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I ‘What Does Tobacco Do For Your Store

Fifty million Americans buy 500 billion cigarettes a year. And they spend more than $30
billion to do it. Many of these cigarettes—over 38 %—are sold in convenience stores.

Trade Class Contribution to Industry Sales

Liquor— 4.9% Miltary —2.8%

Other - 3.7% ,g%

Vending ~ 3.2%

Supermarket — 24%

Mass Merchandise — 6%

C-Store and

C-Gas Store — 38% Drug —7.9%

Grocory — 9.5%

Source: PM Trade Class Summary 1993

NACS research tells us tobacco contributes about 28% of sales and 21% of gross profits in
convenience stores. ,
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C-store Inside Sales Percent Of:
Sales Gross Profit

Tobacco 27.9% 20.7%

Food Service 13.9 19.8

Beer 13.2 9.7

Soft drinks 9.5 9.6

Milk & Milk Products 43 3.7

Candy & Gum 4.8 6.5

Packaged salted snacks 44 4.9

Grocery 39 4.3

Publications 3.1 2.2

Al Other 13.6 14.8
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Of the entire tobacco category, about 94% of its sales and Gross Profits are from cigarettes.

Percent Contribution to Tobacco
Category Sales and Gross Profit in C-Stores

100.0% 94.3% 93.6%
80.0% . .
Cigarettes
I:IOther (Smokeless Tobacco,
600% Lighters, Cigars,
Cigarette Paper, etc.)
10.0%
20.0%
5.7% 6.4%
0.0%

| —
Sales Gross Profits

Source: NACS State of the Industry Report, 1994

Data shows that an increasing number of consumers are spending their cigarette money in
convenience stores—38% today, up from 27% in 1984—while fewer are buying in

supermarkets.
Percent of Cigarettes Sold
Supermarkets 265 -
1984 » 1993
Source; PM Trade Class Summary, 1993
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o

2866622902




Cigarettes come out even further ahead of the next two most profitable categories, beer and
soft drinks, when you look at storage costs. Cigarettes are low-bulk items. Because they
take up less space and don’t require refrigeration, you see considerably more direct profit.

Though rebates and merchandising allowances should not be the dominant influence in
managing the cigarette department, merchandising programs are available for displaying
and promoting cigarette brands. Philip Morris’ Retail Masters Program is an example.
Merchandising programs vary from manufacturer to manufacturer, so you’ll want to
discuss details with your local tobacco company rep.

The real key to optimum cigarette profitability is effective management of your department.
There are five basic category management principles:

*  Prominently display the leading brands.
* Manage the overall number of displays and avoid unproductive displays.

*  Keep inventory levels in proportion with sales, and be sure your visible inventory
also reflects this proportion.

+ Use cigarette promotions and advertising to build store traffic.

+ If you have price sensitive shoppers, offer a private label or promote a discount
brand.

£866622902
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TEST YOURSELF: WHAT DOES TOBACCO DO FOR YOUR STORE?

The average C-store sells a number of tobacco related products. About what percentage of
the tobacco category sales dollars do cigarettes account for?

a. 53% c. 85%
b. 94% d. 25%

2. Of the following categories, number in order of in-store sales and profits in C-stores.

a. Milk and Milk products d. Candy & gum
b. Beer e. Food service
c. Tobacco f.  Soft Drinks

3. Ofall the cigarettes sold in the United States, what percentage is sold through convenience
stores?

a. 13% c. 38%
b. 25% d. 50%

4.  Complete the following.
a. On an industry basis, the tobacco category accounts for:
»  What percentage of C-store sales? %
* What percentage of C-store profits? ___ %
b. Inyour store, the tobacco category accounts for:
» What percentage of store sales?____ %
* What percentage of store profits? ___ %

5. 'When comparing cigarette sales trends in supermarkets with convenience stores, what are
the trends for these two trade classes?

¥866622902
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6.  List the five basic Cigarette Category management principles:

L.

2,

5866622907

Maximum Cigarette Profits




II. Product Selection

Product selection is one of the most important decisions of managing the tobacco category.
There are over 400 different brand/packings. Choosing the right brands and packings will
put you on the right track to exploiting the big profits in this category. There are a number
of different things you need to know:

* The six major tobacco companies: Listed here with their national market share
breakdown by A.C. Nielsen:

Philip Morris 48%
R.J. Reynolds 28%
Brown & Williamson 11%
Lorillard 6%
American Tobacco 5%
Liggett & Myers 2%

Of course, local market share figures may vary with some brands and packings—and
that’s where your knowledge and your tobacco rep’s knowledge come into play. You
need fo analyze your market and allocate cigarette brands and packings according to
their popularity and movement in your market area. Your local tobacco representative
can be of valuable assistance in helping you make this analysis. ‘

* The different price tiers: There are three tiers:

+  Premijum brands

+ Discount brands

* Deep discount brands

Premium brands, or full margin brands, will generally produce maximum penny profits.-

Your cost from the distributor will generally be about $3.00 less per carton for discount
brands than for premium brands. Deep discount brands are generally about $5.00 less
per carton. You need to determine the mix of price tiers for your market that will give
you the best return on inventory investment, detailed later in this Reference Guide.

Maximum Cigarette Profits 4]
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Customer demographics: Demographics include age, race, sex, education, income,
and family size. How you allocate your inventory dollars will be influenced by the

popularity of the different brands and price segments among your customers, who can
be grouped demographically.

Here are three market examples of how demographics could predict customer buying
preferences:

In an urban white collar market where the customer profile reflects an average

household of 1-2 persons with above average income and education, Premium cigarette
brands could be preferred.

In a typically urban blue collar market, households of 1-2 people, with average income
under $15,000 and education high school or below, Menthol cigarettes may be favored.

Homeowners in a suburban market with higher income and education levels and
workers in management and professional occupations could prefer Premium brands. In
the same suburban market example blue collar customers as homeowners with

moderate incomes and elementary to high school education may prefer Discount
brands.

866622902
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*  Objectives for customer satisfaction will influence the brand packings you carry.
You want to satisfy all your customer requests, if possible.

Research shows that you can satisfy 90% of customer demand by carrying 200
packings, with the top 20 brand packings representing 40% of your cigarette business.
(In some markets, specifically in c-stores, the top 20 brand packings can account for
over 50% of the store’s cigarette sales.) However, this can vary from market to market,
either up or down; your cigarette sales rep or your candy and tobacco distributor can
help you determine that. The local wholesaler or supplier for your store knows the
local markets and can help you set up the best product mix for your store.

Brand/Packings and
Customer Satisfaction
Percent of
Cigarette Sales
100%
90%
83%
5% 73%
57%
50%
40%
0%
Top 20 Top 50 Top 100 Top 150 Top 200
Packings Packings Packings Packings Packings

Source; A.C. Niglsen, 6 mm, 7/94

*  Requests from regular customers: You’ll probably want to carry their brands.

The key to brand selection is to choose brands that are locally popular and that match up
demographically in your market.

8866622902
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TEST YOURSELF: PRODUCT SELECTION

1. List the 10 top-selling brand/packings in your market area.

L. 6.
2 7.
3 8.
4. : 9.
5 10.

2. What trends do you see in cigarettes in your store and your market?

3. Answer the following.
a. What are the three cigarette pricing tiers?

1.

2.

3.

b. What are the approximate price differences per carton between each price tier?

4.  List the percentage of cigarette sales by manufacturer for your store.

Philip Morris % Lorillard %
R.J. Reynolds % American Tobacco %
Brown & Williamson % Liggett & Myers %

Maximum Cigarette Profits

5866622902

o




HI. Merchandising

Once you’ve determined the brands to carry for your customers, you need to merchandise them
properly. A cigarette department is successful when it (1) takes advantage of new and different

product offerings and (2) follows the five basic category management principles outlined in
Chapter L

(1) New programs, supported by manufacturers’ advertising and promotion, are designed to

| generate interest and excitement and bring customers into your store. (2) The merchandising
principles we talked about are built on proven practices that generate sales and profits. These
five principles are:

|

Principle #1. - Prominently display the leading brands. Place high velocity brands in

| the best locations. Displays that contain high turn brands such as Marlboro should be

| located in the best location relative to the point of sale—the prime checkout position, or

‘ “hot spot,” for your fastest selling products. According to some experts, at least one-

! half of all purchases in convenience stores are impulse items, so placement of your
most profitable products is very important. Just as your inventory is an investment, so
is your prime checkout position, and you want the best possible return from that space.

Principle #2. - Manage the overall number of displays and avoid placing unproductive
cigarette displays. When we say “manage the overall number of displays,” we mean
two things: first, place only as many displays as you need to make your display space
profitable. From industry research done by Bain & Co., the optimum number of
displays for peak profitability is six. This number can vary as counter space differs
from store to store. Second, stock your displays properly—clean, full and organized,
with appropriate header cards. Customers are more likely to notice, be attracted, and
buy on impulse.

Avoid placing cigarette displays that contain slow turn brands. They are unprofitable and
you should consider eliminating them from the display mix. ‘

Another important issue is counter clutter, an unproductive condition for your front end
counter space, that costs you money because it—

— Encourages pilferage.

— Generates inventory excess.

Maximum Cigarette Profits 10
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— Reduces impulse purchases on popular items that are obstructed.
— Requires you to spend more time taking inventory.
— Creates a negative perception about product quality.
*  When you reduce counter clutter:
— Pilferage is likely reduced because of increased visibility.
— Carrying costs are lowered because of reduced low turn inventory.
— Turnover of displayed premium product is increased.
— The end result is improved profitability.

Effective merchandising can be faéilitated by storing and fixturing product properly. For
packs, self-service or non-self-service tobacco company or store-owned fixtures are
available. Fixture size should accommodate at least 10 packs, or one carton, per brand
packing to eliminate loose stock. Contact your tobacco sales rep when you need any of
these fixtures. (And when you’re placing them. think about traffic flow in your store.)
Permanent counter displays also serve as fixtures for holding cigarette stock. Whether you
set up your cigarette packs in the pack racks alphabetically, by company, or by movement,
keep two rules of thumb in mind:

— The fastest selling brands must be the most easily accessible.

— Your organization system must make it easy for sales clerks to find all brand
packings quickly, so customers aren’t kept waiting.

Principle #3. - Keep inventory levels in proportion to sales -- both visible and
nonvisible inventory. Latest C-Store News research shows that full margin product

represents nearly 80% of sales in convenience outlets. Visible inventory should reflect
this ratio.

Principle #4. - Use cigarette promotions and advertising to build store traffic. National
programs like Marlboro’s Adventure Team and Country Store offered big retail promotions
that created retail excitement and grew store sales and profits.

Maximum Cigarette Profits 11
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Principle #5. « If you have price sensitive shoppers, offer a private label or promote a
Discount brand. Premium brands yield the highest profit margins, but some of your
shoppers may look to stretch their dollars by buying Discount and Deep Discount brands.
Implement this strategy only if your market conditions can truly support such action. Be
mindful of some real business consequences of offering these brands to your shoppers:

- Decling in Premium brand sales -- Loyal Premium brand smokers switching to a less
expensive brand may result in less cash revenue for your operation and possibly
fewer Gross Margin Dollars to take to the bank. Is price promoting using a private
label or Discount brand worth this risk?

- Increas¢ in value shoppers in your store — Attracting too many "value shoppers” to

your store could result in problems you never imagined. Many of these bargain
hunters lack the spending power of premium shoppers and most only look for the
best deals. This situation may lead to an increase in your operating expenses (labor,
shrink, inventory holding costs, etc.) without generating sufficient Gross Margin
Dollars from sales to offset the added cost. Is price promoting using a private label
or your Discount brands worth the potential added cost?

- Decline in Premium shopper base-- Your Premium shoppers may begin to feel
overwhelmed with your new store direction towards value shoppers and may take
their business elsewhere. Remember your client base shops at your store mostly for
convenience. Is price promoting using your Discount brands worth potentially
losing some of your most loyal shoppers?

Maximum Cigarette Profits 12
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TEST YOURSELF: MERCHANDISING

One key merchandising principle is to display the leading brands prominently. You want to
place high velocity brands in the best locations.

—
.

List and count by brand family the number of premium packs that are on display in your
store.

Premium Brand # Packs Premium Brands # Packs

List and count by brand family the number of discount packs that are on display in your
store.

Discount Brand # Packs Discount Brands # Packs
||
N
<
&
D
™~
‘0 .
O
0
32
o3
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Category Principle #2 : manage the overall number of displays and avoid unproductive

displays.

Draw a plan - o - gram of your selling area that depicts the location and number of packs on
each display for all cigarette displays by company. Note location of your cash register in

your store plan - o - gram.

Selling Area

Another principle: Visible inventory should be proportionate to sales.

3. Turn back to page #9 of this guide. Review the list of your top ten selling brands from

question #1.

* Areyour display inventories in balance with sales? Why or why not?

*  What would you suggest?

V666622902
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Principle #4: Use promotions and advertising to build store traffic.

List promotional product you are now offering to your customers by cigarette brand family.
Ask yourself:

* Are these promotions significantly building store traffic?

* How many days, on average, will each promotion last on my counter or selling area
before it sells out entirely?

* How do these pfomotions impact my sales and profits?

* What changes would you suggest?

Last Principle: If you have price sensitive shoppers, offer a private label or promote a
Discount brand.

What percentage of your total store's cigarette sales dollars is represented by premium
brands?

What percentage of your total store's beverage sales dollars is represented by premium
brands?

What percentage of your total store's sales dollars is represented by value shoppers?
Ask yourself:

* Is price promoting using a private label or Discount brand appropriate with my customer
base?

* What changes would you suggest?

Maximum Cigarette Profits 15
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