to 10.5 cents per package. That reduced the drfferenbal between IllinoIs 
and Indiana taxes to 1.5 cents and the differential including Ohicago's tax 
to 6.5 cents. . I'Ve do not expect the Indiana tax increase to have much effect on smugglmg 
by organized crime, since our belief, confirmed by analyses like those of Professor 
;\rultz, is that those contraband cigarettes are coming directly from the tobac~o­
producing states. The fact that Kentucky, for .ex~~ple, had an average p~r ~apita 
consumption of 330.8 packages in 1976 (IllInOIS was 190.5) clearly mdlCates 
this. IMPORTANCE OF FEDERAL CONTRABAND LEGISLATION 

With the above points in mind the question becomes: How would measures 
like those offered by Senator B~llmon and Oongressman Railsback assist the 
states in halting the flow of contrabang cigarettes and the loss of tax revenue? 
A case history will illustrate. 

On December 23, 1976, agents of the Illinois Department of Reye~1Ue and 
the Illinois Bureau of Investigation seized more than 20,000 cartons of CIgarettes 
bearing counterfeited Illinois cigarettes stamps. The contraband cigarettes were 
discovered and seized in eight suburban Oook County retail outlets. 

The quality of the stamps and the method of distribution-we were Ul~able 
to determine whether the retailers knew that the stamps were counterfeIt or 
were selling ,,,hat they believed were legitimate cigarettes-indicated that the 
operation was well organized and well financed. 

Amerlcan Decal, the manufacturer of the stamp, and Illinois and other states 
that used similar stamps believed it was foolproof. Illinois' discovery was the 
first indication that a highly secure stamp could be compromised. Our attempts 
to locate the source of cigarettes and the counterfeiting operation have been 
unsuccessful. 

Our investigation determined that there had been no cigarette hijackings' in 
the state, which we thought might have been a source of the cigarettes. And since 
we are able to monitor the flow of cigarettes from distributors within the state, 
we were able to determine that the contraband cigarettes appeared to have been 
from another source. The investigation pointed to a source from ·outside Illihois, 
but our ability to carryon the investigation stopped at our border. 

Had there been a federal contraband law like that embodied in the Bellmon 
and Railsback bills, we could have sought assistance from the federal govern­
ment to pursue the counterfeiters and distribution operations. These would have 
l)een federal crimes. 

Under these bills, cigarettes transported interstate would have to be iden-
tified. The transporter would be required to have in his possession a bill of lading, 
which indicates the seller, buyer, origination, and destination of cigarettes. 

These requirements would tie in nicely to a provision of the Illinois Cigarette 
~'ax Act (Section 9c) that requires persons to have a permit from the Depart­
ment of Revenue to transport in Illinois more than 2,000 cigarettes not taxed by 
the state. The provision, which was upheld in November 1976 by the Illinois 
Supreme Court, requires a transporter to give the Department advance notice 
of his intention to transport in Illinois untaxed cigarettes. It also gives the 
Department the abIlity to determine the disposition of transported cigarettes 
Which enables us to check for any tax liability. 

) 
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~he contraband legislation would require dealers to maintain records of 
shlpment, receipt, ~ale, and disposition of cigarettes, which would be available 
to the Secretary of the Treasury for inspection. This would allow the states to 
w~rk t~~ough the federal government in obtaining' information about cigarettes 
shlppeu .mterstate by or from dealers, again making it possible to monitor the 
flow of CIgarettes for tax purposes. 

I think. it is important to point out t.hat a contraband law would not be 
the ~rst tIme the federal government has assif::ted the states with the collection 
of cIga~ette taxes. The federal Jenkins Act has been a significant tool for the 
states m halting cigarette mail order . operations aimed at evading state tax 
laws. . 

Un~er the .Jenkins A~t, ope.rators .of cigarett~ mail order firms are required 
to reglster WltI; a 'state In. WhICh .mal~ order busmes is conducted. The operator 
a.lso. must prOVIde to the stl1te a hst-mcluding names, addresses, and quantities 
of CIgarettes purchased-of customers residing in that state. llhese lists enable 
the states to collect taxes owed. 

For IIlin?is, the Je~ld?s Act has worked well. Of the tax bills we have issued, 
ba.sed .on lIStS of plmOIs sales from mail order firms, virtually all have been 
paId WIthout questIOn. 
" Fed~ral involvemen~, in.the 'administration of cigarette tax laws of the states 
lIS an Important contrlOutIOll to the deterrence of tax fraud. The states, with a 
federal ?ontraban~ law, wo~ld have a way of dealing with interestate cigarette 
bootleggmg and. ":Ith orgamzed c:im~, where it is involved in such operations. 

We do not antiCIpate any reductIOn m our efforts to combat smuggling. Federal 
contr~band law would strengthen those efforts and mal.:e our work more 
effectIve. . 

Let I?e conc:lude by saying I greatly appreciate the time and attention you 
have gIven thIS matter a~d hope .you will feel free to call on me at (217) 
785-2602 for any further mformabon. I hope you will agree with me that the 
federal ?ontraband measures have significant merit and purpose. 

Smcerely yours, 
ROBERT M. WHITLER, 

Direotor of Revenue. 

STATE OF TENNESSEE, 
DEP ART};fENT OF REVENUE, 

Nashv-ille, Tenn., Deoen-toer 8, 1977. 

SUBCOMMITTEE ON ORIMINAL LAW AND PROCEDURES 
Oommittee on the Judio'ia1'Y, U.S. Senate, ' 
Wa8hington, D.O. 

GENTL?JlMEN: In response to the request from the late HOllorable John L. McClel­
lan, OhaIr~an, Subcommittee on Criminal Law and Procedures for a statement of 
the eff~ct.clgarette "l1ootlegging" has had upon the states, let ~e first express my 
appreCIatIOn for the concern shown by the Subcommittee about this problem 

I am greatly concerned with the loss of revenue by the State of Tennessee due 
to th~ spread of Cigarette "bootlegging". Tennessee, which has a cigarette tax: 
of thI~een cent~ per package, is bordered by the three states with the lowest tax 
Fates m the nation; North O~rolina, two cents; Virginia, two and one-half cents; 
and Kentucky, t~ree cents. Olgarette stands and truclr stops in these three states 
near our state hne do a thriving business in the sale of cigarettes. In addition 
we also have the proble~ ?f individuals in the business of cigarette "bootlegging": 
Based on a 1975 study! If III the State of Tennessee an amount of cigarettes were 
sol~ equal. to the n.atIonal average per capita consumption, the State's loss in 
eXCIse tax IS approxImately 7.2 million yearly. 

We belie~e th:~.t our major loss of tobacco tax revenue is from citizens of Ten­
ne.ssee . buymg CIgarettes in the above-mentioned states, rather than organized 
crIl,?e Illvo,lvement. We have experienced local individuals being engaged in the 
bu~mess of "bootlegging" but they have had no known ties to organized crime 
!h~s m.ay have ~een due .solely to our closeness to the product. We have every 
mdlCatlOn !rom I~formation developed during investigations in North Carolina 
that orgamzed cnme was involved in the shipment of cigarettes to the northern 
and northeastern states. 
. Due to our limited investigative manpower and the many roadways leading 
mto the State from North CArolina .. Virginia and Kentu('ky. if: is impossihle for 
the State to combat the problem of bootleg cigarettes, even though we do have 
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very goOd statutes with both civil and criminal sanctions. State investigators 
are also greatly ha~pered by the lack of authority to conduct investigations out­
side the State, which, of course, would not be true in Federal law enforcement 
efforts. 

For several years, many states have endeavored to curb the problem through 
cooperative local enforcement programs; however, these effor~s have proven to be 
inadequate to stop the movement of bootleg cigarettes. The llltersta~e nature of 
cigarette "bootlegging" place::; tHe indiviaual ::;tates at too great a dIsaavantage 
to satisfactorily handle the problem. . 

In any proposed ]'ederallegislation on cigarette "bootlegging", I fee! that the 
cutoff limit of transported cigarettes should be fifty cartons (10,000 cIgarettes) 
and that the penalty for unlawful transportation, receiving or possession of con­
traband cigarettes of more than fifty cartons should be, not more than $10,000.00 
fine or imprisonment of not more than two years, or both. 

I'strongly recommend the enactment o~ a lJ:eder.al contraband cigarette law. 
I will greatly appreciate your support of thIS legIslatIOn. 

Sincerely, 

Hon. JA::IIES O. EASTLAND, 
Ohai1'1nan, Oommittee on the Judioiary, 
U.s. Senate, Wa8hington D.O. 

JAYNE ANlS' WOODS. 

DEPARTMENT OF JUSTICE, 
Wa8hington, D.O., March 8, 1978. 

DEAR MR. CHAIRMAN: This is in response to your request for the views of 
the Department of Justice on S. 1487, a bill "To eliminate racketeering in the 
sale and distribution of cigarettes, and for other pu~·poses." . . 

At the present time! the only ~tatutory regulatIO~ of the lll~erstate SlllP.mel?-t 
or cigarettes is found III the Jenkllls Act, 15 U.S.O. 315 et 8eq. 'Ihat ~ct, ':,hICh IS 
designed to assist the states in collecting their ci.gar~tte taxes? re.qmres, III part, 
that any }Jerson who sells or transfer~ for ~)l'Oflt cIgarettes. III mterstate com­
merce whereby such cigarettes 'are shIpped llltO a state taxmg ~he sale or use 
of cigarettes to other than a licensed distributor shall (1) file WIth the tobacco 
tax administrator of the state into which the shipments are l!1Ude. a ~t,atement 
setting forth his name and trnde name and the address of Ins prlllcipal place 
of business and of any other place of business, and (2) file with the tobacco tax 
administrator before the tenth day of each month a m.emorandum 01: a copy of 
the invoice covering each shipment into that state durlllg the precedmg month. 
The memorandum or invoice must include the name an?- addre~s of the person to 
whom shipment was made and the brand and quantity. of Clgar~ttes ·s~ipped. 
Any person who violates these filing and .repo~-ting requ~rements IS PUl1lShab!~ 
by a fine of not more than $1,000.00 or Imprls~nm~nt for not mo~e !ha,n ~IX 
months, or both. In addition, the United Stoates distl'lc-C courts have JUl'lSdictIOn 
to prevent and restrain violations of the Act. .. . 

The Jenkins Act applies primarily to cigarette dlstrlbuto;fs who send theIr 
cigarettes through the mails to customers in other states \VlllC~l tax th~ sale or 
use of cigarettes without complying with the filing and reportmg ,;eqmrem~nt,~ 
of the Act. It has limited usefulness for attacking the over-the-roa.d bootleggmg. 
or smuggling operation by which the purchaser transports the CIgarettes out of 
the state of purchase and surreptitiously brings them into another. state !or l'e­
sale. Available evidence indicates that the states have been depl'lved ?f large 
revenues in lost cigarette taxes as a result of the latter type o~ operatIOn. 

S. 1487, whose stated purpose is to eliminate rac~eteerlllg 1~ th.e sale a~d 
distribution of cigarettes, would reach cigarette smuggling by makmg It unlawful 
to ship transport receive or possess "contraband cigarettes." The te.rm "con­
traband ciga'rette~" is defined in the bill 'as 'a qu~ntity in exc~ss of 20,0.00 
cigarettes, bearing no evidence of the payment of appll~able sta~e CIgarette ta:;::es 
in the state where the cigarettes are found, and WhICh are m the possessIOn 
of any person other than (1) a person holding a permit 'a~ 'a tobacco manufac­
turer or an export warehouse proprietor, 01' a person operatmg a custo~s bonded 
warehouse or.an agent of such persoll, (2) a common or contract carner, (3) a 
person lice'l1sed to deal in cigarettes.by the state where the cigarettes are found, 
or (4) 'an officer, employee, or agent of the United .States or of any state ~r 
political subdivision having possession of cig~rett~s 111 the performance ,_of hIS 
official duties. In uddition, S. 1487 would reqmre clgarette dealers to ma,h,e and 
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maintain ~uch records of shipment, receipt, sale, or 'other dispOSition of cigarettes 
as the Secretary of the Treasury may be regulations require and to make such 
records available for inspection. The term "dealer" is defined to mean any person 
who s~lls or distributes in any manner any quantity of cigarettes in excess of 
.20,000 111 a Single transaction. S. 1487 would malre it a felony punishable by a fine 
of not more than $10,000.00 or imprisonment fol' not mOre than two years or both 
to violate the prohibition 011 contraband cigarettes, to knowingly 1l1like ~ny fals~ 
statement, Or representation .with respect to information required to be kept iiI the 
r~cords of a dealer, or to VIOlate any other prOVision of the law 01' regulations. 
Fmally, S. 1487 would provide for seizure of contraband cigarettes. 

]'01' the reasons stated below, the Department of Jm.;tice recommends that 
S. 1487 be amended to reflect proposed changes contained in a draft bill pl'epared 
b;r the Bureau. of A:lcohol, Tobacco 'and Firearms, Department of Treasury, in 
close consultatlOn WIth the Department of Justice. A copy of the draft is attached. 
~s you l~~?w, in .the pa~t tIle Depa.rtment has opposed legislation like S. 1487. 

ThIS OPPOSItion eXIsted for two valld reasons. First, ·the Department believed 
that befor~ ther,e is a significantexDUllsion of Federal criminai ji'u'isdictioll into 
an area hItherto reserY~d !o the states, there should be a strong showing that 
the stat~s have made sIglllficant, but unsuccessful, attempts to deal with the 
prob.lem l1lvolvec1. In the I>ust, the evidence had been that the states most. affected 
by CIgarette smuggling l~a~lnot .made significant attempts to deal. with the prob­
lem. Second, past AdnulllstratIolls haYe not wanted to incur the costs both 
investigative .a?~ prosecutorial, that would go with taking on primary e:r{force~ 
m~nt responSIbIlIty for the {'ollection of state cigarette taxes:from interstate dis­
t~'Ibutors ancI sellers of cigarettes. It was believed that passage of legislation 
lIke S'. !~87 would create strong pr,essure for the assumption of that 
responSIbIlIty. . . '. 
~Te continu~ to believe that many ()f the states most affected have not made 

sel'lou~ comllntments to the enforcement effort in this area. However, we do 
reC?gnize that some states, most notably Pennsylvania and New York, huve 
maJor ~llforcement programs, Ul~d tliat other states, like Oonnecticut, Florida 
?-nd O1no .. llave st~'ellgtl:elled then' efforts in recent years. This is illustrated by 
mformabon proYHled 1ll January 1978 by the AclYisory CommiSSion Inter­
governmental Rela~ions ("AOIR") A copy of a January 20, 1978 memorandum 
to ~lS. fr?m AOIR IS attached. '1'he effectiYeness of this increased enforcement 
actIVIty IS u!lknown at t~e present, since much is of recent tJ:rigill: 

We .contmue to 'belIeve strongly that P'l'imal'ty efforts to stop cigarette 
s~uggl~l!g m?st ?e ll1~de by the states affected. However, we recognize that fed­
eral lebislatlOn ll1 md of state enforcement efforts may be desirable if not 
essential, in light of the interstate nature of the problem. '. 
. Tl~ resP?l1se. to !he Department's historical opposition, recent attem1'~s to 
~usbfY legI~latlOn !Ike S. 1487 have made the argument that cigarette smuggling 
IS an orgamzed crIme probl'em. li'or example accordinO' to a report on ciO'arette 
bootlegging dated May 1977, wl.!ich supporte~l legislati~n si~ilar to S.1487, the 
ACIR noted that four ~ew: York crime :families employing more than 500 
e~lforcers, ~)eddlers and cIIstrrbutors smuggle an estimated 480 million packs of 
~~.are~tes lIltO the. State each year. See page 21 of the ACIR report entitled 
\.,~galett~ Bootlegg1~g: A. State anel Federal Responsibility." 

. W:e belIeve there IS eVlClence that organized criminal elements are involved 
I,ll CI%arett~ smu~-gling .. Si~ce significant sums of money can be acquired at 
lelahvely llt.tIe rIsk, thIS IS an attractive area for such elements. Thus, the 
Depa~·tment ~s prep~red ~o SUPPort S. 1487, if modified to improve its potel~tial 
effectlvenes~ 1,n c1ealmg WI tIl the organized crime problem. 

.~,n .r~c0g111b~n of the fp.cts that the states have increased their enforcement 
ac.tlvI~3,. yet shll neec~ help, and that there is legitimate concern oyer organized 
crIme S lllvolyement III this. area, we have had meetings with officials from 
the Depa'rtment of .Trea~ury III an effort to develop an approach acceptable to us. 
The proposed modlficat.lOns to S. 1487 contained in the attached draft bills are 
the result of these meetmgs. 
. The d~af~ \ bill would mOdify, S. 1487 in only three sri'gnificant areas. First, 
the draft b~H defines the term 'contraband cigarettes'! as a quantity in excess 
of.30,0?0 CIgarettes, rath~r than 20,000 cigarettes. Second, the draft bill con­
tams dIfferent language WIth respect to the making of reports to the Secretary 
of ~he ~~'e~~t!ry. S." 1487 w.oulc~ give the Secretary the discretionary authority 
to requll:e dealers to w..~mtall1 such records as prescribed by the Secretary. 
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The term "dealer" is defined as any person who sells or distributes in any 
manner 20 000 or more cigarettes in a single transaction. The draft bill would 
eliminate tIle "dealer" concept and simply require "any person" possessing, 
selling, distributing, carryjing, transporting, pUl'Ichasing or receiving 30,000 
cigarettes or more in a single transaction to prepare such records and make such 
records as the Secretary may prescribe. Third, the draft biH would increase the 
penalties for violators. It provides that whoever. unlawfully distributes, etc., 
contraband cigarettes would be subject to a fine of $10,000 and/or five years in 
jail, and whoever violates any other provision of the law or knowingly makes 
a false statement or representation in a record required by the Secretary would 
be s-ubject to a fine of $5,000 and/or three years in jail. S. 1487 provides for a 
fine of $10,000 and/or two years in jail for any violation of its provisions. 

'l'!le 20,000 cigarette figure used in S. 1487 to define "contraband cigarettes" is 
a recognition that certain minor, untaxed cigarette smuggling, whether by users 
or by small-scale sellers is virtually impossible to control and not of significance 
to the Federal government. However, to the extent that S. 1487 is rationalized 
as an attempt to attack major organized crim,e, the Department believes the 
20,000 cigarette figure, which translates into 100 cartons, is too low in relation 
to the t~Tpe of significant organized criminal activity with which the Federal 
government is concerned. The figure of 30,000 cigarettes, which not I'! major 
change in the bill's coverage, is, in our view, ,an improvement. 

The draft bill clarifies the Secrebary's power to require the keeping of records 
and the making of reports. While no specific regulations have been prepared, this 
feature of the draft biH is intended to supply the Secretary with discretion to 
require record keeping that could be used to assist the state's enforcement 
efforts. 

Finally, it is important to understand that criminal prosecutions under S. 
1487, should it be enacted, would be reserved, as 'a matter of policy, for serious 
organized criminal inVOlvement in Cigarette smuggling and, in appropriate cases, 
for making false st;s.tements in required reports and records. Thus, we con­
template only selective use of the criminal sanctions. This is consistent with 
the Department's view that it does not have the resources to prosecute the 
routine oX' minor violators. The increased penalties in the draft bill over those 
currently provided in S. 1487 reflect the fact that we contemplate prosecutions 
of major violators only. 

In summary, the Department's willingness to support S. 1487 as modified by 
the draft bill is based on a desire to facilitate the states' cigarette tax enforce­
ment efforts, and to give us another weapon against organized crime. We en­
vision, should the 'bill be enacted, that the states wou!{l continue to bear primary 
enforcement responsibility in this area. 

Fw the reasons indicated above, the Department of Justice recommends 
enactment of S. 1487 if amended to incorporate the new provisions 'Contained 
in the attached dr-aft. 

The Ofilce of Mltnagement and Budget has advised that there is no objection 
to the sl1'pmissiofl. of this report from the standpoint of the Administration's 
!»,ogram. 

Sil'l<!erely, 

Enclosure. 

PATRICIA. M. W ALD, 
Assistant Attorney General. 

A Bill to eliminate racketeering in the sale and distribution of cigarettes, and for 
other purposes 

Be it enacted, 'by the Senate and House of Representatives of the United 
State8 of America in Congre8s assembled, 

STA'I'!l:MENT OF FINDINGS AND PURPOSE 

SEC. 1. (a.) The Congress finds that-
(1) there is a wide8flread traffic in cigarettes moving in or otherwise 

affectiag interstate or fereign commerce, and that the States are not ade­
quately able to stop the movement into and sale of such cigarettes in 
violation of their tax llaws through the exercise of their police power; 

(2) thel"e is a causal relationship between the flow of cigarettes into 
int-erstate commerce to be sold in violation of State laws and the rise of 
racketeering in the United Sta.tes ; 
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(3) an expanded Federal role " th 11 h . . 
e~senti'al if there is to be an ~~ect~v g t agamst CIgarette smuggling is 
cIgl:trette smuggling since the interstat e t la w enforc~ment effort against 
States at too great a disadvantage to ~~~fr~hof the crIme places individual 
. (4) certain records maintained b e ese pr~blems effectively; 
mg,. carrYing, transporting, purchasfn persons p?s.sessl1~g, selling, distrioi.Jut­
a hIgl?- degree of USefll'lness in crimina1 ~r .:eceIvmg cigarett~s could hiave 

(b) It IS the purpose of this Act to "%' an~ regulatory mvestigations 
organized crime problem and to heLp pro ~:~Vl ~. a timely Sol~ltion to a seriou~ 

SEC. 2. Title 18, United States Cod ,,1 e re I'ef to many CIties ,and states 
after chapter 59 thereof the folioWI'nge, IS anhlended by inserting immedi:at~ly 

new c apter: 

"Sec. 
"Chapter 60.-CIGA..RETTEl TRAFFIC 

"1285. Definitions. 
"1286. Unlawful acts. 
"1287. R "1288. pecordkeePing and Reporting enalties. . ::ggo9.. Effect on state law. 

Enforcemen t and Regulations. 
"§ 1285. Definitions 

"As used in this chapter-
"( a)}he term 'Cigarette' means-

(1) any role of tobacco wrap d' . 
con taming tolYacco and pe III paper or In any substance not 

" (2 ) any role' of tobacco wra l' 
tobac~o whilch, because of its a ppec 111 any substance containing 
the fitler. or its packaging 'and PI~a ~~nce,. tl1~ type of tobacco used in 

" purchased by, consumers as a c· a et:ng. IS ~lkely' to be offered to, or 
. (b) the term 'contraband ci al~g.are, e deSCribed m paragraph (1) 

thIrty thousand cigarettes bearin g ette~ means a quantity in excess of 
State cigarette taxes in th~ State ;~o e~~ence of the payment of applicahle 
Possession of any person other thanere ey are found a,nd which are, in the 
pursuant to chapter 52 of titl 26 U . (1) a person ho1dll1g a permit issued 
tooacco products Or as an' e:por't ,~te~ States .Cod.p, as a manufacturer of 
a common or 'contract l'arrier' P . red ouse ploprietor or his :agent· (2) 
deSignated as such on tl;e bill ~f 1;~:Vu e , h0t?evcr, That the cigarette~ are 
?r o.therwise authorized by the St~at~ng'l~r fr~~~ht.bil~; (3) a person licensed 
Il1 CIgarettes land to account for d \\ _ere .e clgarett.es are found to deal 
by such State' or (4) an otnc an pay applIcable cigarette taxes imposed 
States, or its departn~ents and e~:h~W~lOyee, ",o~ other agent of the United 
State or any department an, .;\ ~'~'neu 1l1strumentaUties,or of an 

"( c) th," term 'comm' gen,,;\, 01 pohtIcal subdiYision thereof y 
t 'fi ~ on or contract carrier' . cer I >cate of convenience or ne e' ·t. <. means a carrier holding a 

a regulatory agency of the Un~t:~1 ~t 0:' eqmT'tllent operating authority from 
Colnm'bia. a es or of any State or the District of 

"(d) the term 'Statet incl d .. 
Di,~trict of Columbia. u es a polItical subdivision thereof and the 

(e) the term 'Secreta ' 
de!,egate. ry means the Secretary of the Treasury or his 

(f) the term 'person' means a . d' . 
sociation, firm, partnership so 'et ny ~n. IYldual, corporation, company, as-

"§ 19 86 ' , CI y, or JOInt company. 
~ . Unlawful acts 

"It shall be unlawful for any PPr!':on to 
::or~ purchase or receive contrahand ~igaretfe~~sess, sell, distribute, carry, trans-

§ }-87. Recol'dkeeping land reporting 
(a) Any person possessin cr f:l 11' cr d' . . 

purchasing or receiving in a Rh' . e 111.... l~tl'lhutll1g, C'arrybtr. trans ortin 
?r more ma~' be required to re 19le trammct.lOll fl quantity of 30 000 ei~arett:' 
~~t~~h form ~l1'd manller 'all~ f~:~~l~l~l~~~~~~I~I~S at{ec~rrl of f;l1~h tra~sactio~ 

s prescnhp. Such recordf:l shall h < d ' '. le eeretary may bv regu-
manner as the Secretary may by' reg'u'lat.e ma e a,:mlable for inspection in such 

• < Ions prescrIbe, 
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" (b) Any persou possessing, selling, ai~tributing, ~arryiD;g, tran~port~~g, 
PUl'Ch'lSil'g or receiving in a f:iingle transaction a quantity of 30,000 cl~are e~ 
or lllo<re ;nay be required to report such transfl:ction to tl~e Secretary III SUC 
form and manner as the Secretary may by- regulatIOns p(l'escnbe, 
. "ce<) The Secretary may enter the prell1is~es (including l?laces of s,torage.~ o~ 
any person required to maintain a record or,. ~nd report, .cl.garette tra~s~cbons 
undtlr this section for the purpose of inspectlllg or exam1l11l1g (1~ anJ' record~ 
or documents req\lirecl to be kept. by snch person, and (2) any Clgaret~~s t1{eIP 
or storetl by such person at such premises. Upon the request Of. any a e O{ 
an' lolitical subdiYision thereof, the Secretary. may m~l{e aV~11a~le to ~uc 1 
mkti or any political subdivision tl1ereof, 'any informatIOn Wl~lCl1 ~s ob~allled 
by reason of tl1(~ llrovisions of this chapter :V~t~l respe~t to the Idel;tIfiCa,bon oJ 
per30IlH ·within such State or political f:iubdiVISl.On thereof who ha\e pmcllase 
01' otlwrwise acquired cigarettef:i. 

"§ 128H. Penalties , 
., (I.!.) Whoe\'er violate:;; sE'<ction 1286 of this chapter shall be sentenceu to a fine 

of not more than $10,000, or imprisoned n?t. more th~n five years, ,or botll .. 
" (1)) ,Vhop.yer violates any other prOVIsIOn of thIS chapter or. regulatIOns 

promulgated tllereunder or knowingl;y makes any false sta~e.ment or r~:presen~a: 
tion with resp<:'Ct to the informo tion required by the prOVISIons of thu; chap er 
to lH' kept in the record!'; of a perso,n by this chapter slmll. be se.ntellced to a 
fine of not more than $5,000 or imprIsoned ~ot mor~ tha? three, or b.ot~ .. 

"(c) Any contraband cigaretteA involyed III an:y YlOlation of the 1?1?VISIOns of 
this rhnpter shall be subject to seizm:-e and forfeIt,n1'e, and ,al~ p~oVISlOns ?f th.e 
Internal ReYenue Code of 1!)f).J: 1'ela~l11g to the seIzure, for feItm e, and dIS~OSI­
tiOll of firearms, as defined in sectIOn fi845 (a) of the Code, sl:a~l so ~a\h~s 
applicable, extend to s{!izures and forfeitures under the provisiOUS 0 IS 
clHlllter. 
"~ 1289. Effect on State law . . . 

"Xothing in this chapter shall be construed to affect the 1C0ncurrel"!t JUl'lSdlC­
tiOl~ of a State to enact and enforce state cigare~te tfl:x 1 a:"s , ~o prOVIde for the 
confiseation of ciga1'pttes and other property seIzed III VIOlatIOn of such laws, 
and to provide penalties for tile violation of such laws. 

"§ 1290. Enforcement and regulations . 
"The Secretary shall enforce the vrovisions of this chapter and may prescrIbe 

sucll rules and regnlations which are reasonably necessary to carry out the 
provisions of this -chapter. : . f h t 

SEC. 3. (11) Except as provided in subsection (b), the prOVISIOns 0 c ap er 
(10 of titlp1H, rllitNl ~tat("s Code. . . . . 

(b) The folloWiIlg sections of c11apte1' 60 of ht'le 18, 11111ted States Code, shall 
take ("ffect on the date of ell'actment of this Act: Sections 1285, 1286, 1288, 1289, 

and 1200. . . T' S t C l' d d b 'n REC. 4. The title analysis of title 18. ~ll1ted . ta es :l( (>, IS amen. e . y I -

"er'tl'uCY immediately helo\v the item relatlllg to clmpter 09' the followl11g. 
• ., h • 128'" " "GO. Cigarette Traffic _________ . ____________________________________ :______ u. 

~EC'. ii. (a) SE'ctioll l(h) of the Act of August 9,1039,. c: 61R, o3"St~t. 1291, 
as a111("nde(1(49 ·C.S.C. §781(b»), is amended by (1) strllung out or at the 
end of paragraph (2); (2) striking out the periocl at the end of paragraph 3 
and insertiIlg in lipu thereof /'; or"; and (3) adding after paragraph 3 the 
following new paragrap114 to l:eac1 as follows: . . 

"( 4) Any dgarettes, WIth respect to Willcl~ there 11as been comI:ntt€:cl any 
violation of -auy proyision of chapter 60 of tItle 18 or any regulatIOn Issued 
pursuant thereto." 

(b) Section 7 of tlle Act of August D, 1930, c. 618, 53 Stat. 1291, ias amen~ed 
(49 U.S.C. § 787), i:;; amended by (1) striking out "anc1".at tlle end o~ subs~b~n 
(e); (2) striking out the period at. the end of subs~ctIOn (f) and Ins:;tlllg III 
lieu thereof"; und"; and (3) addmg after subsection (f) the followmg new 
subsection (g) to read as follows: 

"(g) The term 'cigarettes' means. 'contraband Cigarettes' as now or 
hereafter defined in sectio1l1285 (b) of title 18." . 
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ADVISOn,y COMMISSION ON INTERGOVERN1fENTAL RELATIONS, 
Wa8hington, D.O., JantUtrv 20, 19"18. 

MEMORANDUM 

To: Robert E. CO'tlrtney III, attorne,y', Government Regulations and Labor 
Section, Criminal Division, Department of .Justice, 'Va:;;hington, D.C. 

F'rom: John Shannon, Assistant Director, Taxation and Public }!'inunce Section, 
Advisory Commission on Intergovernmental Helations. 

Subject: Summary of State response to Justice Department inquiry concerning 
the States' effol'ts ragainst cigarette ,bootlegging. 

. 
AVAILABILITX OF INFORMATION REQUESTED BY JUSTICE DEPART M EN'l' 

In a substantial measure, the information requested hy the .Justice Depart­
ment from the st,ates with respect to cigarette tax enforc'ement costs attributable 
to hootlegging are not available, llecause state revenue> departments are fre­
quently organized on a functional rather than a tax division basis and depart­
menta.l dat.a are maintained OJ~ a collective, rather than on a tax-by-tax basis. 
Also, III those states which are structured on a tax division basis, the cigarette 
tax is often the responsibility of a division which administers several excise 
taxef:i and here, too, administrative and enforcement data are not broken down 
by the type of tax. 

In states which rey,enue depa;rtmentsare organized 011 it functional basis, or 
in ':hidl tIle cigarette tax is administered together with other taxes, operations, 
eqmpment, and persollnel are used col,lecti vely in administering all or several 
taxes. Unless the departnient or division makes a special analYSis of these 
operations, it eannot assign a percentage of total costs to s~ific taxes. This 
a.lso applies to state imr,estigative programs. Many states. which in the past had 
audit and investigative staffH assigned to each tax division, have estarblished 
unified special illvestig.ative units which are concerned either with all taxes or 
with a combination of taxes. 

C01\fPAUATIVE DATA ON CIGARETTE TAX ENFORCEMENT OR ON TIIE EFl!'ORT 
AGAINST SMUGGLING IN THE LAS1' 5 YEAUS • 

For the reasons previously stated, for most states, spending data are nou­
segregable. However, reports are available from a number of states on spending 
st.aff siz.e and deployment, or on organizational developments which relate t~ 
activity of this type. 

Oonneatiout.-A special investigations section has been formed in the state 
tax dep~rtl1lent, principally to combat cigarette smuggling. Although the section 
dealH WIth all state tax frauds, all agents are trained in cigarette smuggling 
investigations, they have full state police powers, and all attend the state police 
academy before receiving such powers. Special inY{'stigations section personnel 
work closely with state and local pOlice . 

FlOl'ida.-A cigarette srri1{e force lras been established which includes seven 
officers assigned full time to cigarette bottlegging. The department has requested 
seven additional officers in its budget for fisral 1978-79. Florida joined the Inter­
state Revenue Research Center on July 1, 1977, and has expended $16 800 thus 
far for this purpose. ' 

Jfi.nnesota.-In 197Ci, a professional ~taff of six, assigned to the audit and col­
lection of cigarette taxes, was augmented by the hiring of two trained criminal 
investigators. In 1D77 t\yO more investigators were added to this staff. Min­
nesota, in 1977, hoas made two payments of $17,fJOO and $16800 to the IRRC. 1.1 
addition to investigation and prosecution responsibiliti~s, the investigative 
force ha[~ deyeloppcl a cigarette ~muggling educational program on the orO'anized 
aspects of smuggling for the general public, b 

N?w ~er8ey.-:-Since 1072, the Ne'~T Jersey Division of Taxation's special in­
~resbgat~ons Ul:lt has ad~lE'd 20 ~pecl'al agents, an increase of about 50 percent 
111 the SIZ~ of ItS straff. 'rIle speCIal ngE'nts have 'been given the power of arrest 
und the rIght to carrr iirearll?s. Penalties for !Cigarette tax violations have been 
srr.p.ngt!Iened. The New .Jersey DiYision of l'axatioll bas had a majol' role in the 
form.atlOn o~ th~ East~rn Seaboard Interstate Cigarette l~ax Enforcement Group, 
and Its speclU'l lllvestIgators have conducted a course on cigarette smugO'lin'" at 
the State Police Training Academy, b b 
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Netc York.-The New Yorl( Department of Taxation and Finance does not 
maintain separate records on its cigarette tax investigative work. However, 
the payroll cost of cigarette tax investigators is about two-thirds of the entire 
bureau, -and about 80 percent of non-personnel costs are IB.ttributable to the 
smuggling effort. On that basis, the rupproximate outlay for cigarette tax in­
vestigatioa rose from $919,000 to $1,029,000 betw~n fiscal 1973 and fiscal 1977. 
Man-days devoted to cigarette tax enforeement approximated 18,000 in fiscal 
1977. 

Ohiio.-The Ohio Department of Taxatioo now has 12 investigators assigned 
to cigarette tax evasion. In 1971, it employed no cigarette tax investigators. In 
additioo, Ohio has strengthened its cigarette tax enforcement effort by provid­
i:ag for felony convictions, police powers for enfOf'cement personnel, and in­
formers' fees. Between 1972 and 1977, expenditures for the administration of 
cigarette taxes rose from $191,020 to $590,776. Over the same period the amount 
SpeRt to combat cig-arette smuggling rose from $71,600 to $311,800. On a man­
year baSis, the increase was from 4:Jh in 1972 to twelve in 1977. Ohio has made 
two payments of $17,500 and $16,800 to IRRO. 
PennBlIlvwnia.-Betw~l1 tiscal 1973 and fiscal 1977, the Pennsylvania Depart­

ment of Revenue has increased its expenditures for the enforcement of cig.arette 
contra:oond laws from $672,000 to $1,191,000. Over the same period, the number 
of special investigators assigned exclusively to cigarette contraband enforce­
mellt has raBgedbetweea 51 and 59. The department also had committed $25,000 
for Ul!le in Eastern Seaboard Interstate Oig-arette Tax Enforceme.llt Group, but 
did Hot a1pply those funill3 ~1il.1!lse of LEAA's rejecti@n of the ESIOTEG's appli­
cation for grant money. 

Washinuton.-Between fiscal 1973 and fiscal 1977, Washington has increased 
its expenaitMre for cigarette tax administration enforcement from $122,567 to 
$172,854. Amounts spent for enforcemeat rel'ating t() the sale of untaxed ciga­
rettes rose from $43,000 to $62,000. Three man-years annually are devoted to 
cigarette tax evasion. 

WiBconBin.-Data not segregable. In January, 1977, four additional enforce­
ment personae! were assigned to combatting cigarette smuggling. A basic fie'ld 
investigative staff is also concerned with alcohol and tobacco enforcement. 
Wisconsin hilS also developed an iatensive trainiJl.g program for state and 
mlHliciptll etlforcemeat agencies in this area. 
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