
         

 

Economic Modernization through Efficient Reforms and Governance Enhancement (EMERGE) 
Unit 2003, 139 Corporate Center, 139 Valero St., Salcedo Village, Makati City 1227, Philippines 

Tel. No. (632) 752 0881 Fax No. (632) 752 2225 

 
Technical Report 

 
Assessing Options to Implement Proof of 
Payment Provision in the Tax Code for Excise 
Taxes 
 
by Dennis Beng Hui, Dennis Cruz, Bryan Gobaco, Richard Li, Jose Edgar Mutuc,   
Eisen Cerujano, Zara Dorin, and Rachelle Red 

          
Prepared for 

        
Commissioner Jose Mario C. Buñag 
Bureau of Internal Revenue 
Department of Finance  

       Republic of the Philippines 
 
       Submitted for review to 
 
       USAID/Philippines OEDG 
 
                        

February 26, 2007 

 
 
 



 
Preface 

 
This report is the result of technical assistance provided by the Economic 
Modernization through Efficient Reforms and Governance Enhancement 
(EMERGE) Activity, under contract with the CARANA Corporation, Nathan 
Associates Inc. and The Peoples Group (TRG) to the United States Agency for 
International Development, Manila, Philippines (USAID/Philippines) (Contract 
No. AFP-I-00-00-03-00020 Delivery Order 800).  The EMERGE Activity is 
intended to contribute towards the Government of the Republic of the Philippines 
(GRP) Medium Term Philippine Development Plan (MTPDP) and 
USAID/Philippines’ Strategic Objective 2, “Investment Climate Less Constrained 
by Corruption and Poor Governance.”  The purpose of the activity is to provide 
technical assistance to support economic policy reforms that will cause 
sustainable economic growth and enhance the competitiveness of the Philippine 
economy by augmenting the efforts of Philippine pro-reform partners and 
stakeholders.   
 
Commissioner Jose Mario C. Buñag, Bureau of Internal Revenue (BIR), by letter 
dated April 17, 2006, requested EMERGE to assist the BIR conduct a 
comprehensive and in-depth study on the most effective control system for the 
removal of cigarettes from the place of production/customs custody to enable the 
Bureau to ascertain the most cost-effective system to collect the proper amount of 
excise tax on cigars and cigarettes and ensure a level playing field for all industry 
players, as well as determine the necessary institutional, procedural, manpower, 
logistical and reportorial requirements to effectively implement the chosen control 
and monitoring system.  The 1997 Tax Reform Act mandated that internal 
revenue stamps, whether of bar code or fusion design, be affixed on each pack of 
cigars and cigarettes subject to excise tax, but the implementation of this 
provision of the law was deferred until the most cost-effective system could be 
identified.  Meanwhile, current procedures, which deploy Revenue Officers on 
Premises (ROOPs) of local manufacturers to ensure the correct amount of excise 
taxes are paid, are regarded has highly vulnerable to revenue leakages. 
 
Upon USAID approval, EMERGE contracted a team of experts, led by Mr. 
Dennis Beng Hui and composed of Dennis Cruz, Bryan Gobaco, Richard Li, Jose 
Edgar Mutuc, Eisen Cerujano, Zara Dorin, and Rachelle Red, to undertake this 
task, the results of which are reported here.  
 
The views expressed and opinions contained in this publication are those of the 
authors and are not necessarily those of USAID, the GRP, EMERGE or the 
latter’s parent organizations. 
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Executive Summary 
 

The first progress report on “Assessing Options to Implement Proof of Payment 
Provision in the Tax Code for Excise Taxes” covers two major deliverables. These are: 

• A Profile of the Philippine Cigarette Industry 

• An Estimate of Potential Excise Tax Revenues, Actual Tax Collections, and 
Leakage in the Philippine Cigarette Industry 

The first part of this report covers the profile of the Philippine Cigarette Industry which 
contains a competitiveness assessment using Porter’s 5 Forces method. The observations 
found in the Cigarette Industry were as follows: 

• The industry is expected to continue to have a slow and steady growth in spite 
the fact that there are external forces limiting its growth potential. These limiting 
factors are in the form of continuous tax reforms by the government and the 
expanding influence on regulating smoking activities in Public. The growth of 
the industry is slower than the growth of the GDP of the Philippines. 

• The industry is perceived to be stable and it is highly unlikely that either 
new competitors or new substitute products can enter the market that can 
actually threaten the existing market shares of the players currently in the 
Philippine Market. 

• Industry rivalry is relatively tame and may exist on some brand categories. 
Generally, these brands have their respective loyal consumers, especially those 
brands classified from mid-priced to premium. There is more rivalry at the low 
price range simply because the main attraction of these brands is their 
affordability to the mass smoking market. 

The second part of this report covers the estimate of potential excise tax revenues, actual 
tax collections, and leakagea in the Philippine Cigarette Industry. The major activities discussed 
are as follows: 

• A re-definition of the term “Leakage” which was formalized as simply the 
deviation between the Target Collection versus the Potential Collection or the 
deviation between the Potential Collection versus the Actual Collection. 

• The deviation between the Target and Potential, and Potential and Actual was 
due to multiple sources. These sources were changes in business conditions and 
policies, unexpected macroeconomic effects, forecasting errors, microeconomic 
adjustments, tax structure, tax avoidance, and tax evasion. 



Six methods were identified for estimating the potential excise collections based 
on available secondary information. The purpose of these methods is to provide 
a range of possible potential excise tax collections considering that there are 
inherent assumptions in using all forms of available data. The gaps were 
computed by getting the difference between the actual collections less the 
potential collection. A negative gap indicates that the potential is greater than the 
actual collection. It must be clearly understood that the deviations are not 
automatically assumed to be actual collection losses. These deviations are 
estimates and subject to the accuracy of the information and inherent 
assumptions on how data was collected and reported by the sources cited in this 
study. 
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als) indicate that actual collections exceed that of the 
estimated potential. This can only be conclusive if it has been observed that 
there really was most likely an over collection than potential which happened in 

 to a 

• Since the difference observed consists of both tax avoidance and tax evasion, the 
sion which was equated to tax leakage is 

substantially small relative to the total existence of the deviations. 

It has been observed that there was not much of a difference between the 
potential and actual collections. The difference ranges (indicated 
in parenthesis) from 300 million to around 9 billion pesos. These values are 
below the usual reported estimates of tax leakage considering that these 
deviations cannot be classified as all due to tax leakage. Positive differences 
(referring to black numer

2004. The rationale for 2004 actual collection greater than potential is due
substantial frontloading done by the cigarette companies. 

potential contribution of tax eva

• The most promising policy change is when price protection is no longer used 
which would result in a significant jump of at least 20 billion pesos for 2005 using 
the new excise tax rates. 
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PART 1: A Profile of the Philippine Cigarette Industry 
 

I.  Background of the Study 

Excise Tax Collections as a Percentage of GDP
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measurement. It applies to alcohol and alcohol products, tobacco and tobacco products, and 
petroleum products. Ad valorem tax is another type of an excise tax imposed on certain goods 
based on selling price or other specified value of the goods. It applies to mineral products, 
automobiles and other non-essential goods. 

According to an International Monetary Fund (IMF) report entitled “Increasing Public 
Sector Revenue in the Philippines”, the total contribution excise tax as a percentage of Gross 
Domestic Product (GDP) has declined from 2.6% GDP in 1997 down to 1.3% GDP in 2003. 
Of the total excise tax collection, the contribution of tobacco (including cigarettes) excise tax 
has risen from 23% to almost 40% (based on the ratio of percent GDP) of the total excise tax 
collections from 1997 up to 2003. This is largely attributed to the decline of excise tax 
collections in alcohol, fuel, and auto. Figure 1 shows the declining trend of various excise tax 
collections as a percentage of GDP 

 

                          

 

Source: International Monetary Fund Working Paper, 2005 

Figure 1. Total Excise Tax Collections and its components (as a % of GDP)  

As of September of 2006, the excise tax collection from cigarettes was estimated to be 
around 45% of at cigarette excise 
tax collection is given a 

The Bureau of Internal Revenue (BIR) of the Philippines is responsible for generating 
revenues for the government through the collection of taxes. One of the major sources of these 
revenues is the excise tax. According to the National Internal Revenue Code under Chapter 4, 
section 129, an excise tax is a tax applicable to certain specified goods or articles 
manufactured or produced in the Philippines for domestic sale or consumption or for any other 
disposition, and to things imported into the Philippines. Specific tax is an excise tax imposed 
on certain goods based on weight or volume capacity or any other physical unit of 

 

 

 

 

 the total excise tax collections. This has led to the premise th
higher share of the targeted excise tax collection. 
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Excise tax is more popularly associated to “Sin Taxes” which is covered under Republic 
Act 9

cally tight times and 
at the

 change in actual 
excise

2003 19,695,137,219.46 (188,366,039.14)    
2004 23,076,191,898.22 3,381,054,678.76  
2005 23,911,258,250.00 835,066,351.78     

*2006 20,886,808,075.00 (3,024,450,175.00) 

334 (RA 9334). The sin products typically referred to, but not limited to, are Alcohol and 
Tobacco products. In the Philippines, alcohol and tobacco are more commonly known as beer 
and cigarettes, respectively.  The purpose of sin taxes in general is to impose unusually high 
excise tax rates to these sin products as a way to generate revenues in fis

 same time discourage consumption of these “objectionable products”.  

RA 9334 was enacted in December 2004 and is expected to generate Php 15B worth of 
additional revenues for the government by end of 2005 through these sin products. Based on 
actual cigarette excise tax collections from 2004 to 2005, the amount of increase in the 
cigarette excise tax collection was only Php 835 million, considering that tobacco/cigarette has 
almost 40% share of the total excise tax collection. Table 1 below shows the

 tax collections for cigarettes from 2000 to 2006* (Note that 2006 only covers up to 
October). 

Table 1. Actual Cigarette Excise Tax Collections 

Year
Collections 

(php) Change (php)
2000 17,413,635,529.30 -
2001 19,423,570,329.70 2,009,934,800.40  
2002 19,883,503,258.60 459,932,928.90     

 

Source: Bureau of Internal Revenue (Large Taxpayer Services) 

Before the enactment of RA 9334, BIR Revenue Regulation 22-2003 imposed an 
increase in excise tax only on new cigarette brands based on their current retail price while 
maintaining the excise tax rates of old cigarette brands even though these may have higher 
retail p venue Regulation 12-
2004. Eventually, the Bureau of Internal Reve
order

ette excise tax collections were below the target 
set by

rices than the new brands. This has been revised through BIR Re
nue issued Revenue Regulation No. 3-2006 in 

 to implement RA 9334. These series of regulations have tried to put in place a tax 
classification system for cigarettes from Ad valorem to a specific tax based on whether a brand 
is High Priced, Medium Priced, or Low-Priced. However, the implementation of the new tax 
rates is dependent on the whether the brand    

Due to these many legal changes in the implementation of excise tax, the Government 
has been relying on excise tax collection, especially with the tobacco/cigarette industry to be 
able to generate the needed revenue to finance its expenditures. Historically, the target 
allocated to cigarette excise tax collections by the BIR been met half of the time from 2000 up 
to 2006. Figure 2 shows the years when cigar

 the Bureau of Internal Revenue (BIR).  
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 Actual Cigarette Excise Tax Collection versus Goal
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    Source: Bureau of Internal Revenue 

Figure 2. Comparison of Actual and Target Cigarette Excise Tax                  

In spite of the many legal changes in the excise tax im
excise tax collection for cigarette was not

plementation, the increased in the 
 able to live up to its expectation. This has led to the 

commo

 for cigarettes due to heavy government regulation. These 
explanations have attempted to rationalize the achievability of the cigarette excise tax goals 
but hav ehavior of the cigarette industry 
throughout the years.  

Objectives ent 
arette 

industry fforts 
of enha
tax from g

 as follows: 

 tax revenue that could be collected from the industry. 

3.  collections and potential tax revenues and provide an estimate 
e.  

Methodology for the In
The  industry appraisal follows that of Porter’s 5 forces model. 

Michael Po  internal and external forces that affect the balance of 

n notion that cigarette excise tax collections should have helped achieved the overall 
excise tax collections, but unable to, due possible tax leakages ranging from tax evasion by 
cigarette companies, collusion of some BIR personnel with the cigarette industry,  and an 
industry slowdown of demand

e really provided a clear understanding of the b

 of the Industry Assessm
The main purpose of this report is to provide an overall assessment of the cig
 in the Philippines that would help the Bureau of Internal Revenue support their e
ncing the capacity of BIR to properly assess and collect the correct amount of excise 
 ci arette companies.  

The specific objectives of the study are

1. Provide a profile of the Philippine Cigarette Industry and the forces that influence 
its behavioral dynamics  

2. Estimate the potential

Compare actual tax
of the potential excise tax leakag

dustry Assessment 
 methodology for the
rter’s model assesses both
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power in the industry and the profitability of the industry as a whole. The 5 Forces model 
contains the following elements: 

r  

e customers or buyers have on the industry. 

 

 that can serve as a substitute to 

e substitute product – a 
situation which results to a less attractive industry. 

Industry Rivalry refers to the degree of rivalry that exists in the industry. Rivalry is 
influenced by the number of players, industry growth, high fixed costs, switching cost, storage 
costs, product differences, brand identity, and corporate stakes. Intense rivalry leads to more 
dynamics and aggressive strategies from the different players of the industry, which can 
indicate the industry’s level of attractiveness and profitability. 

Figure 3 shows Michael Porter’s framework for Industry Analysis with the 5 forces and how 
the other forces affect the level of rivalry within the industry. 

 Buyer Power  

 Supplier Powe

 Barriers to Entry 

 Threat of Substitutes  

 Industry Rivalry  

Buyer power refers to the degree of impact that th
Buyer factors that can influence the industry are buyer volume, buyer information, price 
sensitivity, and buyer incentives. A strong buyer power can dictate the growth and 
development of an industry.  

Supplier power refers to the influence of suppliers of material and other components to the
industry that manufacture the product. Supplier factors that can influence the industry are in 
the form of concentration of suppliers, importance of volume, types of inputs and their cost, 
switching cost and presence of substitutes, and forward integration. Influential suppliers can 
end up dictating the price of raw materials and capturing the industry’s profits which can make 
the industry less attractive for investors. 

Barriers to Entry refers to the possibility of new firms entering the market. Factors referring 
to barriers are capital investment, learning curve, economies of scale, government policies, 
intellectual property, switching costs, and access to inputs. These barriers reduce the rate of 
entry of new firms leading to higher levels of profit for those who are already in the industry.  

Threat of Substitutes refers to products from other industries
the industry’s product. Factors driving these threats are buyer switching, trade-off of 
substitutes, and switching cost. These threats of substitutes becomes a factor when a product’s 
demand is sensitive to price changes relative to the affordability of th
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Figure 3. Framework for Industry Analysis with the 5 forces 

 

II.  The Cigarette and its major Components  
 

A cigarette is a product manufactured out of cured and finely cut tobacco leaves, 
which are rolled or stuffed into a paper-wrapped cylinder (generally less than 120 mm in 
length and 10 mm in diameter). The four basic components of a cigarette consist of the 
tobacco rod, the cigarette paper around the tobacco rod, the filtration zone, and the filter and 
tipping around the filtration zone.  These four components can be seen in Figure 4. 

 

 
Source: http://www.bat.com

Figure 4. Major Components of a Cigarette 
 

The most valuable material in cigarette is the tobacco rod. The rod includes tobacco 
lamina (the flat part of the tobacco leaf), tobacco stem (midribs of the leaf), and expanded 
lamina. Cigarette tobacco rod is blended from two main leaf varieties: yellowish ‘bright’, also 
known as Virginia where it was originally grown, contains 2.5-3% nicotine; and ‘burley’ 
tobacco which has higher nicotine content (3.5-4%).  US blends also contain up to 10% of 
imported ‘oriental’ tobacco, which is aromatic, but relatively low (less than 2%) in nicotine.   
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In addition to the leaf blend, cigarettes also contain ‘fillers’ which are made from the 
stems and other bits of tobacco, which would otherwise be waste products.  These are mixed 
with water and various flavourings and additives.  Additives are used to make tobacco 
products more acceptable to the consumer. They include humectants (moisturizers) to prolong 
shelf life; sugars to make the smoke seem milder and easier to inhale; and flavourings such as 
chocolate and vanilla.  While some of these may appear to be quite harmless in their natural 
form they may be toxic in combination with other substances.   

The cigarette paper includes both paper and adhesive.  The type of paper used in the 
cigarette can also modify the nicotine and tar delivery. Using more porous paper will let more 
air into the cigarette, diluting the smoke and (in theory) reducing the amount of tar and 
nicotine reaching the smoker’s lungs.  The filter is made mainly from cellulose acetate fibres, 
known as tow.  Cellulose acetate is derived from wood pulp.  The fibres are bonded together 
with a hardening agent, triacetin plasticizer, which helps the filter to keep its shape.   

The filter is wrapped in paper and sealed with a line of adhesive.  Sometimes charcoal 
is added to filters.  Filters trap some of the tar and smoke particles from the inhaled smoke.  
Filters also cool the smoke slightly, making it easier to inhale. They were added to cigarettes 
in the 1950s, in response to the first reports that smoking was hazardous to health. Tobacco 
companies claimed that their filtered brands had lower tar than others and encouraged 
consumers to believe that they were safer.  These design adjustments achieve different 
strengths and tastes, and can reduce smoke yields of various smoke components. 

Benefits of Cigarette Smoking 
Cigarette smoking can begin from boredom and peer pressure.  Nicotine is one of the 

most addictive drugs in the world today. Research shows that nicotine is more addictive than 
heroine or cocaine. When one smokes, nicotine goes to the brain very quickly and initially 
gives a feeling of alertness and increased performance on some tasks. Eventually, the smoker 
will need more and more cigarettes to feel the same effects. Soon, cigarettes become a crutch 
that smokers use to deal with stress and anxiety. The more a person uses smoking to deal with 
such conditions, the less other ways of coping are used.  

Cigarettes are seen as a replacement to other potential harmful behaviours of coping 
with stress. Such examples would be drugs, gambling, and other vices. Often cigarette 
smoking would lead to an increase in smoking and dependency on cigarettes. A smoker get a 
great deal of pleasure from smoking; enjoying the taste, smell and feel; turning smoking into a 
very personal and relaxing occasion. 
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III.  Major Players in the Philippine Cigarette Industry 
 

The Philippine cigarette industry has five major players namely Fortune Tobacco 
Corporation, La Suerte Cigar and Cigarette Factory, Mighty Corporation, Philip Morris 
Manufacturing Inc., and Associated Anglo-American Tobacco Corporation. 

Fortune Tobacco Corporation 
Fortune Tobacco Corp., the country's largest cigarette firm, was founded in 1966 by 

Mr. Lucio Tan, a Chinese immigrant who once worked in a tobacco factory. Since there were 
few players in the cigarette industry, Fortune Tobacco grew at an accelerated pace. One of its 
best-selling brands, Hope, was actually introduced nearly three decades ago. In addition to its 
own brands that mostly cover mid priced and economy cigarettes, the company also currently 
manufactures several brands under license from JT International.  

The leader with the Bureau of Internal Revenue's estimate of over 50% value share as 
of 2003, the company has repeatedly been hyped up in the past with media accusations of tax 
evasion. The company has allegedly been given special favours by more than one Philippine 
president. However, these rumours seem to have faded away, and Fortune Tobacco is still 
going strong, set to launch a new cigarette brand, More Classic, in early 2004, to add to its 
already wide product portfolio. 

Fortune Tobacco has not had to establish offices all over the country; it simply gets its 
products sold through local distributors in different regions nationwide. A local distributor of 
Fortune Tobacco products in the Visayas region points out that the most popular brands from 
Fortune during the year span of 1999 to 2004 were Champion and Hope. Champion leads in 
economy, while Hope, with its positioning as the "luxury" cigarette, tops mid priced. Hope 
Menthol is also pinpointed in a worldwide survey as the leading menthol brand in the 
Philippines. 

Fortune Tobacco's hold over the people may also be attributed to the adverts it has 
aired over the years, at least before the Tobacco Regulation Act. The jingles for “More” on 
local channels and the association of “Hope” with "luxury cigarette" hold a firm place in terms 
of Filipino cigarette brand-name recall. Other than TV adverts, though, Fortune Tobacco 
mainly supplies small point-of-sale billboards, hung outside sari-sari stores all over the 
country. 

La Suerte Cigar and Cigarette Factory 
La Suerte Cigar & Cigarette Factory used to be the local manufacturer of Philip 

Morris Co Inc brands from 1955 until 2002. The licensing agreement was terminated 
following Philip Morris Co Inc’s decision to take control of operations in the Philippines. The 
Chinese-Filipino owners of La Suerte sought a bigger stake in the multi-million dollar project 
that Philip Morris was planning, but the international company refused its request. Armed 
with the experience and technology from nearly half a century of producing Philip Morris 
cigarettes, La Suerte, with its own local brands, has been able to develop its products with a 
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premium taste catering to the preferences of Filipino smokers. Sources claim that La Suerte 
started aggressively marketing its own brands as soon as it became aware of the pending 
separation from Philip Morris, way back in 1999. In fact, official figures from the Bureau of 
Internal Revenue (BIR) show La Suerte brands Memphis and Astro introduced in 1999 and 
targeted at the lower income groups, had sales growing by a yearly compounded growth rate 
of 275% as of 2002. 

Moreover, the company, the brands of which are exclusively distributed nationwide by 
Bonheur Marketing Corporation, was able to utilize the distribution networks from marketing 
Philip Morris brands, making sure its products made their way to sari-sari stores in nearly 
every province across the country. The company does not spend much on mass media 
advertising and it has always had strict rules about selling to minors; therefore the Philippine 
president's signing of the Tobacco Regulation Act in June 2003 has not affected it much. La 
Suerte products are marketed more through on-site trade and consumer promotions, which 
mean that it will simply have to abide by the new restrictions on promotions without 
sacrificing much advertising and promotions-drawn sales. 

Unfortunately, the strong foothold that La Suerte has managed to keep despite the 
expected heated competition from the Philippine manufacturing unit of Philip Morris is 
threatened by the BIR's Revenue 22-2003, imposing higher excise taxes on brands introduced 
after 1996. La Suerte brands Memphis and Astro were among those cited that should be 
paying a higher excise tax than currently and a company source has commented on how this 
will greatly reduce the company's value share in 2004. The higher excise tax inevitably caused 
the prices of La Suerte brands to shoot up, destroying its strategy of being the most affordable, 
and turning away its highly price-sensitive consumer base. 

Mighty Corporation 
Mighty Corporation (MC) is a fully integrated tobacco company located at Malolos, 

Bulacan, Philippines. The factory lies in a 9-Hectare Property 50 kilometers north of Manila. 
The principal activities of Mighty Corporation include tobacco processing and cigarette 
manufacturing.  There are 3 operating plants in the Bulacan factory: the Tobacco Processing 
Operations and 2 Cigarette Manufacturing Facilities. The Tobacco Processing Operations 
include fermentation of tobaccos for the cigar blended cigarillos. 

Mighty Corporation also has a complete Threshing and Redrying Plant, which supply 
the necessary requirements for the cigarette manufacturing operations of the company. The 2 
Cigarette Manufacturing facilities answer for the 2 major product lines of MC. The company 
boasts of a complete cigarette product line, the Cigar Blended Cigarillos and the American 
Blended Cigarettes. The Cigar Blended Cigarillos are a blend of dark air cured tobaccos. Its 
distinctive aroma and flavor has made the products of Mighty Corporation as a by word in the 
Philippine cigarette market. Mighty Corporation produces the well-known products of La 
Campana Fabrica De Tabacos and Alhambra Industries. The 2 products of these two 
companies have a combined history of over a century, dating back to the Spanish Colonial 
History in the Philippines. These cigarillos are known as Cortos and Regaliz Largos. The 
flavors of these cigarettes are a combined distinct cigar aroma and the smoothness of fully 
aged and fermented tobaccos. It is wrapped in a specialized cigarette paper, which gives a 
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sweet taste and flavor to the cigarette. Mighty Corporation is currently the market leader in the 
cigarillos market in the Philippines.  

To complete the product line of Mighty Corporation, the other is the American 
Blended Cigarettes. The American Blended Cigarettes are composed of Fully Aged Flue 
Cured Virginia and Burley Tobaccos. It has a smooth taste and a satisfying tobacco flavor. 
This product line has gained a substantial increase in the current product mix of Mighty 
Corporation, produced in Non-Menthol and Menthol variants. Mighty Corporation has 
continuously improved in this product category in the recent years to answer for the growing 
demand on this type of cigarettes. 

Philip Morris Manufacturing Inc. 
The US$300 million state-of-the-art manufacturing plant of Philip Morris (Phils) 

Manufacturing Inc in Tanauan, Batangas City, was formally inaugurated in May 2003, after 
nearly half a century of coursing its production through a local producer. From 1955 to 2002, 
Philip Morris maintained a licensing agreement with La Suerte Cigar & Cigarette Factory, 
with the Filipino-Chinese-owned cigarette manufacturing firm producing Philip Morris's 
Marlboro and Philip Morris brands for the Philippines. The new plant spans a total of 25 
hectares, rolling out an annual 40 billion sticks of cigarettes, and fully equipped with the latest 
in environmental protection technology, quality control measures, and work safety measures. 
Sources indicate that the Philippine plant will be used as the hub for Philip Morris's Asia-
Pacific operations. 

Despite Philip Morris's being in second place behind local leader Fortune Tobacco for 
the past few decades, the discontinuing of its contract with La Suerte Cigar & Cigarette 
Factory proved to be a big blow to its performance. Official figures from the BIR show that 
from 19 million sticks sales in 1999, by the end of 2002, brands Philip Morris and Marlboro 
dropped in total annual sales to less than 18 million sticks. The huge decline may be attributed 
to La Suerte's hastening to market its own local brands as soon as it learned of Philip Morris's 
plans to take charge of Philippine operations: the five decades of producing Philip Morris and 
Marlboro cigarettes had trained the local partner well in terms of hitting the Filipinos' taste, 
and by targeting the lower end of the scale by selling its brands at the lowest prices, it 
apparently cut a huge chunk out of Philip Morris's share. 

Unhampered and perhaps spurred on by the unexpected setback, in July 2003 Philip 
Morris announced the launch of the L&M brand to challenge Fortune Tobacco and to compete 
in mid priced cigarettes. Moreover, in December 2003, Philip Morris acquired four cigarette 
trademarks from Sterling Tobacco Corp, owned by Sampoerna of Indonesia, namely Bowling 
Gold, Stork, Miller, Bowling Green, this time to compete for sales among lower-income 
consumers. The acquisition of these brands completed Philip Morris's line up, giving it 
presence in economy, mid-priced, and premium cigarettes. 

Associated Anglo-American Tobacco Corporation 
There is no publicly available information regarding the profile and operations of 

Associated Anglo-American Tobacco Corporation. Even the Securities and Exchange 
Commission (SEC) does not have financial statements from 1998 up to 2003. The only 
information that SEC have regarding Associated Anglo-American is its 2004 annual report. 
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According to the SEC, the company belongs to the top 5000 corporation having a ranking of 
3049. 

IV.  Cigarette Brands in the Philippines 
 

According to a paper by Alehcnowizc and Chapman published in the Tobacco Control 
(2004), the Philippines is considered to have the strongest tobacco lobby in Asia. There are 
numerous ranging from a highly influenced western culture, high prevalence of smoking 
among the Filipino youth for both men and women (aged 18 years old and less), and cigarette 
prices are among the lowest in Asia. Table 2 shows different cigarette brands locally 
manufactured by five (5) leading companies.   

 

Table 2. Summary of Number of Active Brands by Company (as of Feb. 2003) 

Company No. of Active Brands No. of Inactive Brands
33 18

La Suerte Cigar and Cigarette Factory 7 16
Mighty C

Fortune Tobacco

orporation 30 8
Philip Morris Manufacturing Incorporated 12 0
Associated Anglo-American Tobacco 31 47  

umber of active and inactive brands as identified in the Revenue Memorandum 
Order 0

a 
fourth category (h e brands, but no 
brand has been classified under th
on cigarette stick volume for each category. It evident that the mid-price market which 
captured the highest share has slowly shifted to either the high price or the low priced brand. 

 Table 3. Percentage Breakdown of Brands by Price  

Source: BIR RMO 06-03 

The n
6-03 of the Bureau of Internal Revenue shows the dynamism in the Filipino cigarette 

market, where the major companies actively introduce new brands to capture the market’s 
taste and preference.  The detailed breakdown of specific brands by company is shown in 
Appendix 1. 

These brands are classified by the BIR according to three price categories namely, the 
low (less than Php 5/pack without tax), mid-price (between Php 5 to Php 6.50/pack without 
tax), and premium priced brands (between Php 6.50 to Php 10/pack without tax). There is 

igher that Php 10/pack without tax) covering very high pric
is category.  Table 3 shows the percentage of brands based 

% retail volume 2001 2002 2003 2004 2005 2006
Premium (pack in 20s) 35.1% 35.1% 33.0% 33

22.8% 22.8% 22.7%
.6% 36.0% 35.6%

Mid-priced (pack in 20s) 21.3% 20.0% 15.9%
Low (pack in 20s) 41.6% 41.6% 43.7% 44.0% 43.2% 47.8%
Low (pack in 30s) 0.5% 0.5% 0.6% 1.0% 0.8% 0.7%
Total 100 100 100 100 100 100  

ls) Source: Bureau of Internal Revenue (based on actual remova
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In the long run, however, more cigarette companies are shifting to producing low pric
including those brands that are packed by 3

e 
brands 0s. The following are the possible reasons 
on why more production is focused on the low price items:  

a. rice sensitive are unable to afford the cigarette prices with Cigarette consumers are p
the added excise tax. 

b. Manufacturers are able to earn a higher margin with the low priced brands, therefore 
more financially attractive to manufacture. 

c. Mid-priced brand cannot distinguish itself in the market against Premium priced and 
low priced brand making it less in terms of customer value for money spent due to the 
added excise tax. 

Cigarette Company Shares 
The m able 4 where 

Reemtsma Cigarenttenfabriken GmbH, British American T lassified as an 
importer of ciga  4 shows that Fortun cc  le ocal 
c  and British A n Tobacc lippines)  the 
l

Shar ed on Re lume 

% Retail Volume 

arket share per company for the year 2001-2003 is shown in T
obacco, and JTI are c
o Corp n is therettes.  Table e Toba

m
oratio
o i

ading l
L sigarette manufacturing company erica  (Ph td. i

eading importer of cigarettes. 

Table 4. Company Market es bas tail Vo

Company 2001 2002 2003 
Fortune Tobacco Corporation 37.0 36.5 35.8 
Philip Morris (Phils) Manufacturing Inc - - 26.8 
British American Tobacco (Philippines) 16.4 16.8 16.4 Ltd 
La Suerte Cigar and Cigarette Factory 35.8 35.3 9.0* 
Reemtsma Cigarettenfabriken GmbH 6.3 6.0 5.8 
JTI Co (Philippines) LTD 0.4 0.4 0.4 
Others 4.2 5.0 5.9 
TOTAL 100.0 100.0 100.0 

Source: Euromonitor International Estimates 

The substantial drop in the market by La Suerte Cigar is a result of Philip Morris 
terminating its contract agreement with La Suerte and opening its manufacturing and 
distribu

e market resulting to a significant import 
duty from the Bureau of Customs. 

tion for Malboro and Philip cigarette brands, which used to be under La Suerte. It 
should also be noted that the total shares held by companies who import their cigarette amount 
to at least 20% of the cigarette market. This constitutes a significant presence by imported 
brands which are being distributed in the Philippin

Another key item in Table 4 is the “Others” category which would most likely include 
Mighty Corporation and Associated Anglo-American Tobacco which considered minor 
players in the Cigarette industry, but caters to the low priced market. The low priced market 
has been shown to have a slow and steady growth. 
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Cigarette Brand Shares 
Table 5 shows the leading brand of cigarettes in the market for the year 2001-2003 are 

Malboro, Winston, and C ium priced 
brand which a  thus given a 
special rate which are lower compa  stated in the exist ve em um 
Order  BIR. Thus these b the classification em ra  a 
mi se ta

Tab based on Ret lum

2001 2002 2003 

amel.  All of these major brands are considered as prem
re actually protected and classified as “Old Variants” and are

red to those
rands enjoy 

ing Re
of a pr

nue M
ium b

orand
nd withgiven by

d-price exci x rate.   

le 5. Cigarette Brand Shares ail Vo e 

Brand Company 

Marlboro Philip Morris (Phils) Manufacturing Inc - - 25.9 
Winston Fortune Tobacco Corporation 20.7 20.4 20.0 
Camel Fortune Tobacco Corporation 11.9 11.7 11.4 

Lucky Strike  ) British American Tobacco (Philippines
Ltd 7.8 8.4 8.2 

Capri British American Tobacco (Philippines) 
Ltd 8.6 8.4 8.1 

West Reemtsma Cigarettenfabriken GmbH 6.3 6.0 5.8 
Astro La Suerte Cigar and Cigarette Factory 4.4 6.9 5.8 
Memphis actory La Suerte Cigar and Cigarette F 3.0 3.5 3.2 
Hope Fortune Tobacco Corporation 2.2 2.3 2.3 
Champion Fortune Tobacco Corporation 1.4 1.4 1.4 
Philip 
Morris Philip Morris (Phils) Manufacturing Inc - - 0.9 

Fortune
Internat

 
ional 0.5 Fortune Tobacco Corporation 0.6 0.5 

Mild Seven TI Co (Philippines) LTD J 0.4 0.4 0.4 
Salem ortune Tobacco Corporation  F 0.2 0.2 0.2 
Marlboro La Suerte Cigar and Cigarette Factory 27.4 24.0 - 
Philip 
Morris La Suerte Cigar and Cigarette Factory 1.0 0.9 - 

Other  4.2 5.0 5.9 
TOTAL  100.0 100.0 100.0 

Source: Euromonitor International Estimates 

 Cigarette Production, Consumption, Exports and Imports 
Data from the United States Department of Agriculture showed that Philippine 

Cigarette production shows a growth pattern from 1960 up to 2004, but seems to be slowing 
down in the later years. This pattern can be seen in Figure 5. This seems to reinforce the fact 
that the industry growth is slowing down due to two major factors. These are the negative 
public im

f cigarette production, exports and imports in the Philippines.  Consumption data is almost 

age of smoking and drive to lessen smoking in public places by the Government and 
the increase in excise tax being imposed on cigarettes. Appendix 2 shows the detailed values 
o
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impossible to compile accurately. However, using production, exports and imports, 
consumption data can be estimated by using the following relationship: 

Cigarette Production + Cigarette Imports – Cigarette Exports = Cigarette Consumption 
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Figure 5. Historical Data on Annual Production, Exports and Imports 

Cigarette companies have complained regarding the numerous changes in government 
regulations involving the implementation of cigarette excise tax. There have been two major 
directions in government regulations that impacted the cigarette industry. Th

ing the excise tax for cigarettes and regulations involving limiting the act of 
smoking in public places. 

Regulations involving the changes in excise tax for cigarettes started with Republic 
Act (RA) 8240
8424 which specified that cigarettes packed by hand are taxed differently com
that are packed by machine. This provided some form of relief for com

al labor for hand packed cigarettes and protects its labor force. Finally, RA 9334 
mandated the increase in the excise tax rates for cigarettes. The increase in excise tax rates was 
in response to the need for the excise tax to be responsive to inflation, which the previous 
regulation did not take into acco

In respo
Revenue Regulations (RR) and Revenue Memorandum Orders (RMO) to provide guidelines 
and interpretations as to the implementation of excise tax. These guidelines cover the increase 
in excise tax rates for machine pack cigarettes, rules and procedures for the net retail price of 
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cigarettes for new and old brands (which is used as a basis for the price classification of 
cigarettes), and revisions of the price classifications of the cigarette brands.  

In parallel to these changes in the excise tax rates, two major landmark bills have been 
passed which was RA 8749 otherwise known as the “Clean Air Act” and RA 9211 also 
known as the “Tobacco Regulation Act” which promoted a smoke free environment. 

These major bills both taxing the cigarette industry and the regulating the act of 
smoking have been decried by the tobacco and cigarette industry as means of killing the 
industry. Appendix 3 shows the summary of the different regulations implemented by the 
Governm

V.  Asses
The

Cigarette
favorable invest, 
and predict fu

Buyer Po
Acc

the size a
players.  If industry conc r than buyer or customer concentration, it leads to 
an “oversupp

Buy
following
low buye
products;
differenti
condition pact on buyer power as applied to the cigarette industry.   

A. Oversupply in the Industry 
 

Based on data from the United States Department of Agriculture shown in 
Figure 6 and in Appendix 2, cigarette production volume never seems to be enough 
to satisfy the market consumption. Appendix 2 showed that from 1960 to 2004, the 
country had to rely on cigarette importation to meet total industry demand.     

Since the Philippines rely annually on importation of cigarettes to satisfy the 
total demand of the industry, it may be concluded that there is a domestic 
undersupply of cigarettes in the Philippines.  Since domestic supply is not enough to 
meet total industry demand, buyers in this industry do not gain bargaining leverage 
and buyer power.   

 
estic cigarette production and cigarette 
ly that year was filled in by imports 

coming from various legislated freeports such as the Subic Special Economic and 

ent.  

sment of the Philippine Cigarette Industry 
re are 5 major forces that can influence the dynamic behavior of the Philippine 

 Industry. These forces help understand the balance of power in the industry, detect 
 and unfavorable forces in the Industry, indicate the level of attractiveness to 

ture profitability. 

wer 
ording to Porter, the most important factor to consider with respect to buyer power is 
nd concentration of the customers versus the size and concentration of the industry 

entration is greate
ly” in the industry and this situation enhances buyer power.   

er power is created when buyers gain bargaining leverage through any of the 
 conditions: (A) oversupply in the industry; (B) relatively big buyer volumes; (C) 
r switching costs; (D) ease of backward integration; (E) presence of substitute 
 (F) high price sensitivity; (G) lack or absence of brand identity and (H) low product 
ation.  We shall attempt to determine the existence or non-existence of each of these 
s and interpret their im

It is worthy to note that a drop in dom
exports happened in 1995. The undersupp
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Freeport Special Economic 
Zone and Freeport (created under Republic Act No. 7922), Zamboanga City Special 
Eco

Zone (created under Republic Act No. 7227), Cagayan 

nomic Zone (created under Republic Act No. 7903). The three laws were drafted 
and passed in 1995. 
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Figure 6. Cigarette Production and Consumption 
 

Generally speaking, the Philippine Cigarette industry tends to import more that 
what it actually exports. The spike in exports can somehow be traced to the 
emergence of these Free Ports throughout the Philippines. This can be seen in Figure 
7 where the exports are generally lower that the imports. 
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B. Buyer Volume 
 

Cigarettes are sold through mul retail channe  its customer eans 
 customers do not have the power to influence the industry. An important factor 

at contributes in nullifying buyer volume as a cond  this indust  creates 
buyer power is tha ist so ossible points of sales for cigarettes in the 

ind the cigarette 

 

 

D

tiple ls to s; this m
that
th ition in ry that

t there ex many p
Philippines.   

Estimates from the Euromonitor International is shown in Table 6 which shows 
that the various distribution channels in the Philippines that sell the cigarettes 
whether by pack, by ream, or per stick directly to smokers.  Most supermarkets such 
as SM, Robinsons, Macro buy cigarettes bulk directly from manufacturers. This 
allows them to gain more distributor discounts relative to the other retailers. 
However, these supermarkets sell cigarettes by the packs or by the ream, which 
would require smokers to shell out a much bigger amount although relatively 
cheaper per stick. The distributors’ high volume does not b
companies to them since other forms of access are available.  

Majority of the smokers tend to make use of spare change and purchase on a per 
stick basis which the other forms of retailer offer such as “Sari-Sari Store” and other 
types of street vendors. These types of retail stores allow the customer multiple 
accesses to cigarettes and encourage smokers to buy when needed because of 
accessibility to cigarettes. 

Table 6. Percentage Retail Sales of Cigarettes by Distribution 

istribution Channel 1998 2002 2003 
Supermarket / Hypermarkets 51.8 47.0 46.0 
Independent Food Stores 0.3 1.0 1.1 
Convenience Stores 2.5 3.3 3.5 
Discounters 7.0 6.3 6.0 
Drugstores 1.8 0.5 0.4 
Petrol / Gas Service Stations 0.8 1.5 1.5 
Newsagent-tobacconists / kiosks 0.3 0.5 0.6 
Tobacconist / Specialist 1.0 2.0 2.3 
Bar – Tobacconist - 1.5 1.6 
Street Vendors 2.8 2.5 2.3 
Vending - - - 
Other .0 34.0 34.8 s 32

TOTAL 100.0 100.0 100.0 
Source: Euromonitor International Estimates 

The “Others” in the distribution channel may refer to Jump boys who sell 
cigarettes along the roads. According to a Newsbreak article dated October 9, 2006 
entitled “Deadly Industry: The Philippines is one of the largest markets for cigarettes 
in the World”, it stated that “One characteristic of the Philippine cigarette market is 
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that as an archipelago, there are up to one million points of sales that consist mostly 
of sari-sari stores and street vendors.  There are brands that are regional favorites 
too.  Jump boys who sell the cigarettes on the streets on a per-stick basis harp on the 
affordability of the product, even among the poorest Filipinos.”    

 
Furthermore, cigarette is a hot demand item especially among the youth because 

of its addictive nature.  This fact seems to ensure steady, if not growing, sales among 
various distribution channels.  The strong demand for cigarettes is also the reason 
why there is competition for supply among various distribution channels.  Cigarette 
has historically enjoyed a seller’s market.   

 
A Newsbreak article dated October 9, 2006 entitled “Puffing Teens: Access to 

cigarettes is easy” stated that “Loiter by the sari-sari stores in the university belt in 
Manila and observe students during their break.  They puff cigarettes and the 
vendors are happy to earn from them.  Never mind that many of these students must 
be under 18 and are not allowed by law to smoke.  These sari-sari stores require no 
identification cards from their customers.  A 2003 Global Youth Tobacco Survey by 
the World Health Organization shows that in the Philippines, four out of 10 high 
school students aged 13 to 15 has smoked cigarettes.  Some of them (one in every 
eight smokers) got into the habit before they were 10 years old.  Access to this 
addictive and restricted product has become easier than in 2000 when the same 
survey was conducted.  From 46.6% of the respondents in 2000, 62.8% were 
allowed to buy cigarettes in 2003.  With over 7,000 respondents nationwide, the 
survey also showed that boys are more inclined to smoke than girls.  For these 
adolescents, it is usually curiosity or peer pressure that gets them into the habit.”       
 
C. Ease of Backward Integration 
 

Backward integration is defined as a strategy wherein a company integrate the 
upstream activities in a supply chain in order to gain more control on the flow goods 
going downstream. There are only few big players in the cigarette industry.  From 
Table 7, it can be seen that there are only three major players and a few minor 
players in this industry.  It is almost impossible even for the owners of SM 
supermarket to control a cigarette company due to the high cost of infrastructure 
needed and the importance of an extensive distribution network for cigarettes. 
Restricting the distribution network would only result into a negative effect in its 
sales. Backward integration is therefore not easy for distributors to gain control of 
the cigarette industry. Backward integration would result to a less extensive 
distribution network.  
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Table 7. Market Share of Top 3 Industry Players 

Company 2001 2002 2003 
Fortune Tobacco Corporation 37 36.50 35.80 
La Suerte Cigar and Cigarette 
Factory 35.80 35.30 9.00 

Philip Morris (Phils) Manufacturing 
Inc - - 26.8 

Source: Euromonitor International Estimates 

D. Presence of Substitute Products 
 

The existence of substitutes for cigarettes does not create buyer bargaining 
leverage and buyer power because of two important reasons: 

1.) Nicotine replacement therapies such as nicotine gum, nicotine patch, nicotine 
inhaler, nicotine nasal spray, nicotine lozenge and bupropion are not “real” 
substitutes for cigarettes because these products only aim to psychologically 
provide the “benefits” of cigarette smoking as against a “real” substitute which 
aims to provide the same “benefits” as the substituted product provides to the 
customer. 

2.) The Nicotine Replacement Therapies (NRT) are relatively more expensive 
(based on cost per day) than the cigarettes they intend to substitute as shown in 
Table 8. According to the Senate Journal of the 13th Congress, a Filipino 
smoker on the average consumes ten and a half sticks of cigarettes per day. 
Based on current price of around Php1.25 per stick, average daily cost amount 
to only Php13.125. 

Table 8. Prices of Nicotine Replacement Therapies 

NRT Average Daily Cost  
(*1 US$ = 53 Php) 

Unit Price in Php 

Nicotine gum 2 mg: P134.09 – P273.48  
(9 pieces) 
4 mg: P195.57 – P307.93  
(9 pieces) 

2 mg: P14.89 – P30.39 per piece 
4 mg: P21.73 – 34.21 per piece 

Nicotine patch P117.66 – P207.23 P117.66 – P207.23 
Nicotine inhaler P252.28 – P321.71 

(6 cartridges) 
P42.05 – P53.62 per cartridge 

Nicotine nasal 
spray 

P147.34 – P180.2 (8 doses) P18.42 – P22.53 per dose 

Nicotine 
lozenge 

2 mg: P263.94 (9 pieces) 

4 mg: P263.94 (9 pieces) 

2 mg: 29.33 per piece 

4 mg: 29.33 per piece 
Bupropion P205.11 – P227.9 P205.11 – P227.9 

Source: Smoking Cessation, October 2004 
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E. Sensitivity to Price 
 

Consumption of cigarette products in the Philippines is generally not price 
sensitive.  A pack of 20 sticks of local brand cigarettes costs just around Php25.  
According to the Cigarette Prices of 2001 (Guindon, 2001), the Philippines, at $0.51 
per pack, is third to the lowest in the cost of a local brand cigarette.  The lowest is 
Yugoslavia and Senagal both at $0.28 per pack of cigarettes.  Because cigarette in 
the Philippines is cheap and affordable even among the poorest of Filipinos, demand 
for it is relatively stable.  Figure 8 shows that retail sales volume continues to 
experience annual growth in spite of a generally increasing trend in the average price 
per stick through time as shown in Figure 9.   

Cigarette Retail Sales Volume Trend
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Figure 8. Cigarette Retail Sales Volume Trend 
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Tab s that though average price per stick increased marginally from 
01 to il sales volume aged to post a positive gain year on year.  
 foo ssity to people, s who smoke have already incorporated 

 a necessity and a way of life.  Its 
onsumption has therefore become insensitive to general price increases. 

tail Sales and Average Price of Cigarettes 

Year 
Value Annual Consumption Average Price per 

le 9 show
20  2004, reta still man
As d is a nece  Filipino
cigarettes into their daily budget. It has become
c

Table 9. Re

(in million 
pesos) 

Volume 
(in million sticks) 

Stick  
(Php/stick) 

1999 75751.7 71,620 1.06 
2000 81551.6 72,665 1.12 
2001 86854.3 81,190 1.07 
2002 91159.5 84,000 1.09 
2003 96049.1 87,100 1.10 
2004 102097.3 87,100 1.17 

Source or International Estimates 
 

Brand identity in this industry has be As can be seen in 
brands i industry registered a fairly consistent 
01 to 200 his indicates that these brands have a 

e.  As mentioned e , there are brands that are regional 
favourites.   

d on Re olume 

 
% Retail Volume 

: Euromonit

 
F. Brand Identity 
 

en clearly established.    
Table 10, the different cigarette n this 
and stable market share from 20 3.  T
loyal customer bas arlier

Table 10. Company Market Shares base tail V

Company 2001 2002 2003 
Fortune Tobacco Corporation 37.0 36.5 35.8 
Philip Morris (Phils) Manufacturing Inc - - 26.8 
British 
Ltd 

American Tobacco (Philippines) 16.4 16.8 16.4 

La Suerte Cigar and Cigarette Factory 35.8 35.3 9.0* 
Reemtsma Cigarettenfabriken GmbH 6.3 6.0 5.8 
JTI Co ( 0.4 0.4 0.4 Philippines) LTD 
Others 4.2 5.0 5.9 
TOTAL 100.0 100.0 100.0 

Source: Euromonitor International Estimates 
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G. Brand or Blend Loyalty 
 

There are a lot of possible cigarette blends that create some form of product 
iffere  in th et.  Notwithstanding, low buyer power still prevails 

 blen rence a consum n a stu  
 Eur tor Inter n the Ph nes”, it sted, “A an 
end i the do t tobacc  type for Philippine cigarettes, 

although some growth in Virginia blend is expected, to account for slightly over 
10% by nd of 20

As can be seen in Table 11, Filipinos strongly favour the Am
Virginia or other blends which is reflected in terms of a bigger percentage in retail 

Table 11. R

% retail 
volume 

d
because of strong product or

ntiation e mark
d prefe mong ers.  I dy made

by
bl

omoni
s projected to remain 

national “Tobacco i
minan

ilippi
o leaf

foreca meric

 t  ehe 09.  

erican blend over 

sales volume over the other blends. 

etail Sales of Cigarettes by Tobacco Type: % Volume Breakdown 1999-
2004 

 
1999 2000 2001 2002 2003 2004 

American
blend 

91.3 91.0 90.5  94.5 92.3 91.5 

Virginia 5.5 7.5 8.3 8.5 8.5 9.0 
Other 
blend 

- 0.3 0.3 0.2 0.5 0.5 

Total 00.0 100.0 100.0 100.0 100.0 100.0 1
Source: Euromonitor International Estimates 
 

 the same study, “Fortune Tobacco Corp's apparent decision to 
st the waters for Virginia blend cigarettes by introducing an economy brand seems 

to u

ers inevitably hold on to that concept as well, allowing the dominant taste 

The anticipated increased prices of cigarettes may cause less flexibility for 
Filipino smokers to try out a new taste, thus hampering much further growth by the 
unfamiliar Virginia blend cigarettes. Introducing menthol Virginia blend cigarettes 
may help to hasten its acceptance, given that the menthol at least would be familiar 
to the Filipino smoker who prefers smoking menthol cigarettes, masking the 
unfamiliarity of the different leaf type.”   

Still according to
te

phold the fact that Filipinos have preferred American blend cigarettes over the 
years.  The slow uptake of Virginia blend cigarettes in the Philippines may be 
attributed to the Filipinos' penchant to stick with the familiar.   

Filipino smokers tend to patronize the taste they have become accustomed to, 
and trying a new blend may be seen as risky and a waste of money. The 
imperceptible presence of other blends may also be a tribute to that attitude, with 
Filipino smokers clinging to tried and tested cigarettes. Filipino cigarette 
manufactur
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and

ss.  As such, switching cost within the 
industry (in monetary terms) is generally low across products that cater to a 

Hig ereby promoting 
diminishing buyer power in the ind e 
 switching from cigarettes to alternative products of another 

h in both monetary and qualitative terms.  A in the 
e h more expensive than their 
F

ers will continue to patronize cigarette products due to 
tive nature.  Buyer power is therefore diminished as ecome 

 addic

As a conclusion on the determinants of buyer power, it is not a significant force on the 
dustry.  On the con that contribu  to the 

tability of the cigarette indu able 12 summarize t of the 
er and its eff the Cigarette Indust

. Summary of Deter ts of Buyer Powe

Determinants of Buyer 
er 

Impact Effect on Industry  

 preferences to dictate product developments by the company.”  Buyer power is 
therefore diminished because of brand or “product blend” loyalty. 

H. Switching Cost 
 

Switching cost may be defined as the “cost” of switching from one product to 
another within the cigarette industry or the “cost” of switching from the products of 
one industry to another.  “Costs” may refer to either monetary or other qualitative or 
unquantifiable aspects of the switching proce

particular market segment since it is unlikely for buyers to switch from low-priced to 
premium brands and vice-versa.  However, due to brand and/or blend preference 
among Filipino smokers, switching cost tends to be high for consumers in this 
industry.   

h switching costs cause consumers to stay where they are, th
industry stability and 
argued that the cost of

ustry.  It may also b

industry is hig s discussed 
previous section, alternativ
cigarette counterparts.  
consumption data that consum

 products or NRT’s are muc
urthermore, there are clear indications based on 

its addic
hooked t

 smokers b
o a cheaper and tive product.   

Philippine cigarette in trary, it is a force tes favorably
performance and s stry. T s the impac
various determinants of buyer pow ect on ry 

Table 12 minan r 

Pow
Bargaining Leverage Low Favorable 
Buyer concentration vs. Firm 
Concentration 

High buyer concentration 
relative to firm 
concentration 

 
Favorable 

Buyer Volume Low Favorable 
Ability to backward integrate Backward integration is 

difficult 
Favorable 

Substitute products More expensive  Favorable 
Price sensitivity Low Favorable 
Brand High Favorable  or product blend loyalty 
Brand identity High Favorable 
Buyer swit ching costs High Favorable 
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 Supplier
The

assessed power is: (A) supplier concentration vis-à-vis the number or 
volume of industry players. The other im
bargaining
differenti
participan
give an 
performan

A. Supplier Concentration 
 

garette 
indu

gricultural Statistics, tobacco leaf agricultural production occurs in 
23 

From the database of the National Tobacco Administration, Virginia tobacco is 
grown in Region I, particularly, Ilocos Norte, Ilocos Sur, Abra and La Union. Burley 
tobacco is also grown in Region I in Pangasinan, La Union, Abra; Isabela and 
Cagayan in Region II; Tarlac in Region III; and Occ. Mindoro in Region IV.  

Native/Dark tobacco is grown in Pangasinan and La Union in Region I; 
Cagayan, Isabela, Nueva Vizcaya and Quirino in Region II; the Visayan provinces 
of Capiz, Iloilo, Cebu, Negros Oriental and Leyte; and in the Mindanao provinces of 
Zamboanga del Sur, Bukidnon, Misamis Oriental, North Cotabato and 
Maguindanao  

From the 1999 to 2003 production data in the Bureau of Agricultural Statistics, 5 
provinces corner 87% of the country’s total tobacco output. Figure 10 shows the 

 Power 
 counterpart of buyer power is supplier power. The first arena that needs to be 
to analyze supplier 

portant area that should be looked into is the 
 capability of suppliers dictated by the presence of: (B) distinctness or degree of 

ation of the inputs they supply, (C) supplier switching costs on the part of industry 
ts and (D) potential of forward integration by the suppliers. The following points 
evaluation on how tobacco farmers and growers (suppliers) are impacting the 
ce of the local cigarette manufacturing industry. 

There is a high supplier concentration brought about by an abundant tobacco 
supply and the significantly fewer number of cigarette manufacturers compared to 
the number of tobacco growers. This diminishes supplier power putting the ci

stry at a better position to obtain tobacco materials at an amount and price 
favourable to them. 

The primary component of any cigarette product is the dried tobacco leaves. 
Tobacco farming and harvesting occurs in many Philippine provinces. According to 
the Bureau of A

Philippine provinces covering approximately 40,236 hectares.  The bulk of its 
production circles around 3 types of tobacco: (1) Virginia, (2) Burley, and (3) 
Native/Dark tobacco.  

distribution among the top five producers of tobacco in the Philippines. 
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Percent Contribution of Philippine Provinces to 
Tobacco Production
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Source: Bureau of Agricultural Statistics and National Tobacco Administration 

e 10. Percent Contribution of Philippine Provinces to Tobacco Production 

 
Based from the Bureau of Agricultural Statistics, bulk of the utilization of total 

tobacco supply in the Philippines during the years 19

Figur

99-2003 was for the 
man

st 12, 2005 issue in the Manila Bulletin by Mar Supnad, the 
tobacco leaf was also found to be useful for the manufacture of fertilizer for inland 

Food and 
Agricultural Organization of the United Nations Rome declared that under a variety 
of c

und the 15th to the 20th spot. 

ufacture of cigarettes with around 78% of the available metric tons being used 
for this purpose. The next 15% was exported while the remaining 7% was used 
either for other products like controlling agent for algae, moss and other 
microorganisms in fishponds or wasted.  

Although majority of tobacco harvests are still allotted for cigarettes, there are 
recent developments regarding other tobacco uses. It was reported that tobacco stalk 
as a virgin tobacco pulp is used in the manufacture of various types of paper. 
According to an Augu

aquaculture application.   

The Philippines is not the only tobacco-producing nation. In fact, the 

 limactic and soil conditions, there are around 100 countries worldwide that plant 
and cultivate tobacco. The major producers are China, the United States, India, 
Brazil, Turkey, Zimbabwe and Malawi.  However, the Food and Agricultural 
Organization of the United Nations has consistently included the Philippines in the 
top 20 tobacco producing countries in the world. During the period of 1996 to 2005, 
the Philippines rank played aro

 The Philippines’ Bureau of Agricultural Statistics showed that agricultural 
tobacco production has exhibited a declining trend in the previous years (from 64.87 
thousand metric tons in 1996 to 45.10 thousand metric tons in 2005, decreasing at an 
yearly average rate of 4% across the 10 year period mentioned. Perhaps the absence 
of significant growth in the tobacco output of the top 20 producing countries in the 
world allowed the Philippines to retain its ranking. Figure 11 below compares the 
behavior of annual Philippine tobacco production output against the top 20 
producing countries.  
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Agricultural Tobacco Production in the Philippines
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 presence of local tobacco leaves, the Philippines used to be a net 
leaves during the 1980s but have suddenly become a net 

imp

Imports are usually sourced from
Importa ifferent tobaccos 
of different grades and not one country produces all of y 

 Euro  Blended C are
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Figure 11. Trend of Philippine Agricultural Tobacco Production 

 
Despite the

exporter of tobacco 
orter of tobacco leaves until today. This is most likely influence by the slow 

down in the world wide tobacco production resulting to a decrease in the demand for 
Philippine tobacco leaves.  

 China, US, Brazil, Zimbabwe and Malawi –
tion is inevitable because a cigarette consists of a blend of d

these. From a study done b
the monitor Internationa

d by most Fi
l, the very popular A

ipinos, is 
merican
mixture 

ig
ue-cured

tte (ABC) 
ade up o ley an

orie co type. study p t this wa s tobac rives its r from 
the ate and r environ ntal factors as well as altitude and type of 
toba n, mos rette m acturers m t sourc r toba rom a 
wid f countr  no sin cation s the fu y of n ry leaf 
char .  

 to Stre
e burley

d’s pap
cco alo

titled “T
ith Bra

lobal T
lue cur

 Trad
d Gree

lawi’s 
riental med

toba just thre the ess l compo  of a t  ABC. SDA 
GA t menti that th ilippine
Virg cured ty  a fille e type w  is of lo uality red to 
those harveste untrie US, B nd Z e. Ho  despit
being a low grade, domestically produced leaf are still prized by local cigarette 

d in co s like razil a imbabw wever e of it 

ufacturers as bulk of the Philippine consumers go for cheap domestic brands. 

The same reason that explains the need for importation provides the basis of 
why there is an export market for tobacco. Based from the USDA GAIN Report, the 
export market of Philippine tobacco is usually composed of US, Germany, Spain 
and Malaysia.  
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The Philippines is a net exporter of the native, dark air-cured type of tobacco 
used as fillers in cigars because foreigners appreciate the taste of this tobacco leaf 
better tobacco leaves 
in tho

ble 13. Philip nd Utilizati

S U P P U T I L I Z  A T I O N 

 than Filipinos do. Table 13 shows the supply and utilization of 
usands of metric. 

Ta pine Tobacco Supply a on 

 L Y 
YEA roduction Imports  

y Export Was estic R P Total
Suppl te Use 

Dom

1993 104.00 13.54 54 17.21 10.40 89.93 117.
1994 56.90 26.64 4 11.93 5.69 65.92 83.5
1995 63.71 26.11 2 19.15 6.37 64.30 89.8
1996 64.87 14.56 3 18.18 6.49 54.76 79.4
1997 .09 23.86 5 18.17 6.51 64.27 65 88.9
1998 71.09 18.71 0 13.19 7.11 69.50 89.8
1999 51.69 28.92 80.61 17.64 5.17 57.80 
2000 49.60 28.04 77.64 9.71 4.95 62.90 
2001 48.17 17.72 65.89 9.73 4.82 51.35 
2002 50.17 24.04 74.21 11.73 5.02 57.47 
2003 52.90 29.92 82.82 12.25 5.29 65.28 
S

 agricultural tobacco production is deemed to 
be 

Yea
(in ‘000 tons) (in ‘000 tons) 

ource: Bureau of Agricultural Statistics, Department of Agriculture –Philippines 

With the above information, it can be culled that the tobacco suppliers of the 
Philippine cigarette manufacturing companies are not only locally based but also 
rather globally dispersed. Working on the aggregate total supply and import data 
from 1993 to 2003, roughly 27% of tobacco supply in the Philippines is sourced 
from abroad. On an international scale,

abundant in the sense that it could “respond to the trends in tobacco leaf 
demand”. Food and Agricultural Organization of the United Nations Rome made a 
projection on the tobacco consumption and production using historical data which is 
shown in Table 14. 

Table 14. Global Tobacco Demand and Leaf Production 

r Range 
Tobacco Demand and 

Consumption 
Tobacco Leaf 
Production 

1970-72 4,193.9 4,269.4 
1980-82 5,404.0 5,455.3 
1990-92 6,616.6 6,936.2 
1997-99 6,475.7 5,983.3 

2005 6,695.4 6,809.4 Baseline 
Projection* 2010 7,151.5 7,160.0 

2005 6,062.7 6,098.1 Polic
Projectio

y 
n** 2010 6,447.7 6,430.7 

*assume
change in rea

**assum
taxation and r

s continuation of present policies with respect to production support and consumption taxation. It thus assumes no 
l prices throughout the projection period 
es adoption of strong policy measures against tobacco consumption and production that include increasing consumption 
educing production support. 
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in the 
future. Going beyond mere mathematical projections, there is a number of 
circ

e for these farmers to switch to 
other agricultural products.     

d a social interest in tobacco. It provides jobs, tax revenue and (for 
some) foreign exchange earnings. But governments also have a duty to protect their 
pop

 these products contributed around 
3.5% to 4.2% of the government’s total tax revenue. It is not merely the national 
gov

From the projections included in the table above, it can be seen that the ability of 
tobacco production to catch up with demand could probably be sustained 

umstantial evidence that argues for the view that tobacco supply could be 
sustained in the long run. Locally, the agricultural tobacco industry is a major source 
of livelihood especially for the people in Ilocos (Region 1) and Cagayan Valley 
(Region 2) provinces of the country.  

From the National Tobacco Administration website, during the 2002 to 2003 
crop year, it was reported that there was a total of 57,398 tobacco farmers scattered 
throughout 177 municipalities or 1,608 barangays (roughly 4% of the total barangay 
count) of the Philippines. It estimated that these farmers have around 300,000 
dependents and around 1.56 million workers in other industries rely on it. Even 
though other crops have higher yield on a per hectare basis, tobacco remains to be 
attractive because it is a less perishable crop as cited by a report done by the 
Gallaher Group Plc.  

Dried tobacco leaves can be kept for unlimited period of time as long as it is 
stored correctly. This fact serves as a disincentiv

Aside from the known fact that tobacco dominates agricultural, social, economic 
and political life in the regions growing it, the tobacco leaf and most especially its 
cigarette by product has been a major source of revenue for the national government. 
As long as cigarette demand remains, there will always be an impetus for tobacco 
farmers to continue in their livelihood. In fact, as far as tobacco and cigarette are 
concerned, one study puts it this way- “Governments face a dilemma. They have an 
economic an

ulation’s health. Treating people for smoking-related illnesses can be costly as 
discussed by Van Liemt in his paper entitled “The World Tobacco Industry”.  

Alechnowicz and Chapman in their paper, “The Philippine Tobacco Industry”, 
highlighted the tobacco industry as the the Philippine government’s primary source 
of income.  Tobacco products’ excise tax contribution to the country’s GDP 
amounted to 0.5 to 0.6% during the period of 1997 to 2003. Fletcher in a report to 
the International Monetary Fund on “Increasing Public Sector Revenue in the 
Philippines” mentioned that the excise tax from

ernment that benefits from the tax revenues but also the local government, 
especially those belonging to the Ilocos provinces. Republic Act 7171 states that 
Virginia tobacco-producing provinces are allotted a 15 percent share of excise taxes 
on the manufacture of Virginia-type cigarettes. The government’s prizing of the 
tobacco industry can be seen by its establishment of the National Tobacco 
Administration, an attached agency under the Department of Agriculture, way back 
in 1987. Its mandate is to (1) improve the economic and living conditions and raise 
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the quality of life of the tobacco farmers and (2) promote the balanced and integrated 
growth and development of the tobacco industry.  

In the Philippine setting, there are only 5 primary cigarette manufacturing 
companies compared to the 57,398 farmers scattered in different municipalities and 
barangays. The same imbalance can be seen globally as the world market for 
ciga ttes is dominated by a low and steadily diminishing number of suppliers based 
from

sible tobacco leaf substitute yielded only one hit – 
“A 

 

 
dete

re
 Van Liemt’s paper “The World Tobacco Industry”. The point of this 

imbalance is that the manufacturing companies are in a better position to bargain for 
favorable prices when it comes to purchasing tobacco leaves as inputs for their 
cigarettes.   

 search online for posA
tobacco leaf substitute for the manufacturing of a cigarette substitute that 

contains the same taste and flavor of a regular cigarette is comprised of, 
including but not limited to, leaves of Morus alba L, 1354MI, and leaves of 
Lillium longiflorum. The tobacco leaf substitute has additional beneficial effects 
of low nicotine content.”  This concoction of leaves described in Free Patents 
Online has a pending US patent application and is most probably not yet 
commercialized. With this, tobacco leaves will remain and continue to be a 
critical component of any cigarette product.   

Streetfield in his paper entitled “The Global Tobacco Trade” mentioned that 
Tobacco leaves are differentiated commodities. The kind of leaf is classified by 
a type-grade combination. The most often used types in cigarette making and 
smoking are the virginia, burley and oriental leaf. The quality of each type and 
thus its flavor is highly dependent on the type of soil where it is grown, the 
altitude and other environmental factors.  Consequently, different countries 
produce different quality. The highest quality fully flavored virginia flue cured 
tobacco comes from the US, Brazil, Zimbabwe. The medium flavored are 
usually from India, Canada, Argentina and Italy while the filler grade (of the 
lowest quality) are from Philippines, Poland, Spain and also Argentina and 
Brazil. The European countries are known for their high quality oriental leaves. 
The countries Turkey, Greece, Yugoslavia and Bulgaria are top exporters of 
this.  

 
From the British American Tobacco website, grades are generally
rmined by a leaf’s position on the plant, its thickness, aroma, graininess and 

colour (lemon, orange and mahogany are the most typical) and the quality and 
maturity of the plant. The type-grade combination used then affects the sensory 
characteristic of a cigarette. 

 
Customer loyalty to a particular cigarette brand is highly dependent on the 

flavor of the cigarette which in turn is derived from the flavors of the type of 
tobacco used. There is no perfect grade of tobacco as some leaves add more 
aroma and others offer better burning rates. Streetfield described cigarette 
manufacturers who use a balanced blend of tobacco leaves that is better than the 
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individual tobacco and at the same time suits the taste of its target market.  For 
all the customer retention importance and sophistication of a cigarette blend, it 
seems like that the type-grade kind of tobacco leaf used in a cigarette is so strict 
so as to inhibit supplier source switching but some evidence proves to the 
contrary. For instance, when Zimbabwe was wracked by political turmoil that 
led 

ening of 
global trade barriers and lowering of tariff rates has made sourcing from 

 

L tripa tte  
organizat s, industry b representatives ational 
Tobacco ion is conducted yearly to set floor prices of agricultural 
tobacco o d on a 2001 IN Report, the
on a per-kilo basis. It is deemed nd of “price se  with a 
strong T tract Grow  (TCGP) will be necessary to 

However, despite this conference, which should serve as a channel for 
neg

bacco Farmers Struggle Vs Exploitation” highlighted 
that the tobacco farmer groups are being exploited and abused.  

laterally. It also at one 
instance, accused the government of siding with cigarette manufacturing 
com

s grades) 
of floor prices of different tobacco types from the years 1996 to 2001. It is 

to a decline in its tobacco output, Brazil saw a significant increase in its total 
raw leaf exports. There is even a claim that had the US not implemented a 
production quota, its export could also have risen. Locally, when tobacco 
produced in the Ilocos provinces dropped in quality, Fortune Tobacco 
Corporation turned to imports as a material source. There seems to be relative 
ease in switching from one supply source to another which could either be 
explained by the fact that a particular kind of tobacco leaf is really produced in 
various areas by different farmers or the classification of cigarette brands as 
premium, mid-priced and economy according to value and taste allows them 
considerable leeway to move along the tobacco type-grade scale without 
significantly altering the cigarette characteristic. To add to this, the op

multiple tobacco leaf suppliers much easier than it is in the past decades.      
 

ocally, a national rtite conference a nded by tobacco farmers’
ions, trader uyers and  from the N
Administrat
utput. Base  USDA GA  price is usually set 

 that this ki tting policy
obacco Con ing Program

prevent farmers from shifting to competing crops”.  

otiating a price that would be fair to all, and the fact that tobacco being a 
commodity should follow the price-supply-demand law of economics, reports 
made by Corpus on “Lucio Tan’s Fortune Continues to Reign in Tobacco 
Sector “and Leal’s “To

 
Solidarity of Peasants Against Exploitation or Stop-Ex says that traders are 

exploiting farmers by downgrading their produce and buying it at lower prices 
or by charging usurious rates for farm inputs. The traders were accused of 
monopolizing the supply of seedlings and setting conditions so that farmers sell 
the produce exclusively to them at prices they set uni

panies, especially Lucio Tan of Fortune Tobacco Corporation, claiming that 
government was more interested in giving him political accommodations than 
looking after the farmers. Table 17 below gives average values (acros

noticeable that the increase in prices had stagnated from 1999 to 2002. 
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Table 15. Average Floor Prices across Grades of Different Tobacco Types 

Year Virginia Tobacco Burley Tobacco Dark-Air Cured Tobacco 
1997 Php 33.50 Php 20.21 Php 19.10 
1998 0.70 Php 36.29 Php 22.00 Php 2
1999 Php 37.79 Php 23.50 Php 21.70 
2000 Php 37.79 Php 23.50 Php 21.70 
2001  Php 23.50 Php 37.79 Php 21.70 

Source: Philippine Tobacco and Products Annual 2001-USDA GAIN Report 

n his paper that “Worldwide, auction used to be the 
obacco w arketed but recent rends in cigarette 

n an increas rowers marketing the tobacco directly 

instance, used the argument that they needed to have a 
clo l over quality, quantity and type of tobacco as the reason why they 
resorted contracting tobacco purchases. While this kind of arrangement might 

 for tobacco growers in the developed countries, the same 
e true for the developing countries to which majority (around 80% 

t 
negotiations and thus cannot bargain for favorable contractual terms.   

arette manufacturing companies. 
Let it be noted that though t unique agricultural commodity 
leading to alf, the relatively high level of supplier 
concentration takes away
of farmers

Deter

 
Streetfield declared i

main means by which t as m
e in gmanufacturing have see

to individual buyers”.  
 
Philip Morris, for 

ser contro

not be of any problem
may not b
based on 2003 figures) of tobacco planting has shifted.  

 
This is the case as most farmers in the developing countries are illiterate 

small-scale growers who cannot effectively represent themselves in contrac

 
As a conclusion, it can be said that the tobacco leaf suppliers has rather low power and 

ability to dictate terms or even influence the actions of the cig
obacco leaves was cited as a 

 an absence of real substitutes on its beh
 the potential that this mentioned factor might work to the advantage 

 and growers.  

Table 16. Summary of Determinants of Supplier Power 

minants of Supplier 
Power 

Impact Effect on Industry  

Supplier Concentration High Favorable 
Presen
(Other

Substitut

ce of Substitute Inputs 
 Agricultural Products 
ing for Tobacco Leaves) 

Low Unfavorable 

Switching Costs of Suppliers Favorable Low 
Threat of Forward Int

Relative to Threat ck
Integration by n

Industry 

Favorable egration Low 
 of Ba

Firms i
ward 

 the 
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 Barriers to Entry 
One of the fiv e es d by Porter is the entry of potential player(s) 

in the industry.  A new playe  c  in stry finitely affect the 
performance of eve in stry. io w player to enter a 
competition would depend on the level of difficulty to e. en r) the industry.   

The issues or barriers present in  indu ude wing: (A) product 
classifications/varia B oy swi st; (D) product accessibility to 
market; (E) governm lic ) ted

A. Product Classifications/Variations 

n manufactured by seven cigarette 
man

eference with respect to 
is starting to shift to Premium Brands.     

Table 17. Breakdown of Sales Volume 

e comp titive forc  identifie
r or

g player 
ompetitor  the indu  will de

ry existin  the indu  The decis
.

n of a ne
enter (i try barrie

cigarette stry incl the follo
tions; (
ent po

) brand l
y; and (F

alty; (C) tching co
health rela  issues. 

 
s of February 2003, 234 brands have beeA

ufacturing companies.  These cigarette brands can be classified depending 
on the target market.  High end cigarettes (i.e., Premium Brands) are more 
expensive than cigarettes targeting consumers belonging to a lower income 
bracket.  This can allow new player(s) to evaluate market segments and identify 
which segment they can easily penetrate. From Table 17, mid-priced brands 
accounted to more than 60% of the total sales volume although it has a 
decreasing trend. Moreover, the percentage market share of Premium Brands is 
teadily increasing from 1999 to 2004.  Smokers’ prs

brand classification 

Price Band Year Sales 
Volume Premium Mid-priced Economy 

14.00% 65.50% 20.50% 1999 89,180 
12,485 58,413 18,282 
15.50% 65.00% 19.50% 2000 91,260 
14,145 59,319 17,796 
16.80% 64.80% 18.50% 2001 91,780 
15,419 59,473 16,979 
18.80% 63% 18.3% 2002 90,610 
17,034 57,084 16,581 
20.00% 62.00% 18.00% 2003 89,245 
17,849 55,332 16,064 
22.50% 60.00% 17.50% 2004 
19,725 52,601 15,342 

87,668 

S or In ates 

 hand, oo many cigarette brands in the market can also 
be considered a barrier to new players.  Market saturatio n occ at can 
lead to a high turn o cigarette brands especially for brands not 
produced by leading c  sho the p ntage th of 
annual consumption.  The figure shows an erratic behavior in the growth rate.  

ou nit
 
On the other

rce: Euromo ternational Estim

having t
n ca ur th

ver rate of 
ompanies.  Figure 4 ws erce  grow
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Furthermore, out of the ands produced by n cigarette ma turing 
companies, 108 (46%) have been considered inactive. 

 
Brand loyalty is relatively strong in cigarette industry.  Buyers associate 

ith acturer as evid t by the act th  most 
 pr ing cigarette manufa rers like Fortune 

 Because of this, new players may 
have difficulty in capturing a significant percentage of the market.  Table 20 
sho

 Morris (Phils.) 
anufacturing Company started producing these brands. At that time the 

 Cigar and Cigarette Factory to produce these brands were 
term

 234 br  seve nufac

 
B. Brand Loyalty 

quality of brands w
saleable brands are

 the manuf en  f at the
oduced by lead ctu

Tobacco Corporation and Philip Morris, Inc. 

ws the brand share for the period 2001-2003. This data revealed that the 
percentage market shares for each brand produced by the three leading 
companies are almost constant.  The table also shows that the sales of both 
Marlboro and Philip Morris were not affected when Philip
M
license of La Suerte

inated. Furthermore, high turnover rate of cigarette brands can also imply 
negative behavior of buyers with respect to new brands introduce by new 
player.    

Table 18. Brand Share per company 

Company Brand 2001 2002 2003 
Winston 20.7 20.4 20 
Camel 11.9 11.7 11.4 
Hope 2.2 2.3 2.3 
Champion 1.4 1.4 1.4 
Fortune International 0.6 0.5 0.5 

Fortune Tobacco 
Corporation 

Salem 0.2 0.2 0.2 
Astro 4.4 6.9 5.8 
Memphis 3 3.5 3.2 
Marlboro 27.4 24 - 

La Suerte Cigar and 
Cigarette Factory 

Philip Morris 1 0.9 - 
Marlboro - - 25.9 P

- - 0.9 
hilip Morris (Phils) 
Manufacturing Inc Philip Morris 
Sou ce

 
Ma ve.  Thus, it allows them 

to patr  players would have to 
manufa r ame quality as of the available 

rands in h
 

r : Euromonitor International Estimates 

ny smokers would claim that cigarette is addicti
e.  Newonize the brand they normally smok

ctu e cigarettes having at least the s
 t e market to be able to compete in the industry.        b

C. Switching Cost 
A new player in cigarette industry may have to spend a significant amount 

of resources to be able to capture an acceptable market proportions.  A new 
player will have to face the following issues: (1) strong brand loyalty; (2) 
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eventual banning of advertisements and promotions of cigarettes; and (3) 
growing concerns of government and non-government agencies over health 
hazards related to smoking.  A new brand of cigarette may not be enough to 
persuade smokers to switch to a new brand produce by new player in the 
industry. 

The full implementation of R.A. No. 9211 or the Tobacco Regulation Act of 

and sponsorship starting January 2008 
 Regulation of labeling of tobacco products 

ban in public p

s to prot azard  to 
e time st of the st in the 

o industry. Governme cise tax on cigarettes can also 
age new players to ry.  Appe s the 
s on the excise tax  An incre x rate 

in the ming the selling price remains 
, igarette from 

to be charged 

lated Issues 
     Currently, there is a e public regarding health 
hazards brought about b ent and non-government 
agencies are actively launchi t smoking.  Appendix 5 shows 
summary of programs or campa st smoking from 1987 to 2005.  
Likewise, non-smokers are beginning to assert their rights on having smoke-free 

A new player will have to re-think their strategy in dealing with 
 order to sell their products to the market.  

 

urrent 
industry leaders. 

 
D. Product Accessibility to Market 

Cigarettes are very much accessible to buyers since these can be purchased 
from street vendors and all sari-sari stores.  Moreover, Filipino smokers do not 
need to buy one pack of cigarettes per single purchase. Street vendors and sari-
sari stores allow buyers for single stick purchase.    
 
E. Government Policy 

9211 could affect cigarette sales and could discourage entry of new players in 
the industry.  The law covers the following: 

 
 Eventual banning of tobacco advertisements starting January 2007 

 Regulation of tobacco promotions 
 Smoking 

 
laces 

This law aim
smoking and at sam

ect the people from health h s associated
safeguard the intere akeholders 

tobacc nt policy regarding ex
discour
change

 enter the tobacco indust
rates from 1990 to 2011.

ndix 4 show
ase in the ta

would mean a decrease 
Furthermore

potential profit assu
the same.  
the factory 

this policy will require all c
with excise tax.   

 w s ithdrawal

 
F. Health Re

growing concern among th
y smoking. Both governm

ng campaigns agains
igns again

environment.  
this situation in

Table 19 shows the summary of the impact of the determinants for new entrants to the 
cigarette industry. The conclusion is that these issues related to new players in cigarette 
industry are generally more favorable to the old players in the industry.  This implies that it is 
not beneficial for a new player to enter the cigarette industry and compete with the c
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Table 19. Summary of Determinants of Threat of New Entrants 

Issues on New Entrants Impact Effect on Industry  
Product 
Classifications/Variations 

Classified according to 
target market 

Unfavorable 

 High turn over rate Favorable 
Brand Loyalty Strong brand loyalty Favorable 
Switching C Favorable o Relatively High for new st 

player 
Product Accessibility to Market Easily Accessible Unfavorable 
Government Policy Presence of R.A. No. 9211 Favorable 
 Policy on Excise Tax Favorable 
Health Related Issues Programs/campaigns 

against smoking by 
government and NGOs are 

continuously being 
launched  

Favorable 

 

 Threats to Substitutes 
Substitu

performin
substitute
important stitutes; (B) relative price 
performance of substitutes; (C) switching costs; and, (D) buyer propensity to substitute. 

 

 stress and boredom do 
not necessarily undermine the demand for cigarettes and smoking because 
pro

hus, the main substitutes for local cigarettes are mainly imported cigarette 
bra

 1960 and 1970, doubled between 1970 and 1980, and doubled again to 
446 million sticks in 1990. In 2004, the Philippines imported some 6.5 billion 
stic

 

tion “is the process of by which one product or service supplants another in 
g a particular function or functions for a buyer” (Porter, 1985). The penetration of 
 products or services determines the growth or decline of an industry. There are four 
 aspects of the substitution factor: (A) presence of sub

A. Presence of Substitutes 

From a more apparent perspective, as noted earlier, there are no real 
substitutes to cigarettes and cigarette smoking as there seems to be no product 
that can function exactly, or even similarly, as cigarettes do. Most competing 
products that deliver the same effects such as to relieve

ducts can be taken together with cigarettes.  
 
T
nds. As indicated in Table 2, a significant portion of cigarette market is 

covered by importers. As much as 22% of the retail volume from 2001 to 2003 
was supplied by British American Tobacco (Philippines) Ltd, Reemtsma 
Cigarettenfabriken GmbH and JTI Co (Philippines) LTD. Table 4 shows that 
imported cigarettes grew ten-fold from 11 million sticks to 112 million sticks 
between

ks even as at its pick, almost 14 billion sticks were imported in 1994. The 
increasing presence of imported cigarette in the Philippines is also indicated by 
Figure 10. 
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Nevertheless, some competing products can be identified if the point of 
view of one tobacco manufacturer is considered. At least one tobacco 
manufacturer does not view the cigarette as a product. Rather, nicotine is seen 
as the product and smoking is “drug administration”.  

 
“The cigarette should be conceived not as a product but as a package. The 

product is nicotine.…Think of the cigarette pack as a storage container for a 
day’s supply of nicotine.…Think of a cigarette as a dispenser for a dose unit of 
nicotine. Think of a puff of smoke as the vehicle of nicotine.…Smoke is beyond 
question the most optimised vehicle of nicotine and the cigarette the most 
optimised dispenser of smoke.” (PhilipMorris, 1972, 
http://www.ash.org.uk/html/conduct/html/trustus.html) 

 
They further note that ““…[T]he primary motivation for smoking is to 

obtain the pharmacological effect of nicotine.”  
 
As such nicotine replacement therapies, that include nicotine gum, nicotine 

pat

 
s a substitute as it prevents 

r limits the use of cigarettes without providing nicotine is buproprion that is 
ma

ch, nicotine inhaler, nicotine nasal spray, and nicotine lozenge, are 
alternative “vehicles” to deliver nicotine to the body. Most of these therapies are 
not available in the Philippines. In fact, Nicorette, a nicotine gum produced and 
marketed by Pfeizer was introduced in the Philippines only recently, in July, 
2006.  

Another related product that can be considered a
o

rketed as Zyban. This prescription drug works by suppressing the part of the 
brain that gives the smoker a nicotine buzz when smoking a cigarette. It reduces 
the cravings as well as the usual withdrawal symptoms of anxiety, sweating and 
irritability. The giving up smoking website 
(http://www.givingupsmoking.co.uk/how_to_give_up/a-z/) lists other 
alternative ways of stopping the smoking habits, all of which can affect the 
demand for cigarettes. These include acupuncture, hypnotherapy and laser 
treatment. The international acupuncture website lists only one Filipino that can 
of ources of 
in t to cure 
tobacco d ncy in the Philippines

 
formation p therapies 

provided by government so lead to 
l r cigarette any anti-smoking initiatives 
i  there is ting cigarette 
d

While there are indee rvices that can reduce 
d igarette smok ber, the decision to continue 

e alternative products and services is 

fer treatment for smoking through acupuncture. There are no s
formation as to the practice of hypnotherapy and laser treatmen

epende . 

Similarly, in drives and campaigns and social and grou
and non-government organizations can al

ower demand fo s. Currently, there are m
n the country but no data to reflect their success in affec
emand. 

 
d alternative products or se

emand for c ing, albeit limited in num
smoking cigarettes or to shift to thes
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determined not by availability but by prices, costs and willingness to shift to 
these alternatives. 

 

se on some 20 to 25 cigarette sticks per day. The huge cost difference 
to direct substitutes of cigarettes can discourage smokers from using alternative 
sou

p) 

B. Relative Price Performance of Substitutes 
 

Table 2o compares the prices of the various nicotine replacement therapy 
alternatives. Daily consumption expense of these treatments can be as low as 
PhP134.09 per day for nicotine gums to as high as Php321.71 per day for 
nicotine inhalers. This can be compared to an average of Php25 to Php31.25 per 
day expen

rces of nicotine.  
 

Table 20. Nicotine Replacement Therapies (Similar to Table 8) 

NRT Average Daily Cost  
(*1 US$ = 53 Ph

Nicotine gum 2 mg: Php134.09 – Php273.48 (9 pieces) 
4 mg: Php195.57 – Php307.93 (9 pieces) 

Nicotine patch Php117.66 – Php207.23 
Nicotine inhaler Php252.28 – Php321.71 (6 cartridges) 
Nicotine nasal spray Php147.34 – Php180.2 (8 doses) 
Nicotine lozenge 2 mg: Php263.94 (9 pieces) 

4 mg: Php263.94 (9 pieces) 
Bupropion Php205.11 – Php227.9 

S

hing Costs 

ettes to substitutes, other than monetary 
costs, include the immediate negative effects of unavailability of nicotine in the 
bod

aches, dry mouth and blurred 
vision. Zyban is not recommended if you are pregnant, breast feeding, have a 
hist

ource: Smoking Cessation, October 2004 

C. Switc
 

The costs to switching from cigar

y. Nicotine provides at least three brain chemicals – serotonin, dopamine 
and norepinephrine – all of which regulate mood that contribute to feelings of 
confidence and mastery and pleasure. In particular, dopamine causes pleasure 
while the absence of norepinephrine causes agitation and irritability. Stopping 
smoking thus will cost the smoker pleasure and suffer uncomfortable negative 
effects.   

 
Bupropion, on the other hand, has been reported to have remarkable effects 

on addicted smokers using more than 15 cigarettes per day. While this 
prescription drug provides the smoker with both norepinephrine and dopamine, 
users of Bupropion have reported nausea, head

ory of epilepsy, liver disease or an eating disorder. 
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Other than monetary costs, switching to nicotine replacement therapies is 
affected by the nicotine dosage differences and the delayed and decreased 
“benefits” from them.  It is estimated that “within 10 seconds of starting to 
smoke, nicotine is available in the brain. Before this, impact is available, giving 
an instantaneous catch or hit, signifying to the user that the cigarette is ‘active.’” 
(http://www.ash.org.uk/html/conduct/html/trustus.html) In contrast, NRT 
provide smaller doses of nicotine that do not provide maximum desired impact. 
For instance, nicotine patches provides a steady dose of the nicotine over the 
course of the day which is a “pretty boring way to ingest nicotine” (Gladwell, 
2000).    

 
D. Buyer Propensity to Substitutes 

Secondly, the reason for smoking lies in the social context in which smokers 

Third, the acceptance of smoking in society coupled with lax 
imple ensity to stop 

hilippines GYT  18.5% of the students reported that 
4.8% bu re 

ere NOT rchase 

 negative health e ng both to nd non 
hted paigns could counter all 
. H edly incr  

anti-smoking groups in the P ities of anti smoking campaign 
could have been offset by a similar aggressive campaign by tobacco companies. 
For instance, the Philippines GYTS, revealed that 8 in 10 students saw anti-

The propensity or the drive to replace cigarettes for alternatives products 
and services is governed by a number of factors. First, as discussed earlier, there 
is a need to smoke because of the pharmacological benefits derived from 
smoking. The need to gain these benefits stems, according to studies from 
conditions and psychological makeup of smokers and potential smokers. A 1986 
study of psychiatric outpatients in Minnesota showed that half of them smoked. 
Another study revealed that 60 percent of heavy smokers had a history of major 
depression. In still another study, close to 90 percent of schizophrenics smokes. 
Gladwell (2000) observes that as overall smoking rates decline, the smoking 
habit becomes more concentrated among the most troubled and marginal 
members of society. 

learned how to smoke. Gladwell (2000) suggests that smoking is related to 
sophistication and social acceptance. In one study in the US, it was shown to be 
related to sex drive. Indeed, the Philippines GYTS, a school-based survey of 
more than 11,000 students in 2000, revealed that 25.8% think boys and 13.9% 
think girls who smoke have more friends. Further, some 13.8% think boys and 
8.9% think girls who smoke look more attractive 

mentation of smoking bans may have an effect on the prop
smoking. In the P

moke at hom
S study,

they usually s e. Moreover, some 4 y ci a stogarettes in 
and that 46.6% who bo
because of their age.  

ught cigarettes in a store w  refused pu

The ffects of cigarette smoki  smokers a
smokers as highlig
propensities to smoke

 by anti-smoking cam
owever, even with report

hilippines, the activ
eased activities of
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smoking media messages in the past 30 days; 8 in 10 students saw pro-cigarette 

re exposed to smoke in public places; almost 6 in 10 have 
parents who smoke. Despite these, only 4 in 10 students think smoke from 

em and 4 in 10 students think smoking should be banned 
in public places.  

As 
not high. r sufficient reason to replace cigarette consumption. 
In the Philippines, availability of these alternatives is limited, alternatives are more expensive, 
psychologica
same sati
in the per
for substi

Table 21. Summary of the Determinants for Substitutes 

Issu

ads in the past 30 days. Moreover, it was reported that environmental tobacco 
smoke exposure is very high - 6 in 10 students live in homes where others 
smoke; over 7 in 10 a

others is harmful to th

for the overall conclusion, the propensity to shift to alternative nicotine products is 
Alternative products do not offe

l cost of giving up smoking is high while substitute products could not offer the 
sfaction as nicotine from cigarette does, and propensity to give up smoking is rooted 
sonal and social needs of smokers. Table 21 shows the summary of the determinants 
tutes. 

es on Substitutes Impact Effect on Industry  
Presence of substitutes Limited availability Favorable 
Relative 
substitute

price performance of 
s 

High cost/more expensive 
than cigarettes 

Favorable 

Switching Cost Significantly higher for 
substitutes 

Favorable 

Buyer prope
 
 

Favorable nsity to substitute Unlikely due to addicting 
effect of cigarettes 

Industry
Riv as many factors. These include the number of companies in 

the industry, behavior of the market, cost of investment, storage costs, switching costs, and 
levels of prod

 
The cigarette industry has a limited set of players for decades. Up until the early 

200

ariants that cater to almost all market classes. La Suerte Cigar 
and Cigarette Factory used to occupy second place in terms of market share. 
How is in 2002 
has left it struggling to market its own local brands to a lower market class. 

is Manufacturi was abl ucc y p te the 
Phil et, which has been co d a n arette 

 Rivalry 
alry within the industry h

uct differentiation 

A. Number of Firms 

0, the industry is dominated by 5 players, 3 of which currently accounts for more 
than 70% of the entire market. 

The general market leader has always been Fortune Tobacco with its wide 
selection of product v

ever, the termination of the long term partnership with Philip Morr

Philip Morr
ippine mark

ng Inc. 
 long 

e to s
nsidere

essfull
 have

enetra
for cig
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manufacturers due to the country’s lax implementation of tobacco regulations. The 
key factor that allowed Philip Morris to successf ke o e di ion of 

 Mo ducts from La Suer as its ty to take hold of 
 and deal hich e lon en the 

backbone of the cigarett

Nevertheless, even e emergence of lip M  as otential 
powerhouse that would er the market leade , Fort as still 

e, wn signs of los  its gr  the er one 
 du ressive market d dis tion ef ts being 

done by Philip Morris.   

ma f the top three players based on thei lling 
cc wider selection of brands which caters from 

 a much wider customer base compared 
to La Suerte and Philip Morris.  

It can also be observed that the more dynamic market is actually between the 
Win

market share by brand. 

Ta

ully ta ver th stribut
Malboro and Philip
the network of La Suerte distributors

rris pro te w abili
ers w  hav g be

e industry.  

 with th  Phi orris a p
 take ov rship une Tobacco h

remained number on
position, most likely

but has sho ing ip of numb
e to the agg ing an tribu for

By looking at the 
brands, Fortune Toba

rket share o r best se
o offers a much 

low to premium brands allowing it to capture

ston, Camel, and Hope brands of Fortune Tobacco as against that of Marlboro 
and Philip Morris. This means that the battle for market leadership is concentrated 
on the high and premium brands, while the low and middle brands have relatively 
stable market share.  

Table 22 shows the detailed breakdown of the 

ble 22.  Market Share by Brand of Top 3 Players (Similar to Table 5) 

Company Brand 2001 2002 2003 
Winston 20.7 20.4 20 
Camel 11.9 11.7 11.4 
Hope 2.2 2.3 2.3 
Champion 1.4 1.4 1.4 
Fortune International 0.6 0.5 0.5 

Fortune Tobacco 
Corporation 

Salem 0.2 0.2 0.2 
Astro 4.4 6.9 5.8 
Memphis 3 3.5 3.2 
Marlboro 27.4 24 - 

La Suerte Cigar and 
Cigarette Factory 

Philip Morris 1 0.9 - 
Marlboro - - 25.9 Philip Morris (Phils) 
Philip Morris - - 0.9 Manufacturing Inc 

 Source: Euromonitor International Estimates 

B. Market Growth 
 

Using data from the United States Department of Agriculture Report on the 
Philippine consumption of cigarettes, the general annual consumption pattern of the 
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Philippine consumers shows a stable increase in the total number of cigarette sticks 
consumed every year in millions of sticks. Although there are few sharp fluctuations 
in demand particularly in 1974 and 1995, the general trend of the market seems to 
point to a relatively stable future for the industry.  

In spite of the many efforts by government and non-government agencies in 
trying to overtax and discourage the consumption of cigarettes as health hazards, 
annual consumption of cigarettes remain increasing. Figure 12 shows the pattern of 
annual cigarette consumption in the Philippines. 

 

 

 

 
 

 
 

Sourc

e consumption behavior is to analyze the year to 
year w
patter
that there
year-t
each a
which cur  available data.  

 

 
e: FAS (USDA) 

Figure 12. Annual Consumption of Cigarettes in the Philippines 
Another way of looking at th

gro th rate of cigarette consumption in the Philippines. Figure 4 shows the 
n generated using the year to year growth rates. It can be seen from the figure 

 is a cyclical pattern that occurs in the consumption growth. A dip in the 
eo-y ar growth rate happens approximately every 10 years in the middle of 

dec de starting from 1970 up to 1990.  This trend seems to continue up to 2005 
rently has no
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Figure 13. Year to Year Growth Rates in Percentage 

S

      

A n n u a l  C o n s u m p t io n

-

1 0 ,0 0 0

4 0 ,0 0 0

5 0 ,0 0 0

6 0 ,0 0 0

7 0 ,0 0 0

8 0 ,0 0 0

9 0 ,0 0 0

1 0 0 ,0 0 0

1 9 2 0 0 5 2 0 1 0

Y e a r

M
ill

io
ns

 o
f C

ig
ar

et
te

 S
tic

k

2 0 ,0 0 0

3 0 ,0 0 0

5 5 1 9 6 0 1 9 6 5 1 9 7 0 1 9 7 5 1 9 8 0 1 9 8 5 1 9 9 0 1 9 9 5 2 0 0 0

s

 47



Possible reasons for this seemingly recurring extremely negative growth rates 
could be traced to the following sources, though additional data would be needed to 

• Political Events 

ams from both government and non-government 

 for 
e total 

ent 

ere 
rket 

Fortune Tobacco which is number one in the market also has the most assets 
invested in the cigarette industry, followed strongly by Philip Morris based on the 
investment it made in 2002. La Suerte Cigar has seen a decline in their total asset 
declaration which also coincides with the decline in their market share. 

validate these sources: 

• Economic factors such as exchange rates, GDP, price per stick (price 
index), price of tobacco leaves, local supply of tobacco leaves, and 
implementation of new tax regulations on the cigarette industry  

• Health related progr
institutions 

 
C. Fixed Costs 

 
Financial data from the Securities and Exchange Commission was gathered

the top 5 cigarette manufacturing companies. These financial data covers th
assets, total liabilities, and the owner’s equity from 1998 up to 2004. The financial 
information is used to represent the amount of investment and financial commitm
that cigarette companies have put into the business. Figure 14 shows the amount of 
total assets reported by the 5 cigarette companies. It can clearly be seen that th
seem to be correlation between the total assets of the company and the ma
position that it has achieved. 
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Figure 14. Total Assets of the Top 5 Cigarette Manufacturing Companies 

 
Figure 15 and 16 show a similar observation using the total liabilities and 

stockholders equity as declared by each company. Generally speaking, companies 
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who take a significant share of the market relative to the other players have higher 
financial stake in the industry. 
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042003 20
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Figure 15. Total Lia  5 C nufa mpanies 
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Figure 16. To bilities o anu s 

The ributed in s of high 
lume and low value. It is therefo sary for players in thi stry to be able 
capit eir investment in  have a much higher capacity that would 

ecurities and Exchange Commission 

tal Lia f the Top 5 Cigarette M facturing Companie

type of product manufactured and dist this industry i
vo re neces s indu
to alize on th  order to
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allow t ve better econo  scale in terms of their overhead cost. 
pend s the detailed fin tus of the five major tte companies 
the P

does not carry the actual inventory, it nevertheless shoulders 
the cost through distribution contracts with these distributors. Table 23 shows the 
vari

orage cost is 
automatically high, but not necessarily handled by the cigarette manufacturer, but by 

y is necessary because people who 
con

T

D

hem to ha mies of
Ap ix 6 show ancial sta  cigare
in hilippines 

D. Storage Costs 
 

Cigarette distribution relies heavily on an extensive distribution network of third 
party logistics and independent area distributors who are obligated to carry and store 
the bulk of the inventory being manufactured by a cigarette company. Although a 
cigarette manufacturer 

ety of distribution channels being used by cigarette manufacturers. It can be 
observed that there has been an increase in the variety of channels being used in 
selling cigarettes. It should be noted that there is a significant proportion of 
cigarettes being sold in other non-formal channels (classified as “Others”).  

Rivalry among the top players is evident in the number of creative channels used 
in marketing and selling cigarettes. The challenge is to have a distribution channel 
that can immediately get hold of the right customers for their product. St

other players in its supply chain. Inventor
sume cigarettes do so to immediately gratify their addictive urges.  Hence, when 

customers want to smoke, it is important that cigarettes are easily accessible. 
Otherwise, a competitor brand which is readily available may become the immediate 
choice. 

able 23. Retail Sales of Cigarettes by Distribution (Similar to Table 6) 

istribution Channel 1998 2002 2003 
Super  46.0 market / Hypermarkets 51.8 47.0
Independent Food Stores 0.3 1.0 1.1 
Convenience Stores 2.5 3.3 3.5 
Discounters 7.0 6.3 6.0 
Drugstores 1.8 0.5 0.4 
Petrol / Gas Service Stations 0.8 1.5 1.5 
Newsagent-tobacconists / kiosks 0.3 0.5 0.6 
Tobacco 3 nist / Specialist 1.0 2.0 2.
Bar – Tobacconist  1.5 1.6 -
Street Vendors 2.8 2.5 2.3 
Vending - - - 
Others 32.0 34.0 34.8 

TOTAL 100.0 100.0 100.0 
Source: E al Estimates uromonitor Internation
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E. Swi
ga re on

of a stic  littl
price ca

Table 24. Retail Sales and Average Price of Cigarettes 

(in million 
p

stick

tching Costs 
Ci rette prices in the Philippines a

k of cigarette is approximately a
lculation shown in Table 24.  

e of the cheapest in the world. The cost 
e over Php 1.00 based on the estimated 

Year 
Value Annual Consum

Volume 
pesos) (in million 

tion Average Price per 
Stick  

s) (Php/stick) 
1999 75751.7 71,620 1.06 
2000 81551.6 72,665 1.12 
2001 86854.3 81,190 1.07 
2002 84,000 1.09 91159.5 
2003 96049.1 87,100 1.10 
2004 102097.3 87,100 1.17 

Source: Euromonitor International Estimates 

tween brands under the same class does not create a high switching 
cos

It is
catering
realized
on shift
therefor
market 
cigarett
priced c

F. Low

Sim
class, th
Thi
mar t 
brand i
Better b
their ci
better p

In conclusi ee of rivalry among its top 
market leade R
there is a need fo
segments that a
determinants and its impact on industry rivalry. 

The price of cigarettes varies depending on its target market class. Market class 
can cover from low-priced to mid-priced to premium brands. However, the price 
difference be

t for the customer.  

 an important strategy for cigarette companies to introduce various brands 
 to various market segments. This indicates that cigarette companies have 
 that customers tend to stick to their own market segments and are not keen 
ing from a low to a premium brand (or vice versa). A high switching cost 
e exists for customers who switch across brands that cater to different 
segments. Switching cost for customers moving from low to premium brand 
es is in terms of additional cost, while switching cost from premium to low-
igarettes is in terms of lower satisfaction level for the customer. 

 Levels of Product Differentiation 

ilarly, since there is low switching cost within each market segment or brand 
ere is also little product differentiation except for its brand identification. 

s is the main reason why advertisement is still critical for the companies to 
ke their cigarettes more on the image their cigarette is trying to project. Better 

mage means more leverage to price the cigarette higher than the competitor. 
rand identification means better recall and association by the customers to 

garettes. In addition, better brand image allows the cigarette companies to 
rice their products leading to higher profitability. 

on, the cigarette industry exhibits limited degr
rs. ivalry is relatively constrained within each market category. This is why 

r cigarette companies to offer more product variety to capture other markets 
re not captured by its rival players. Table 25 shows the summary of 
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Tabl

Determinants 
of Rivalry 

e 25. Summary of Determinants of Rivalry in the Industry 

 
Impact Effect on Industry Rivalry 

Number of Low number of firms Leads to less rivalry 
firms 

Market 
Growth 

Slow Stable growth Increase rivalry over new market 
based only on the increase in market 
growth 

Fixed Cost High investment for high 
volume manufacturing 

Increased rivalry due to need to 
maximize capacity  

Storage Cost High storage cost from an 
extensive distribution system 

Leads to increase rivalry due to the 
need to move products quickly

since inventory is spread over 
multiple levels in the 
distribution) 

factor  
. Push 

Switching 
Cost 

high switching cost due to brand 
and taste loyalty regardless of 
category 

Less rivalry since companies cannot 
easily entice customers to switch 

Level of 
Product 

differentiation 

Product differentiation is low 
within each market category and 
high across market categories.  

Leads to high rivalry within each 
market category,  

Brand Identity High Differentiating factor lies 
in brand image  

Brand identification is high, thus less 
rivalry  

 

VI.  Conclusion 
 

Using the analysis of each driver in Porter’s model for 5 forces, the industry seems to 
project the following: 

• There is a contained rivalry among the current players in the cigarette 
industry. The rivalry exists only on a certain market segment and has 
been limited due to the impact of brand identification that buyers 
associated to their preferred cigarettes. 

• Buyer power is limited in the cigarette industry. This is evident in the 
fact that buyers (smokers) are typically low volume consumers who are 
recurring customers. Customers are not able to impact the players since 
these customers are independent and unorganized. This little influence is 
exerted by them. Although, modern retailers (large retailers) are able to 
exert some influence on the value of cigarettes, these type of buyers in 
general have to deal with the fact that cigarette is a product is a 
guaranteed sale with low profit. Thus, retailers are always attracted to 
selling cigarettes and at the mercy of when the players can provide these 
cigarettes. 
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• Supplier power has been observed to be low. This is evident on the fact 
that there has been an abundance of local and imported tobacco suppl
Including the fact that buyers prefer the “American blend” which m
use of impor

y. 
akes 

ted tobacco variety, local suppliers cannot actually demand 
better price nor dictate the direction of the industry. Local tobacco 
supply is often looked as filler to a cigarette rather than a major 

ponent that would drive product loyalty. 
 The industry is fairly established that that entry of new players is very 

. There are 
limited players in the mark row. Future strategies for 
the anies shou hift to riced or low priced cigarette and pro
val ney fo rette u ite of at many regulations te le 

he ci  indu  i na
its consumers to s sumption is still assured in the future due to the wide range of 

 (as young as 15 years old) to old (65 years and even older). 

com
•

difficult. There is already a growing trend to contain the activities of the 
cigarette industry through tougher regulations and the growing 
awareness of the negative social impact of cigarettes to the human 
population. 

•  There is a low risk for customers to actually shift to alternative products 
aside from cigarettes. This has been limited due to the “substitute 
products” distribution system and their prevailing market price. 

 
In conclusion, the industry is expected to continue its slow but steady growth

et, enough for the industry players to g
se comp
ue for mo

ld be to s
r the ciga

 a high p
sers. In sp

vide clear 
nd to stifthe fact th

the growth of t garette
moke. Con

stry, it remains resilient by cap talizing on the tural urge of 

consumers from the youth

As long as cigarette smoking remains a legal activity, the potential to grow and survive 
remains. This becomes an expected benefit for those who are already in the industry since it 
makes it very difficult for new players to come into the picture. Finally, as long as the industry 
sustains and develops its extensive distribution network that would allow cigarettes to be 
distributed and make readily available to consumers, the urge to smoke can easily be satisfied. 
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PAR

I. Introduction 
 

The Department  at 7.8% of the Gross 
ational Product with 7.2% of the Gross Domestic Product attributable to the Bureau of 

ntern

 lowest in an 8-year period (Inquirer, 2007). The 
decline pattern shown in Table 1 is attributed to improved revenue collections. 

Table 1. Budget deficit (in billions) 

1999 2002 2003 2004 2005 2006 

T 2: An Estimate of Potential Excise Tax Revenues, 
Actual Tax Collections, and Leakage in the Philippine 
Cigarette Industry 
 

 of Finance estimated the total tax leakage in 1997
N
I al Revenue. In pesos, the total tax leakage is around PhP197.2 billion. 

The impact of lost or missed collection is on the fiscal position of the country with a 
budget deficit. The average fiscal gap for the period 1990-2000 is about P33.1 billion while 
the average for the period 1980-1990 is about P17 billion (Gamboa, 2002). In 2006, the 
budget deficit dropped to PhP62.2 billion, the

PhP 111.7 PhP 
210.74 

PhP 199.9 PhP 187.0 PhP 146.8 PhP 62.2 

 Source: Inquirer, 2007 

In her review of the President’s Budget for 2003, Manasan (2004) observed that the 
poor fiscal position is mainly due to revenue side more than the expenditure side. She notes 
that the while expenditures have remained fairly stable, the total tax effort has declined as 
shown in Figure 1.  The tax effort as measured by the ratio of total taxes collected and the 
Gross Domestic Product showed a decline of at least 4 percentage points from a high of 17.0 
percent in nt in 2000. The decline continued up to 2004 when tax effort was 
registered ente, 2006). The continued drop in tax effort suggests that there is 
a failure on lections. 

 1997 to 13.9 perce
 at 9.9 percent (Vic

 the part of government to match budgeted expenditures with revenue col

 
Source: Manasan (2002; 2004) 

Figure 1. Over all tax effort: tax reven
 

ues as a percentage of GDP 
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The breakdown of BIR tax effort is shown in Figure 2. The graph shows that income tax 
effort peaked around 1998 but remained stable at lower value until 2001. In contrast, import 
duties have declined since 1993 and settled at more than 50% its peak, suggesting a huge loss 
of potential revenues. The excise tax and VAT efforts seem to be rather stable with slight 
drops beginning in 1998. 

 
Source: Manasan (2002; 2004) 

Figure 2. Tax to GDP ratio of selected taxes 
 

The tax effort in excise taxes specifically from cigarettes is given in Figure 3. It may be 
noted that during the entire period from 2001 to 2004, actual amount of excise tax collections 
were increasing except in 2004. The cause of the decline in tax effort therefore was higher rate 
of increase in GDP than the rate of increase in excise tax collections. That is, the excise tax 
collection did not match the growth in GDP. 

Cigarette Tax Effort

0
0.001

1 2 3 4

year

pe
rc 0.002e

0.003

0.004
0.005
0.006

nt
 to

 G
D
P

 

cigarette industry. The current report examines the current concept and understanding of 

Source: BIR data 

Figure 3. Cigarette Excise Taxes to GDP ratio from 2001 to 2004 

This study is intended to explore the issue of tax leakages in excise taxes for the 
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leakages and explores alternative concepts. The actual revenue collections in the cigarette 
industry from 2000 to 2004 are compared with other statistics to understand the true nature of 
leakages.  

In essence, this paper asks whether documented estimates of tax leakages are actual 
leakages or simply theoretical or potential leakages. Our analysis attempts to determine if 

rate efforts to evade 
ptions and not real 

ka

e 
 

determi

In
perform s termed as tax leakage in as much as 

e past revenues were not, or more appropriately seemingly not, collected. It implies that the 
exp e
assump
fiscal p

means 
that are anasan (2003) uses the 

rm tax gap to denote “the difference between the tax that should be paid according to tax 
stat s

T
historic attributed to the two concepts of tax 
voidance and tax evasion.   

legal fr
unaccep

e com ent of taxes, tax 
itr

pine jurisprudence does not have an exact definition of “tax fraud” the BIR 
Handbook for Special Agents define fraud as “deception brought about by misrepresentation 

current estimates of tax leakages can be realistically attributed to delibe
xes or if the leakages were simply a result of computational assumta

lea ges. Some qualitative analysis and interpretation are made at the end of the paper. 

II. Concepts on Excise Tax Leakag

Tax leakage is generic term to indicate loss in potential tax revenues. Tax leakages 
ne the payments lost due to failure to collect the “right” amount of taxes.   

 general, tax leakages refer to the differences of current performance with past 
ance. In other words, the decline in tax effort i

th
ect d revenues went to other channels other than government, thus a leakage. The 

tion from declining tax effort is that had previous performance been maintained, the 
roblem would not have been experienced. 

While this is indeed one of the common interpretations of tax leakages, this is by no 
the only one clear cut definition of tax leakages. Alternatively, there are other terms 
 used to refer to difference between quantities. For instance, M

te
ute  and the tax which should be collected”. 

he difference between actual and potential tax revenues, whether they be based on past 
al data or estimated following tax laws, can be 

a

The difference between these two approaches is their legality. Tax avoidance utilizes 
ameworks to minimize the actual taxes paid while tax evasion uses illegal and 
table practices to reduce taxes paid. Tax avoidance, as a legal measure, may rearrange 
pany’s activities to reduce tax liabilities. This may involve postponemth

arb age and the transfer of capital, labor and operations to geographic areas with lower tax 
rates. Tax incentive programs of the government which are intended to encourage correct 
taxes but which may also reduce the total possible tax revenues, may be categorized as tax 
avoidance. More specifically, the BIR has pegged the excise taxes on a list of cigarette brands 
based on their old classification. This excise tax rate is considerably lower than what it should 
be currently charged.  

In contrast, tax evasion involves fraudulent means of not paying the right amount of 
taxes. While Philip
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of m

pine Institute for Development Studies (PIDS), the effort to explain the 
difference between actual and potential collection is focused on the decline in tax effort 
(Man

 incremental tax evasion rather total tax evasion (Richupan, 1984).  
 

• 

aterial facts, and silence when good faith requires expression, resulting in material 
damage to one who relies on the same and has the right to do so” (NTRC, 1980).  

In other words, there is a deliberate effort to conceal or alter facts that can directly 
reduce the computed taxes.  Manasan (1981) lists some common ways of evading taxes: under 
reporting under-reporting of income, over-statement of expenses, use of fictitious receipts, the 
keeping of double sets of books, false or fictitious entries in books, fictitious transactions in 
the name of dummies, and, non-recording of sales. 

As may be apparent from their definitions, estimation of unpaid taxes due to either 
avoidance or evasion is extremely difficult. Regardless of legality, there are no available 
reliable data on avoidance and evasion precisely because they are kept hidden and not made 
known to authorities. Moreover, by nature, they are not intended to be computed nor made 
known. At the Philip

asan, 2002; 2004) and explained by factors due to the economic structure, the tax policy 
and tax evasion. This approach suggests that tax leakage as the unrealized tax collection is 
equal to tax evasion. 

III. Approaches in estimating excise tax leakage 
 

Vicente (2006) reviewed some of the approaches to quantifying tax leakages. These 
methodologies include the gap approach, tax elasticity approach, special amenities and audit 
approach and underground economy approach.  

• Gap approach, typically used for individual income taxation, measures tax 
leakage by comparing aggregate personal income reported in the tax returns (ITR) 
with the income reported in the national income accounts (NIA). There are 
apparent differences in the calculations because personal exemptions are 
accounted for in the ITR but not in the NIA. 

 
• The elasticity approach estimates potential tax payments using a regression 

equation and the forecasts compared with actual tax collections. The approach 
measures

• The amnesty approach measures tax evasion from tax amnesty returns that are 
voluntarily supplied by taxpayers. The accuracy of the approach depends on the 
participation of erring taxpayers in the amnesty program.  

 
• The audit approach, on the other hand, relies on data gathered by revenue 

examiners. The frequency of audits determined by the government’s manpower 
capacity ad the possibility of collusion of taxpayers with revenue agents similarly 
limits the approach’s accuracy and reliability. 

 
The underground economy approach estimates tax evasion by measuring the 
unreported informal economy using the currency equation procedure, physical 
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input technique and labor market approach. These approaches assume that the size 
of the underground economy determines tax evasion volume.   

 
Vicente (2006) reports that following Avila’s work in 1984 that used simple gap 

approach for specific taxes and elasticity approach for income taxes, the National Tax 
Research Center (NTRC), the Philippine Institute for Development Studies (PIDS), and the 
Department of Finance (DOF) made tax evasion studies and estimates. The NTRC estimated 
evasion from corporate and income taxes using the gap approach. The PIDS studied individual 
and corporate taxes, tax on passive income and VAT using gap, audit and elasticity 
approaches. The DOF used gap approach for individual and corporate income tax and VAT 
on do

, laws, and procedures, similarly can account for drops in 
revenue collection. Finally, the portion that cannot be explained or estimated from economic 

 evasion. 

lting 
computations assume that the unexplained portion of the decline in tax effort is necessarily 
illega

age. To question the validity of stated leakages, therefore, is to question 
te approaches. 

which use closer to actual data, some points 
can be made about these estimation techniques. 

ting the 
at the 

condi

cal that could affect actual tax payments. More specifically, 
the excise system has been changed through executive action or legislation at least 17 times 
since 

mestic sales. 

Another practice of the PIDS is to explain the decline in tax effort (Manasan, 2002; 
2004) by computing potential taxes lost compared to a base year. The percentage decline in 
tax effort is split among three factors: economic structure, tax policy and tax evasion. 
Economic structure as a factor suggests that changes in the economy such as inflation and 
other macroeconomic developments can reduce tax collection. Tax policy, which includes 
implementation of new tax rates

structure and tax policies are attributed to tax

The computational definition of tax evasion as a residual and unexplained portion of the 
decline in tax effort deserves some comment. The residual nature of the calculation does not 
necessarily mean that it matches the concept of tax evasion. In other words, the resu

l and unlawful. 

Indeed, inherent in all these approaches and the concept of tax leakages are the 
inaccuracy of these mathematical models that have been subject to controversy (Peacock and 
Shaw, 1982). The assumptions, both implicit and explicit, in these methods will determine the 
validity of the estimates. The validity of these estimates, in turn, determines the reliability of 
the estimated tax leak
the validity of estima

Except for the audit and amnesty approach 

First, implicit in a forecasting technique, including regression models, is that conditions 
prevailing the past are the same in the present and future. That is, the conditions affec
data in the past will continue to similarly affect future data. It must be pointed out th

tions in the past seldom continue in the present because of changes in macro and micro 
economic variables. In particular, the Philippines has been subjected and beset with many 
changes both economic and politi

the 1970 and the excise tax law has been changed more often than other tax laws 
(Vicente, 2006). 
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Second, the relationship between macroeconomic variables and microeconomic 
variables is complex and not direct. Estimating tax revenues using macroeconomic variables 
does not necessarily give valid estimates because of the complexity of their relationships. The 
different industries that contribute to the national revenue account do not similarly react to the 
same macroeconomic variables. Furthermore, the performance of each company and each of 
its ow

dual firm strategies reacting to the reality of macroeconomic variables. They are unlikely 
ances. 

Third, using estimates for performance evaluation, that is comparing actual collection 
o

own targets can further add to unreliable collection targets. 

 to erring taxpayers or to collection agency even as there is no 
tify the cause of reduced tax effort. Considering computational 

errors

 to determine more realistic 
estimates of tax leakages. The purpose is to use a more objective term to denote the 

e point that acts as a tax collection 
target

BIR, BOC and non tax sources. In turn, BIR targets are divided among its agencies, regional 
units and industries. 

The total reven  as budgeted forecasted an  past 
historical data as we mic fact

n brands are not affected in the same ways always by the same macroeconomic factors. 
Company performance and production, that determine collected excise taxes, are governed by 
indivi
to follow the same reactions and perform

perf rmance with estimates to determine the performance of the collecting agency, may be a 
questionable practice. The inherent inaccuracy of estimates due to inconstancy of prevailing 
conditions and macroeconomic variables not being easily translatable to performance targets 
may overvalue the expected performance of collecting agencies. Manasan (2002) argued that 
there is a need to decouple the revenue forecasts developed for expenditure management from 
evaluating the performance of the BIR and the Bureau of Customs. He suggests that the BIR 
should provide accurate estimates of the expected tax collections given the current structure of 
the tax system and prevailing weaknesses of the tax collection system. Moreover, the 
simplified practice of breaking down national revenue targets to geographical and industry 
units with their 

 The incompatibility of macroeconomic-based forecasts and performance targets of 
collecting agencies can be illustrated with the computational definition of tax evasion as used 
by Manasan (2004). She wrote that “what cannot be explained by the two factors (economic 
structure and tax policy) was attributed to tax evasion.” The definition automatically explains 
unexplainable discrepancies
effort to investigate and iden

 and unrealized assumptions, this discrepancy cannot be automatically attributed to 
deliberate efforts to evade taxes. 

Concept of Tax deviation and tax target 
This study proposes a more general concept of tax deviation

differences between actual collection and some referenc
. This section explores possible target collection figures that are currently available. 

The current practice for setting collection targets at the LT section at the BIR are 
generally based on national revenue collection targets that are intended to finance national 
government expenditures. The total revenue collections include BIR collections, BOC 
collections and non-tax collections from other sources. The collection performance is 
measured as a ratio of actual collections and GDP National target collections are allocated to 

ue collections, items, are d estimated using
ll as macroecono ors. 
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Cigarette production data from companies can also serve to s 
they represent potential collections. The computed excise taxes from the production data is a 
good te as this as t all produced ite removed from the . 

er set of d can be used to s target are the con . 
Cons n data seem  more realistic es of potential collections as they more 
close e actual 

ata from the submitted financial 
atement at the Securities and Exchange Commission. Sales, cost of goods sold and inventory 

can b

IV. Computation methods  
 

This section describes the different approaches by which the potential cigarette industry 
excise tax collection figure may be estimated.  Assumptions made under the different 
computational methods that may reduce or limit the accuracy of the approach are also 
discussed in this section.  Data from various sources, which include USDA, NSO, 
Euromonitor International Studies, BIR, and Financial Statements of cigarette companies, 
were used to estimate the potential industry excise tax collection figure for the years 2000 to 
2005.  As such, it must be emphasized that the potential tax figures computed in this section 
are merely estimates since data sources still have to be verified. In cases where the required 
data did not extend until year 2005, available data were used to forecast the values for the 
missing years. 

The following approaches were employed: (1) By Cigarette Price Category Using 
Production Data; (2) By Cigarette Brand Using Available Brand Shares Data; (3) By Cigarette 
Price Category Using Consumption Data; (4) By Cigarette Price Category Using CGS Data 
from Financial Statements; and  (5) By Cigarette Brand Using Available Brand Shares Data 
(Without Price Protection). 

The objectives of this section are to use independent sources of data in computing 
potential cigarette excise tax revenues and also to compare and tie up the differences in the 
results obtained using the different approaches.  The end goal is to determine the difference (if 
any) between the potential cigarette industry excise tax collection figures and the actual BIR 
cigarette excise tax collection figures for the years 2000 to 2005.   

set targeted collections a

 estima sumes tha ms are company

Anoth ata that et the sumption figures
umptio s to be a timate 
ly estimat removals. 

 A third possible basis of the collection target is d
st

e used to estimate the actual removals, which determine excise taxes. 

A fourth approach for setting up more realistic collection targets is based on audits and 
amnesty programs. These two bases are intended to determine how much tax these companies 
avoided in the past year and expecting to have a more accurate estimate of what should be 
collected through the companies’ cooperation. 

The next section estimates the tax deviation resulting from using these various targets. 
The fourth target based on audits and amnesty, however, is not used as there is no available 
data. 
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By Cigarette Price Category Using Production Data 
The production d lied directly in  potential cigarette 

excise tax t s clusive of cig r export. Thus, 
the exports edu  (as  in riv production 
quantity (in millions of stick n.  pro ata obtained 
extended only up to the year 2004, the numb ted for 
the year 2005 was forecasted using linear regr uction 
and exports spanned from 1960 to 2004. 

 

Table 1 ction fo

Year
Produ

(in milli
sticks) 

ts 
(in millions of 

) 

Production for 
tic tion

(in millions of sticks) 

ata cannot be app
ince production data is in

computing the
arettes intended fo amoun

 are d cted from the production
s) for domestic c

 shown  Table 1) to de e the 
onsumptio
er of ciga

 Since the
te sticks p

duction d
ced and ret

on. The da
rodu

sed to for
expor

t the prodessi ta u ecas

. Produ r domestic consumption 

 
ction 
ons of 

Expor

sticks
domes consump

2000 73,156 70,051 3,105 
2001 79,000  3,360 75,640
2002 81,000  3,000 78,000
2003 84,000 3,400 80,600 
2 80,600 004 84,000 3,400 
2005 86,310* 2,618* 83,692 

Source: USDA 
* Value is forecasted by linear regression using 1960-2004 data. 

 
The number of sticks belonging to the different price bands namely high, mid-priced, 

and low was determined using data obtained from a Euromonitor study. The Euromonitor 
study provided the percentage distribution of retail sales according to the aforementioned price 
bands (see Table 2). The percentages of the different price bands were then multiplied to the 
derived production for domestic consumption data in order to obtain the excisable number of 
cigarette sticks (in millions) under each of the three price bands (high, mid-priced and low). 
Due to unavailability of data, the market share of the different price bands in 2005 was 
forecasted by averaging the available market share from 2000 to 2004. Results of these 
computations are summarized in Table 2. 

 61



Table 2 illions) 

nd 

. Excisable Number of Cigarette Sticks Under Each Price Band (in m

Price Ba
Year 

Production
domestic consumption

llio tick Low 

 for 

(in mi ns of s s) High Mid-priced

15.50% .00% 65 19.50% 2000 70,051   10,858  45,533   13,660 
16.80% .80% 18.50% 642001 75 12,7 49,015 13,993 ,640 08
18.80% .00% 18.30% 632002 78  14,6  49,140   14,274 ,000 64 
20.00% .00% 18.00% 622003 80  16,1  49,972   14,508 ,600 20 
22.50% 60.00% 17.50% 2004 80,600 

  18,135  48,360   14,105 
18.72%* 62.96%* 18.36%* 2005 83,692 

5,667    52,692    15,366    1
  Source: US A SD ource: Euromonitor, 2005 
* Va are forecasted averaging the markelues  by t share from 2000 to 2004. 

 
Since excise tax is assessed on a per-pack basis, then the unit of measure of excisable 

cigare

the excisable num number of cigarette sticks in 
one pack. How f c low price band can either have 20 sticks or 
30 sticks. Usin ag cigarette sticks packed in 20s and 30s (see 
Table 3 obtain  Bu evenu , the excisable number of low-priced 
cigarette sticks 0’s btained. The excisable number of low-priced 
cigarette packs is then obtained by dividing the 

By 20s By 30s

ttes (in millions of sticks) under each price band has to be converted into the equivalent 
number of packs. The excisable number of cigarette packs can be obtained by simply dividing 

ber of cigarette sticks by 20, which is the usual 
ever, p ck igarettes under the a s o
g the percent e distribution of 

) ed from the reau of Internal R e
packed in 2 and 30’s can be o

excisable number of cigarette sticks by 20 or 
30, depending on the number of sticks per pack. Computation results are shown in Table 4, 
which shows the excisable number of cigarette packs under each price band. 

Table 3. Percentage of Cigarette Sticks Packed in 20s and 30s 

Year 
2000 99.54% 0.46% 
2001 99 0.45%.55%  
2002 9.36% 64% 9 0.
2003 9.17% 9 0.83% 
2004 8.95% 9 1.05% 
2005 9.18% 9 0.82% 

Source: BIR 
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Table 4. Excisable Number of Cigarette Packs for Each Price Band 

Number of Cigarette Packs 
(in millions) 

Low Year High Mid-
priced 20s 20s 20s 30s 

2000 543 2,277 680 2 
2001 635 2,451 697 2 
2002 733 2,457 709 3 
2003 806 2,499 719 4 
2004 907 2,418 698 5 
2005 783 2,635 762 4 

 
The tax rate for the respective cigarette price bands or categories from 2000 to 2004 is as 

follows: 

 High  Php 8.96 / pack 
 Mid-Priced Php 5.6 / pack 
 Low   20s Php 1.12 / pack 
 Low   30s Php 0.448 / pack  
 

However, according to RA9334, the 2005 tax rates for the respective price bands were 
increased as follows: 

 High  Php 10.35 / pack 
 Mid-Priced Php 6.35 / pack 
 Low   20s Php 2.00 / pack 
 Low   30s Php 2.00 / pack  
 

Subsequently, the tax rates are multiplied to the excisable number of packs (Table 4) in 
order to compute the potential cigarette industry excise tax collection figure for the years 2000 
to 2005.  Computation results are summarized in Table 5. 

Table 5. Computed Potential Cigarette Industry Excise Tax Collection 

Price Band 
Low Year 

High Mid-priced
20s 30s 

Computed Potential Cigarette 
Industry Excise Tax Collection 

(millions of pesos) 
2000 543 2,277 680 2 20,198 
2001 635 2,451 697 2 21,124 
2002 733 2,457 709 3 22,021 
2003 806 2,499 719 4 22,449 
2004 907 2,418 698 5 26,370 
2005 783 2,635 763 4 20,198 
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By Cigarette Brand Using A
The industry excise tax was estimated using the cigarette brand shares from 2001 to 

2003 found in the itor ultiplied to the 
production for dom ption (Table 1) to  d production volume 
(in million of pac ing sect vides detailed description 
of the methodolo

The brands  in the  cons arlbo  Philip Morris from 
Philip Morris Philippine Manufact inston, Camel, Hope, Champion, and Fortune 
International man Corporation; and Astro and Memphis from 
La Suerte Cigar arette Fac such a  Stri est, Capri, and Mild 
Seven are imported and are exci Custom nd not  Therefore, 
imported brands a ered in the computation of excise tax.  

According to BIR, the brands are classified as prem , high, mid-priced, or low and 
taxed at the appro ates. Accord epublic 24 an % increase in year 
2000, premium b ed a  pack, high at P8.96 per pack, mid-priced at 
P5.60 per pack, and low at P1.12 per pack. Howeve sed on  
brands in each p teg hat ar sed a hig x rate co pared to the tax rates 
specified in Republic Act 8424. In such cases, this higher tax rate was used to compute for the 
exc e t s classified as mid-priced but has a tax rate of 
P5.8  p hown in Table 6). Brands like Winston, which 
prev

 at P0.448 per pack (as shown in Table 6). In RA 8424, 
cigare

vailable Brand Shares Data 

Euromon  (2005). The brand share va
 determine the

lues were m
omestic estic consum

ks) of each brand. The follow ion pro a more 
gy. 

 considered  computation ist of M ro and
uring Inc.; W

ufactured by Fortune Tobacco 
and Cig tory. Brands s Lucky ke, W

sed through s, a  through BIR.
re not consid

ium
priate r ing to R Act 84 d the 12
rands are tax t P13.44 per

r, a b BI  data, there are someR
rice ca ory t e asses her ta m

is ax.  For instance, the Winston brand i
er pack, instead of P5.6 per pack (as s5

iously pay a tax rate higher than that stated in RA 8424, will continue paying the higher 
tax rate.  

Other cigarette brands were also classified into the price bands (premium, high, mid-
priced, low). According to BIR, locally produced cigarettes do not contain the tobacco that is 
classified as premium. Therefore, the highest classification of local cigarettes is the high-
priced. The low-priced cigarettes are either packed in 20’s or 30’s. Cigarettes packed by hand 
have 30 sticks per pack, while cigarettes packed by machine have 20 sticks per pack. 
Cigarettes packed by hand are taxed

ttes packed by hand have a rate of P0.40 per pack, but because of the 12% increase in 
tax rates in 2000, this rate has increased to P0.448 per pack. Table 6 shows the constant tax 
rates from 2001 to 2004, but due to RA 9334, there was an increase in the tax rates for all 
classifications in 2005, and every two years thereafter. 
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Table 6. Brand Classification 

Brand Classi (2001-2004)
Tax Rate 

) fication Tax Rate 
(2005

Marlb  oro High 8.96 10.35
Hope  High 8.96 10.35
Philip M  orris High 8.96 10.35
Winst M   on id-priced 5.85 6.35
Camel M    id-priced 5.6 6.35
Salem M    id-priced 6.96 6.96
Astro Mi   d-priced 5.6 6.35
Memph Mi   is d-priced 5.6 6.35
Champion Low 1.12 2 
Fortune Int'l Low 1.12 2 
Others      
High High  8.96 10.35
Mid-pri Mi   ced d-priced 5.6 6.35
Low      

20s Low 1.12 2 
30s Low 0.448 2 

 S Bureau o al Re
 

The ma hare 1 to  each is sho able onitor 
(2005) pr  bran s for d 2005 
were estim n the 
other han high, 
mid-priced, and low (as shown in Table 7).  The market share for each of these three price 
clas
(4.20%, 5.00%, 5.90%, 5.03%, 5.03%) to the percentage distribution of cigarette sales 
according to price band e 8.   

The values from 2 2004 8 w ed omonitor (2005), while 
2005 values were obtai  usin rage to e Table 2). Again, the 
cigarettes classified as l  eith ked in 20’s or 3 ore, multiplying the 
percentage of 20’s and 30’s cigare ed  ) to the percentages of 

% .94%) will result in the 
ttes packed in 30s 

ource: f Intern venue 

rket s  from 200 2005 of  brand 
. The

wn in T
d share

7. Eurom
2004 anovided the brand shares from 2001 to 2003

ated by using the average market share of each brand from 2001 to 2003.  O
, the other cigarette brands (specified as “others” in Table 7) were classified as d

sifications was then obtained by multiplying the market share of “others” in Table 7 

in Tabl

001 to  in Table ere obtain  from Eur
ned by g the ave  of 2000  2004 (se
ow can er be pac 0’s.  Theref

ttes produc
e 7 (0.78%

 (as shown
92%, 1.06

in Table 3
, 0.88%, 0low-priced cigarettes fou abl , 0.

market share for low-priced cigarettes packed in 20s 
nd in T

and low-priced cigare
for 2001 to 2005.  
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Table 7. Market Share of Cigarette Brands 

Market Share Brand 2001 2002 2003 2004 2005 
Marlboro 27.40% 24.00% 25.90% 25.77%* 25.77%* 
Hope 2.20% 2.3 2.27%* 2.27%* 0% 2.30%
Philip 
Morris .00 0 3% 0.93%* 1 % .90% 0.90% 0.9 *
Winston 20.70% 20. 37%* 40% 20.00% 20.37%* 20.
Camel 11.90% 1. % .67%* 1 70% 11.40% 11.67 * 11
Salem 0.20% .20 0 * 20%* 0 % .20% 0.20% 0.
Astro 4.40% 6.9 % 0%* 5.70%*  0% 5.80 5.7
Memphis 3.00% .50 3 * 23%* 3 % .20% 3.23% 3.

Champ 1.40% .4 * 40%* ion  1 0% 1.40% 1.40% 1.
Fortune
Int'l 0.60% .5 * 53%* 

 
 0 0% 0.50% 0.53% 0.

Others 4.20% 5. % 01% 5.90% 5.03 * 5.03%* 
High 0.71% .9 % 0 4% 1.18% 1.13 0.94% 
Mid-
priced 2.72% .15 3 %3 % .66% 3.02 3.17% 
Low 0.78% 0. 8% 0.92%  92% 1.06% 0.8

20s 0.77% .9 %0 1% 1.05% 0.87 0.91% 
30s 0.0035% 0. 1% 0.01% 01% 0.01% 0.0

Source: Euromonitor 
* Values were obtained by averaging the
 

 Table 8. Percentage Distribution of Cigarette Sales According to Price Band 

Year High M
p L

International (2005) 
 market shares from 2001 to 2003 

id-
riced ow 

2001 0 64  16.8 % .80% 18.50%
2002 0 6  18.8 % 3.00% 18.30%
2003 20.00% 62.00%  18.00%
2004 0 60  22.5 % .00% 17.50%
2005 18.72%* 2 18.36%*6 .96%*

 Source: Euro tor International (2005) 
 *Values were obtained g  2 ra   
 

The production for domestic consumption from 2001 to 2005, as shown in 

moni
by usin 2000 to 004 ave ges   

Table 1, is multiplied to the brand shares from 2001 to 2005 (as shown in Table 7) 
to determine the excisable number of cigarette sticks (in million of sticks) of each 
brand. In order to convert this amount into its equivalent number of packs, the 
number of sticks of each brand is divided according to the number of sticks in a 
pack; 20 sticks per pack for all the brands except the low-priced 30’s, which have 
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30 sticks per pack. The excisable number of cigarette packs under each brand (in 
million of packs) is shown in Table 9. 

 

T  

mb ac

able 9. Estimated Excisable Number of Cigarette Packs of Each Brand (in
millions) 

Nu er of P ks Brand 2  001 2  002 2  003 2  004 2  005

Marlboro 1,036  
   

1,044  1,038  
   

1,078  
         

936  
              

Hope                 
83  

     
90  

     
93  

     
91  

     
95  

Philip 
 Morris

                
38  

     
35  

     
36  

     
38  

     
39  

Winston      
783  

               
796  

     
806  

     
821  

      
852  

Camel     
450  

                      
456  

   
459  

   
470  

    
488  

Salem                         
8  

   
8  

   
8  

   
8  

   
8  

Astro      
166  

                   
269  

    
234  

    
230  

    
239  

Memphis                     
113  

    
137  

    
129  

    
130  

    
135  

Champion                         
5   3

   
5   5

   
5   6

   
5   6

   
5   9

Fortun
Int'l 

e      
23  

     
20  

     
20  

     
21  

     
22  

           

Other           

High  
27  37  

 
48  46  

 
39  

                                 

Mid-                       
priced 103  123  147  122  133  

              

Low         
29  

       
36  

       
43  

       
35  

       
38  

20s         
29  

       
35  

       
42  

       
35  

       
38  

30s 0  
       

0  
       

0  
       

0  
       

0  
       

 
Excise tax can now be estimated by multiplying the excisable number of cigarette packs 

of each brand for each year (as shown in Table 9) to the appropriate tax rate of the particular 
cigarette brand (as shown in Table 6).  For example, the excisable number of packs of 
Marlboro (1,036, see Table 9) in 2001 is multiplied to its specific tax rate (8.96, see Table 6) 
to determine the potential excise tax revenue generated from the Marlboro brand (9,285, see 
Table 10) for the year 2001.  The computed potential excise tax revenue from each brand is 
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then summed up each yea arette industry excise tax 
revenue for the years 2001 to 2005 as shown in the  10.  

Table 10. Co ed Potential Ciga ax Collection  

Computed Excise Tax 

r to obtain the estimated potential cig
last row of Table

mput rette Industry Excise T

B 2001 2002 2003 2004 2005 rand 

Marlboro 9285 8387 9352 9304 11160 
Hope 746 804 831 818 982 
Phi

339 314 325 337 404 
lip 

Morris 
Winston 4580 4654 4715 4802 5412 
Camel 2520 2555 2573 2633 3100 
Salem 53 54 56 56 58 
Astro 932 1507 1309 1286 477 
Memphis 635 764 722 730 271 

Champion 59 61 63 63 117 
Fortune 
Int'l 25 22 23 24 45 
Other      
High 239 328 426 409 407 
Mid-
priced 576 688 826 682 842 
Low      
20s 6  33 40 48 39 7
30s 0 0 0 0 1 
Total 
Excise 

 20,17Tax 20,022 9 21,268 21,183 23,351 
  

By Cigarette Price Category Using Consumptio
Another way of computing the potentia x c is by e number of 

cigarettes consumed (as shown in Table 11) from the National S  Offic  NSO 
provided consumption data (  a surve til num arette sticks 
consumed for the year 2005 was forecasted using linear regression. The data used to forecast 
consumption spanned from 1999 to 2004. 

n Data 
l excise ta ollection  using th

tatistics e.  Since
based on y) only un 2004, the ber of cig
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Table 11. Cigarette Consumption 

Year Consumption 
(in millions of sticks) 

2000 91,260 
2001 91,780 
2002 90,610 
2003 89,246 
2004 87,668 
2005 88,480* 

Source: NSO 
* Value is forecasted by linear regression using 1999 to 2004 data. 

 
The number of sticks belonging to the different price bands namely high, mid-priced, 

and low was determ ing btain m a Eurom study provided 
the percentage distribution of ales ng to the aforem ed price bands (see 
Table 12). The percentages o e diff rice s were then multiplied to the 
consumption data in  to  the le nu  of ciga te sticks (in millions) 
under each of the t ice  (hig -price  low).  market share of the 
different price band 05 oreca  aver  the ma t share from 2000 to 
2004. Results of thes utat re su ed in  12. 

Table 12. Excisable Number of Cigarette Sticks for Each Price Band (in millions) 

Price Band 

ined us  data o
re s

ed fro
 accordi

onitor study. The 
tail 
f th

ention
erent p band

 order obtain  excisab mber ret
hree pr bands h, mid d and The
s in 20 was f sted by aging rke
e comp ions a mmariz  Table

Year Consumption 
(in millions of sticks) High Mid-priced Low 

15.50% 65.00% 19.50% 2000 91,260 
14,145 59,319 17,796 

16.80% 64.80% 18.50% 2001 91
15,419 59,473 16,979 

 ,780 

18.80% 63.00% 18.30% 2002 90,610 
17,035 57,084 16,582 

20.00% 62.00% 18.00% 2003 89
17,849 55,332 16,064 

 ,246 

22.50% 60.00% 17.50% 2004 87,668 
19,725 52,601 15,342 

18  .72%* 62.96%* 18.36%* 2005 88,480 
 16,563  55,707   16,245 

  Source: NSO Source: Euromonitor, 2005 
* Values are forecasted by averaging the market share from 2000 to 2004. 
 

Since excise tax is assessed on a per-pack basis, then the unit of measure of excisable 
cigarettes (in millions of sticks) under each price band has to be converted into the equivalent 
number of packs. The excisable number of cigarette packs can be obtained by simply dividing 
the excisable number of cigarette sticks by 20, which is the usual number of cigarette sticks in 
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one pa cks or 
30 sticks. Using the percen ion of cigarette stic

3) from data provided u of l Reven
cigar ks s an ’ uted.

he ex le num low-p cigarette packs is then obtained by dividing the 
le nu of ciga cks by r 30, depending on the number s per pack. 
tation lts are in Tab , which ws the excisable n f cigarette 
nder price ba

Table 13. Excisable Number of Cigarette Packs for Each Price Band 

Number of Cigarette Packs 
(in millions) 

ck. However, packs of cigarettes under the low price band can either have 20 sti
tage distribut
 by the Burea

ks packed in 20s and 30s (see 
ue, the excisable number of low-
  

Table 
priced 

 Interna
s was cette stic  packed in 20’ d 30 omp

T cisab ber of riced 
excisab mber rette sti  20 o  of stick
Compu  resu shown le 13 sho umber o
packs u each nd. 

Low Year High Mid-

20s priced 
20s 20s 30s 

2000 707 2,966 886 3 
2001 771 2,974 845 3 
2002 852 2,854 824 4 
2003 892 2,767 797 4 
2004 986 2,630 759 5 
2005 828 2,785 806 4 

 
The tax rate for the respective price bands or categories from 2000 to 2004 is as follows: 

 Php 0.448 / pack  

35 / pack 
 Low   20s Php 2.00 / pack 

 High  Php 8.96 / pack 
 Mid-Priced Php 5.6 / pack 
 Low   20s Php 1.12 / pack 
 Low   30s
 

However, according to RA9334, the 2005 tax rates for the respective price bands were 
increased as follows: 

 High  Php 10.35 / pack 
 Mid-Priced Php 6.

 Low   30s Php 2.00 / pack  
 

Subsequently, the tax rates are multiplied to the excisable number of packs (as shown in 
Table 13) in order to compute the potential cigarette industry excise tax collection figure for 
the years 2000 to 2005.  Computation results are summarized in Table 14. 
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Table 14. Computed Potential Cigarette Industry Excise Tax Collection 

Price Band 
Low Year 

High Mid-priced
20s 30s 

Computed Potential Cigarette
Industry Excise Tax Collection

 
 

(millions of pesos) 
2000 707 2,966 886 3 23,940 
2001 771 2,974 845 3 24508 
2002 852 2,854 824 4 24539 
2003 892 2,767 797 4 24384 
2004 986 2,630 759 5 24418 
2005 828 2,785 806 4 27879 
 

By Cigarette Price Category Using CGS Data from Financial Statements 
Another way to solve for the potential cigarette industry excise tax figure is by using the 

cost o ds sold can be 
assumed to be the excisable amount (in pesos) since it represents the amount of cigarettes 
remo

igarette Packs Removed/Sold=CGS/(Manufacturer’s Weighted                                
Average Cost Per P

The nu rette packs d /sold umber of 
cigarette pack ollowing f

Excisable iga Number of Cigare ks Removed/Sold –                                 
Exported Number of Cigarett

 The goal here is to arr e cigarette production cost value for each major 
manufact i  referred to in this study as the manufacturer’s 
weighted average cost per anufacturer ally produce several 
brands of cigarettes, each of o produce, then what needs to be done is 
to first determine the cost of producing each brand from 2001 to 2005.  For consistency of 
calculations, the cost of producing a cigarette brand under th odology will include 
excise t xes because CGS fi ed from the manufactur nancial statements are 
inclusive of excise taxes.  Once the cost of producing each brand under a specific 
manufacturer has been computed and determined for 2001 to 2005, these costs are then 
multiplied to each brand’s respective 2001 to 2005 market share in order to obtain the 

f goods sold (CGS) from the financial statements. The cost of goo

ved and sold by the cigarette manufacturers.  This represents a fairly accurate estimate of 
removals since cigarette manufacturers are not likely to under-declare their CGS for income 
tax reasons.   

However, the costs of goods sold in the financial statements are given in monetary 
value. Thus, computations are needed to obtain the excisable number of cigarette packs for 
each major cigarette manufacturer.  

 The formula that will be used to convert the CGS into equivalent number of cigarette 
packs removed/sold is as follows:  

Number of C
ack)  

mber of ciga
s using the f

 remove
ormula: 

is then converted into excisable n

 Number of C rette Packs = tte Pac
e Packs 

ive at an averag
e isurer.  This product on cost valu

pack. Since cigarette m
osts differently t

s norm
which c

is meth
a gures obtain ers’ fi
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manufacturer’s we  market share of a 
brand under a specific manufacturer serves as th nd.  
Market share is computed by getting the ratio o
share for 2001 to 2005 as obtain  the Eurom tud

As discussed in the previous paragraph, the f e cost of producing a 
cigarette brand.  Since price of d t bran der each cigarette 
manufacturer was made h data col , the cost of each brand for 2007 was 
obtained by working bac irst, through in s wit rette dist  and also 
due to the confidentiality of such information, s assu that the wholesalers’ or 
dis  Next, we take out -added 
tax (VAT) im  t rer in the giv olesal  per pack rand in 
order to obtain the price et T.  S holesale  collected 
were 2007 prices, a 12% VAT value was used in the calculations.  The form e used is 
giv d the resu hown in Table 15.

Cigarette Price Net of VAT =    Wholesale Price per pack / ( 1 + VAT) 

In order to 2005, the 
difference between the 2007 and 1997 net-of-VAT he 
BIR provided data on the 1997 Net Retail Price wever, 
NRP is e excise tax T.  Therefore, the 1 AT cigarette brand 
prices were computed by adding the applicable x  a te to the 
NRP n T The calculated difference between the 2007 and 1997 net-
of-VA nd  divided b 0 to g  th ge  p
over the 10-year period 007).  This a  y re  then added to 
each year across the 10 years to determine the n A an  01 to 
2005.  The com  2001 V ga a s are 
show

Tabl  P N A

ighted average cost per pack for each of those years.  The
e “weight” f
f the brand s

onitor s

or the comp
hare to the 

y.        

uted cost of the bra
manufacturer’s market 

ed from

irst step is to derive th
ifferenthe wholesale 

available throug
ds un  major 

lection
kwards.  F terview h ciga ributors

it wa med 
tributors’ profit marg

puted by
in per cigarette pack is negligible.  the value
he manufactu en wh e price  of the b
 of a cigarette brand n of VA ince w prices

ula to b
en below an lts are s  

 to determine the net-of-VAT cigarette brand prices from 2001 
 cigarette brand price was obtained.  T

 or NRP of major cigarette brands.  Ho
997 net-of-Vxclusive of  and VA

1997 e cise tax rate of  cigaret  brand 
data as shown i
T cigarette bra

able 16.   
 prices was then y 1 et e avera  yearly rice increase 
 (1997 to 2 verage early price inc ment is

et-of-V T cigarette br d prices from 20
putation

n in Table 17. 
al results for the to 2005 net-of- AT ci rette br nd price

e 15. 2007 Cigarette Brand rices et of V T 

Company Brand ic Pr e (per pack) of Cigare
r N A 07

tte 
B ands et of V T (20 ) 

Marlboro 23.04 Philip Morris Philip Morris 23.93 
Winston 16.52 
Camel 16.07 
Hope Luxury  17.68 
Champion  8.29 
Fortune International 8.61 

Fortune Tobacco

Salem 58.04 
Astro 11.16 La Suerte Memphis 6.61 
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Table 16. 1997 Cigarette Brand Prices Net of VAT 

Net

Company Brand Price 
(1997) 

Rate 
(1997) 

of Cigarette 
Brands Net of 

 Retail BIR Tax Price (per pack) 

VAT (1997) 
Marlboro 6.81 8.96 15.77 Philip M Philip Morris 7.44 8.96 16.40 orris 

W 5  inston 5.50 5.8 11.35
Camel 4.71 5.6 10.31 
Hope Luxury  7.37 8.96  16.33 
Champion  24.56 1.1  5.68 
Fortune ernationa 2Int l 4.46 1.1  5.58 

Fortune co 

6

Tobac

Salem 4.75 6.9  11.71 
Astro 3.00 5.6 8.60 La Suer  te Memphis 0.51 5.6 6.11 

 

Table 17. Price (p  pack) o  

o
f

er f Cigarette Brands Net of VAT  

Price (per pack) f Cigarette Brands 
Net o  VAT Co y 

0
mpan Brand 

2001 2002 20 3 2004 2005 
Marlboro - - 20.13 20.86 21.58 Philip Morris Philip Morris - - 20.92 21.67 22.42 
Winston 13.41 13.93 14.45 14.97 15.48 
Camel 12.61 13.19 13.77 14.34 14.92 
Hope Luxury  16.87 17.00 17.14 17.27 17.41 
Champion  6.73 6.99 7.25 7.51 7.77 
Fortune International 6.79 7 7.70 8.00 .09 7.40 

Fortune T

Sal 0.  

obacco 

em 3 24 34.87 139.5 44.14 48.77 
Astro 9.6 88 4  2 9.  10.1 10.39 10.65 La Suerte Memphis 6.31 6.36   6.41 6.46 6.51 

Source: BIR, Su ial Inc., Welc e Su t ysing Commerc om permar
 

Data on Sales a fro in ta of arette 
manu  r  th r e m turers 
from or an n y e C  Sa io r nts the 
percentage of sales that  pr ed by a particular 
manufacturer.  This rat to t e o are nd 
year in order to take ou rette ma rer -u s m  an tain 
the co of tha lar cigarette brand.   

 

nd CGS were ob
S to

tained 
S o

m the 
e f

come s
e o

tement 
c t

 the cig
cfacturers and the r

2001 to 2005 wa
atio of CG

s computed. F
ales f
y give

ach o
ear, th

 maj
GS to

igaret
les rat

anufa
eprese

 corresponds to the cost of the different 
io is multiplied 

brands
tte bra

oduc
net of VAT for a given he pric f a cig

t the ciga nufactu ’s mark p (gros argin) d thus ob
st per pack t particu
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CGS and Sales are shown in Table 18 while Table 19 shows the results of the 
computations. The formula to be used is given as:  

Cost/pack of cigarette brand = (Cigarette Price Net of VAT)*(Manufacturer’s                                 

Table 18. CGS and Sales of each Major Cigarette Manufacturer 

CGS/Sales ratio) 

  Philip Morris Fortune Tobacco La Suerte 
Cost of Goods 

Sold       
2001   21,363,363,498.00 15,556,128,284.90 
2002   22,791,714,242.00 66 7116,845, 8,147.  
2003 14,756,898,308.00 22,957,520,556.00 3,183,233,642.22 
2004 20,555,361,800.00 26,044,274,595.00 1,730,240,368.76 
2005 23,322,399,470.00 23,088,844,888.00 1 0  9,328,8 7,610.9
Sales       
2001   24,905,936,808.00 17,776,915,756.45 
2002   26,758,558,714.00 19,205,062,394.07 
2003 17,811,546,601.00 26,954,340,822.00 3,293,224,146.54 
2004 25,380,233,301.00 30,121,565,199.00 1,431,381,376.59 
2005 28, 3,7 26,320,725,488.00 ,6 41 913,49 72.00  10,426 45,918.  

N  and lue 1-2 i ris nly pro
of ettes nd o  

o CGS  Sales va s in 200 002 for Ph lip Mor since it o  started duction  
 cigar  by the e f 2002.

 

Table 19. Computed Cost per Pack of Cigarette Brands 

acCost/p k Compa
Cigarette 

Brand 2001 2002 2003 2004 2005 
ny 

Marlboro - - 16.68 16.89 17.41 Philip Mor
orris - 33 7.55 9 

ris 
Philip M  - 17. 1  18.0
Winston 11.51 11.87 12.31 12.94 13.58 
Cam .82 .24 .73 .40 9 el 10 11 11 12  13.0
Hope ury .47 .48 .60 94 27  Lux   14 14 14 14. 15.
Champion  5.77 5.95 6.17 6.49 6.82 
Fortune 
Intern onal 82 6.04 30 .66 2 ati  5. 6. 6 7.0

Fortune Tobacco 

Salem 25.94 29.70 33.65 38.16 42.78 
Astro 8.42 8.67 9.80 12.56 9.53 La Suerte 
Memphis 5.52 5.58 6.19 7.81 5.82 
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After comp ted average cost 
per pack for each major cigarette manufacturer was de ined as previously discussed.  

and results are shown in Table 20. 

Weighted Ave. Cost ( orris, )] + [17.33
              =  16.7

20. Weigh per Pack o or Manufacturers of Cigarette Brands 

2001 2002 2003 2004 2005 

uting the cost per pack for the years 2001 to 2005, the weigh
term

Sample computation is shown below 

Philip M 2003) = [16.68 * (25.9/26.8  * (0.9/26.8)] 
 0 
 

Table ted Average Cost f Maj

Brand Market 
Share 

Cost p
pac

arket 
hare 

C r 
 

M
Share e 

st per 
pack 

er 
k 

M
S

ost per 
pack 

Market 
Share 

Cost pe
pack

arket Cost per 
pack 

Market 
Shar

Co

Phi         lip Morris             
Mar - 16.68 25.77 7 17.41 lboro - - - 25.9 16.89 25.7
Phil - - 17.33 0.93 3 18.09 ip Morris - - 0.9 17.55 0.9
Wei
Ave
Cost/Pack - - -  7.43 

ghted 
. 

- - 16.70 - 16.91 - 1
Fortune 
T       obacco     

Win  11.87 12.31 20.37 7 13.58 ston 20.7 11.51 20.4 20 12.94 20.3
Cam  11.24 11.73 11.67 67 13.09 el 11.9 10.82 11.7 11.4 12.40 11.
Hope Luxury  2.2 14.47 2.3 14.48 2.3 14.60 2.27 7 15.27 14.94 2.2
Cham  1.4 5.77 1.4 5.95 1.4 6.17 1.4 6.82 pion 6.49 1.4 
Fortune 
International  0.6 5.82 0.5  6.04 0.5 6.30 0.53 6.66 0.53 7.02 
Salem 0.2 25.94 0.2 29.70 0.2 33.65 0.2  42.78 38.16 0.2
Wei
Ave
Cost/Pack - 11.62 12.06 - 12.69 - 13.33 

ghted 
. 

11.23 - - 
La Suerte           

Astro 4.4 8.42 6.9 8.67 5.8 9.80 5.7 12.56 5.7 9.53 
Memphis 3 5.52 3.5  5.58 3.2 6.19 3.23 7.81 3.23 5.82 
Weighted 
Ave
Cos 7.63 8.52 - 8.19 

. 
t/Pack - 7.25 - - 10.84 - 

 

With the computed values, the number of cigarette packs remov jor 
cigarette manufacturer for the years 2001 to 2005 can now be determined by dividing the 
manufacturer’s CGS by the manufacturer’s weighted average cost per pack.  Results are 
shown in Table 21. 

ed/sold per ma
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Table 21. Number of Cigarette Packs Removed/Sold 

2001 
Company Number of Cigarette Packs CGS Wt. Ave. Cost per pack Removed/Sold 

Philip Morris - - - 
Fortune Tobacco 63 6,081 21,3 ,363,498.00 11.23 1,902,24
La Suerte 56 9,034 15,5 ,128,284.90 7.25 2,147,14
Total   4,049,395,115 

2002 

 C t. Av ck igarette Packs 
ed/Sold GS W e. Cost per pa Number of C

Remov
Philip Morris - - - 
Fortune Tobacco 91, 432,491 22,7 714,242.00 11.62 1,961,
La Suerte 16,845,668,147.71 7.63 2,208,870,815 
Total   4,170,303,305 
 2003 

 
s CGS Wt. Ave. Cost per pack Number of Cigarette Pack

Removed/Sold 
Philip Morris 14,756,898,308.00 16.70 883,636,232 
Fortune Tobacco 22,957,520,556.00 12.06 1,902,969,477 
La Suerte 3,183,233,642.22 8.52 373,790,706 
Total   3,160,396,415 

2004 

 S Wt. A pack Number of Cigarette Packs 
emoCG ve. Cost per R ved/Sold 

Philip Morris ,3 0 1,215,221,948 20,555 61,800.0 16.91 
Fortune Tobacco 044, ,441 26, 274,595.00 12.69 2,052,125
La Suerte 1,730,240,368.76 10.84 159,592,366 
Tota   3,42l 6,939,755 

2005 

 C Number of Cigarette Packs 
Removed/Sold GS Wt. Ave. Cost per pack

Philip Morris 23,322,3 ,670 99,470.00 17.43 1,337,816
Fortune Tobacco 088, ,495 23, 844,888.00 13.33 1,731,606
La 328,817,610.90 8.19 Suerte 9,  1,139,455,827 
Total   4,208,878,991 
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The last step in this process is to remove exported cigarette packs from the number of 
cigarette packs removed/sold in order to obtain the excisable number of cigarette packs. 
Results are shown in Ta

er of Cigarette Packs  

ble 22.  

Table 22. Excisable Numb

Year 
Number of 

Cigarette Packs 
Removed/Sold 

Exports (in packs) Excisable Number 
of Cigarette Packs 

2001 4,049,395,115 168,000,000 3,881,395,115 
2002 4,170,303,305 150,000,000 4,020,303,305 
20 2,969,585,415 03 3,160,396,415 190,811,000 
2004 3 ,550 2,8,426,939,755 530,073 96,866,205 
2005 4,208,878,991 560,006,500 3,648,872,491 

 

The percentage distribution of cigarette sales according to price band (obtained from 
Eur tor s  then ed to t cisable number of cigarette packs in order to 
get the excisable number tte pac der each ce band as shown in Table 23.  
Ho pac garett the low e band can ther have 20 ticks. 
Usi  per  distr f ciga sticks pac  in 20s and  Table 3) 
obtained from reau o l Rev e excisa umber of low  
ac 20’s ’s can ned. C tion resu re shown in T   

omoni tudy) is  multipli he ex
of cigare ks un pri

wever, ks of ci es under  pric  ei sticks or 30 s
ng the centage ibution o rette ked 30s (see

 the Bu
 and 30

f Interna
 be obtai

enue, th
omputa

ble n
lts a

-priced cigarettes
able 23.p ked in 

Table 23. Excisable Number of Cigarette Packs Under Each Price Band 

Price Band 

Year 

Excisable 
Number of 

Cigarette Packs 
(in millions) 

High Mid-priced Low (20's) Low (30's) 

16.80% 64.80% 18.42% 0.08% 2001 3,881 652.07 2,515.14 714.83 3.23
18.80% 63.00% 18.18% 0.12% 2 2,532.79 731.01 4.71002 4,020 755.82
20.00% 62.00% 17.85% 0.15% 2003 42,970 593.92 1,841.14 530.09 4.4
18.53% 63.27% 18.08% 0.19% 2 6004 2,897 536.79 1,832.85 523.70 5.5
18.53% 63.27% 18.12% 0.15% 2005 3,649 676.14 2,308.64 661.18 5.47

Source: Euromonitor  
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The tax rate for the respective price bands is as follows: 

 High  Php 8.96 / pack 
 Mid-Priced Php 5.6 / pack 
 Low     20s Php 1.12 / pack 
 Low     30s Php 0.448 / pack  

 
Subsequently, the tax rates are multiplied to the excisable number of cigarette packs in 

order to compute the potential cigarette industry excise tax collection figure from years 2000 
to 2005.  Computation results are summarized in Table 24. 

Table 24. Computed Potential Cigarette Industry Excise Tax Collection 

Excisable Number of Packs (in Millions) 
According to Price Band 

Year 

Computed Potential 
Cigarette Excise Tax 

High 
Collection 

 millions of Php) Mid-priced Low (20's) Low (30's) (in

2001 5,843 1 1 9 4,085 801 20,72
2002 6,772 14,184 21,777 819 2 
2003 5,321 10,310 2 16,228 594 
2004 4,810 10,264 2 15,663 587 
2005 14,660 1 22,991 6,998 ,322 11 

 

By Cigarette Br ng Av  Bra are  (Without Price Protection) 
Similar to the “By Cigarette Brand Using Available Brand Shares Data” methodology, 

the industry excise tax in this co tationa thod was estimated using the cigarette brand 
shares from 2001 to 2003 found in the Euromonitor (2005).  However, this methodology 
attempts to det igaret stry e tax collection figure that would 
have been collected had there been no price protection given to existing brands in 1997.  Price 
protection is the ing th  class on of each brand of cigarettes based on its 
average net retail price as of October 1, 1996, as set forth in Annex "D , shall remain in force 
until revised by Congress” (RA 84 , 1997

By disre rotection set forth by RA 8424, most of the brands would have had 
a different cla tion by now because of the increa in their net r ail price over the past 
10 years.  In order to termine the true cla tio  o thes protect  brands, the supposed 
net retail price (NRP) of each brand from 2001 to 2005 wa computed using the following 
formula: 

computing for the net retail price.  Again, just like the CGS method, it is assumed in this 
methodology that the wholesalers’ or distributors’ margin is insignificant. 

and Usi ailable nd Sh s Data

mpu l me

ermine the potential c te indu  excis

 law stat at “the ificati
"

24 ).  

garding the p
ssifica se 

f 
et
edde ss caifi n e 

s 

Net retail price = [Wholesale price/(1+VAT)] – BIR Tax Rate  

Note that the above formula ignores the distributors’ or wholesalers’ profit margin in 
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The wholesale price per pack of each brand (as shown in Table 25) was obtained 
through data collection.  BIR Tax Rate refers to the current tax rate applied by BIR on the 
differ

ing to BIR, locally produced 
cigare

ck. Cigarettes packed by hand are taxed at 
P0.448 per pack d have a rate of 
P0.40 per pack, but because of th  
P0.448 per pack. 

Table 25. Net Retail Price for Each Brand 

rand Pr

B
Tax 
R

VA Net il Pri
 

ent brands, and VAT is 12% of the manufacturer’s gross selling price (NRP + BIR tax) 
since data collected were 2007 prices. Using the formula shown above, the NRP is determined 
for 2007.  

For the other cigarette brands, the BIR tax rate will be applied since there is no way to 
identify those with protected prices. Other cigarette brands were also classified into the price 
bands (premium, high-priced, mid-priced, low-priced).  Accord

ttes do not contain the tobacco that is classified as premium, therefore the highest 
classification of local cigarettes is the high-priced. The low-priced cigarettes are either packed 
in 20’s or 30’s. Cigarettes packed by hand are packed 30 sticks per pack, while cigarettes 
packed by machine are packed 20 sticks per pa

 (as shown in Table 25).  In RA 8424, cigarettes packed by han
e 12% increase in tax rates in 2000, this rate increased to

B Wholesale 
ice 

IR 

ate 
T Reta ce 

(2007)

Marlboro 25.8 8.96 0.12 14.08 
Hope 1 8  9.8 .96 0.12 8.72

Champion 9.29 1.12 0.12 7 7.1

Philip 
orris 26.8 8.96 0.12 7 M  14.9

Winston 18.5 5.85 0.12 7 10.6
Camel 18 5 0.12 .6 10.47 
Astro 12.5 5.6 0.12 5.56 

Memphis 7.4 1.12 0.12 1.01 
Fortune 

Int' .12 .12 7.49 l 9.64 1 0

Other         
High   8.96     

Mid-priced   5.6     

Low         
20s   1.12     
30s   0.448     

 
In order to det the N om 2001 to 2005, the NRP of 2007 is subtracted by the 

NRP of 1997 (obtained from BIR  div y 10 t the ase 
years. The increme adde ach cros 10 ye nd the P from 2001 to 

ermine RP fr
) and ided b  to ge  incre in price across the 10 

nt is then d to e year a s the ars, a NR
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2005 

 26. Net Retail Price from 2001 to 2005 by Brand 

Band 

is extracted from this data. The NRP is used to classify the brand as premium, high, mid-
priced, or low.  

According to RA 8424, from 2000 to 2004, premium brands have an excise tax rate of 
P13.44 per pack, high-priced brands have a rate of P8.96 per pack, mid-priced brands have a 
rate of P5.6 per pack, and low-priced brands have a rate of P1.12 per pack.  In 2005, due to 
RA 9334, the tax rates for each of the classifications increased as follows: premium is taxed at 
P25 per pack, high-priced brands are taxed at P10.35 per pack, mid-priced brands are taxed at 
6.35 per pack, and low-priced brands are taxed at P2 per pack.   

The NRP and price classifications of the different brands are shown in Table 26.  Table 
27, on the other hand, shows the applicable tax rates of the different cigarette brands from 
2001 to 2005 without the price protection policy. 

Table

NRP Band NRP Band NRP Band NRP Band NRP Brand 
05 2001 2002 2003 2004 20

Marlboro premium 9.72 high 10.44 premium 11.17 premium 11.90 premium 12.62 
Hope high 7.91 high 8.04 high 8.18 high 8.31 high 8.45 

Champion 
high 5.61 

mid-
priced 5.87 

mid-
priced 6.13 

mid-
priced 6.39 

mid-
priced 6.65 

Philip 
Morris 10. premium 45 premium 11.20 premium 11.96 premium 12.71 premium 13.46 

Winston high 7.56 high 8.08 high 8.60 high 9.12 high 9.63 
Camel high 7.01 high 7.59 high 8.17 high 8.74 high 9.32 

Astro 
low 4.55 low 4.80 low 5.06 

mid-
priced 4.04 Low 4.30 

Memphis 0.73 Low 0.78 low 0.82 low 0.87 low 0.92 low 
Fortune 

Int'l 5.67 
mid-

priced 5.97 
mid-

priced 6.28 
mid-

priced 6.58 high 6.88 high 
 

Table 27. Tax Rates from 2001 to 2005 by Brand 

Tax 
Rate 

Tax 
Rate 

Tax 
Rate 

Tax 
Rate 

Tax 
Rate Brand 

          
Marlboro 8.96 13.44 13.44 13.44 25 

Hope 8.96 8.96 8.96 8.96 10.35 

Champion 
5.6 5.6 5.6 5.6 10.35 

Philip Morris 
13.44 13.44 13.44 13.44 25 

Winston 8.96 8.96 8.96 8.96 10.35 
Camel 8.96 8.96 8.96 8.96 10.35 
Astro 1.12 1.12 1.12 1.12 6.35 

Memphis 1.12 1.12 1.12 1.12 2 

Fortune Int'l 
5.6 5.6 5.6 8.96 10.35 
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The market share from 2001 to 2005 of each brand is shown in Table 7. Euromonitor 
(2005) provided the brand shares from 2001 to 2003. The brand shares for 2004 and 2005 
were estimated by e average market sh  2001 to 2003.  On the 
other hand, the other cigarette brands fied hers able re c ed as high, 
mid-priced, and low (as shown in Ta .  ark e fo  of three price 
classifications was then obtained by iplyin e ma share “othe n Table 7 
(4.20%, 5.00%, 5.90%, 5.03%, 5.03%) to the percentage distribution of cigarette sales 
according to price band in Table 8.  The values  2001 to 2004 in Table 8 were obtained 
from Euromonitor (2005), while 2005 values we
2004. Again, the cigarettes classified as low can either be packed i  or Therefore, 
multiplying the pe  of 20’s an  cig s pr d (a n in e 3) to the 
percentages of low-priced cigarettes found in T  (0. 0.92 6% %, 0.94%) 
will result in the are for low cigarettes packed i s and low cigarettes packed in 
30s for 2001 to 2005.  

The production for domestic consumption from 00  2 05
multiplied to the brand shares from 20  005 s ow T bl rder to determine 
the excisable number of cigarette sticks (in million of sticks) of each 
this amount into its equivalent number of packs, umb stick
according to the nu of sticks  a pack 0 sticks per pack or all th brands except the 
low-priced 30’s, wh have 30 sticks r pack he exc le nu r of c acks 
under each brand (in ion of packs) is shown in Table 9. 

The excisa of ciga ck ea d ( on s) is finally 
ultiplied to the applicable tax rate of the cigarette brand (refer to Table 27 for the tax rates) in 

order to determine the potential cigarette industry excise tax collection figures from 2001 to 

using th are of each brand from
(speci  as “ot ” in T  7) we lassifi
ble 7) The m et shar r each  these 
mult g th rket  of rs” i

from
re obtained by using the average of 2001 to 

n 20’s 30’s.  
r ecentag d 30’s arette

a
oduce
7

s show
%

 Tabl
ble 7 8%, , 1.0 , 0.88

market sh n 20

 2
h

1 to 0
a

, as shown in Table 1, is 
 01 to 2  (as n in e 7) in o

brand. In order to convert 
the n er of s of each brand is divided 

mber  in ; 2  f e 
ich  pe . T isab mbe igarette p
 mill

ble number rette pa s under ch bran in milli  of pack
m

2005 (as shown in Table 28). 
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Table 28. Computed Potential Cigarette Industry Excise Tax Collection (in millions) 
Computed Excise Tax Brand 

2001 2002 2003 2004 2005 
Marlboro 9285 12580 14028 13956 26956 

Hope 746 804 831 818 982 

Champion 
297 306 316 316 606 

Philip Morris 
508 472 487 506 976 

Winston  8821 7015 7129 7222 7354
Camel 3 4213 5053 403 4088 4116 
Astro 186 301  1515 262 257

Memphis 127 153  271 144 146

Fortune Int'l 
109 1 127 113 193 23

Other           
High 239 328 426 409 429 

Mid-priced 
576 688 826 682 834 

Low           
20s 33 40 48 39 75 
30s 0 0 0 0 0 

Total Computed 
Excise Tax 23,171 26 2  4,998 8,819 28,889 46,7 8 

 

By Cigarette Price Cat ng CGS and t t  ements  
This methodology ar to the fourth C e  Using 

CGS two me i th putation of the cigarette 
brand price net of VAT and the excisable numb a n e  m  where 
the wholesalers’ or dis ne le m a s a 1% 
wholesalers’ or distribu argin.  The ne e nd price was therefore 
revised as follows: 

Cigar r ’s in) 

egory Usi  Inven ory Da a From Financial Stat
 is simil  method “By igarett Price Category

From Financial Statements”.  The thods d ffer in e com
er of p cks.  U like th  fourth ethod

tributors’ margin is assumed gligib , this ethod ssume
tors’ m t-of-VAT cigar tte bra

ette Brand Price Net of VAT = Price per pack * (1 – % of Dist ibutor  Marg   
  
 

The cost per pack of a cigarette brand and the manufacturer’s weighted average cost per 
pack are computed in the same manner as the fourth method.  The formula for the number of 
cigarette packs removed/sold was then revised as follows: 

Number of Packs Removed/Sold =  Manufacturer’s CGS + Finished Goods Inventory

      (1+VAT) 

 
                                                    Manufacturer’s Weighted Ave. Cost Per Pack 
 

The idea behind the addition of finished goods inventory in the numerator is to account 
for removed inventories that have been transferred to the manufacturer’s warehouse facilities 
but have not yet been sold and charged as CGS in the company’s income statement.  Having 
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been remove therefore be 
included in the computation of the m er of pack ear.  

O bove-mentioned differences, the rest of the calculations in this 
methodology are the same as the urth method.  The following tables (Table 29 to Table 37) 
were relevant in coming up with e potenti e r this 
methodolog

T 9. F M

h y

d, these inventories have been assessed excise taxes and should 
anufacturer’s excisable numb s for the y

ther than the a
fo
 th al cigarette industry xcise tax figure unde

y: 

able 2 inished Goods Inventory of Cigarette anufacturers 

Finis ed Goods Inventor  Year Philip Morris Fortune Tobacco 
2001 - 589,121,063 
2002 - ,584,982 447 
2003 543, 4,782 ,61 412,871 972 
2004 888,751,310 61,710,310 
2005 1,023,949,017 862,105,328 

Note: L e has i
 

Price (per pack) of Cigarette Brands 

a Suert  no finished goods nventory 

Table 30. Price (per pack) of Cigarette Brands Net of VAT 

Net of VAT Company Brand 
2001 2002 2003 2004 2005 

M - 20.70 21.40 arlboro - 19.99Ph Phi is - - 7  2ilip Morris lip Morr 20.7 21.50 2.23 
Winston 13.35 13.85 5  14.3 14.85 15.35 
Camel 12.55 13.11 7  13.6 14.23 14.79 
Hope Luxury  6. .92 3  1 80 16 17.0 17.15 17.27 
Champion  6.69 6.95 7.20 7.45 7.71 
Fortune International 6.76 7.05 7.34 7.64 7.93 

Fortune Tobacco

0. .58 6  

 

Salem 3 01 34 39.1 43.73 48.31 
Astro 9.5 .82 7  10.56 8 9 10.0 10.31La Suerte 6.28 6.45 Memphis 6.32 6.37 6.41 

Source: BIR, Su ial Inc., We  Suysing Commerc lcome permart 
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Table 31. Sales and CGS of Major Cigarette Manufacturers 

  Philip Morris Fortune Tobacco La Suerte 
Cost of Goods 

Sold       
2001   21,363,363,498.00 ,12 9015,556 8,284.  
2002   22,791,714,242.00 16,845,668,147.71 
2003 14,756,898,308.00 22,957,520,556.00 3,183,233,642.22 
2004 20,555,361,800.00 26,044,274,595.00 24 6 1,730, 0,368.7
2005 23,322,399,470.00 23,088,844,888.00 ,81 0  9,328 7,610.9
Sales       
2001   24,905,936,808.00 17,776,915,756.45 
2002   26,758,558,714.00 ,0 07 19,205 62,394.
2003 17,811,546,601.00 26,954,340,822.00 3,293,224,146.54 
200 25 33, 30,121,565,199.00 38 9 4 ,380,2 301.00 1,431, 1,376.5
200 28 93, 26,320,725,488.00 ,6 .415 ,913,4 772.00  10,426 45,918  

N S an alue - Phi rris nly started pr   
o rette nd o 2. 

o CG
f ciga

d Sales v
s by the e

s in 2001
f 200

2002 for lip Mo  since it o oduction

 

T 32. C ute t pe k o ret nd

pac

able omp d Cos r Pac f Ciga te Bra s 

Cost/ k Company 
C ette

Brand 2001 2002 2003 2004 2005 
igar  

Marlboro   .56 76 2616  16.  17.  Philip Mo
Philip rris   17.21 17.41 7.93 

rris 
Mo 1

Winston .45 1.80 .22 .84 47 11 1  12 12  13.
Cam .77 1.17 .64 .30 .97 el 10 1  11  12 12
Hope Luxury  14.41 14.41 14.51 14.83 15.15 
Champion  5.74 5.92 6.13 6.44 6.76 
For
International  5.80 6.01 6.26 6.60 6.96 

tune 
Fortune Tobacco 

Salem 25.74 29.46 33.35 37.81 42.37 
Astro 8.38 8.62 9.73 12.47 9.45 La Suerte 
Memphis 5.50 5.55 6.15 7.75 5.77 
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Table 33. Weighte Cigarette Brands 

2002 2003 2004 2005 

d Average Cost per Pack of Major Manufacturers of 

2001 

Brand Market Cost per 
pack 

Market 
Share 

Cost per 
pack 

Ma
Shar

ost per 
pack 

Mark
Share pack 

rket 
Share 

Cost per 
pack Share 

rket C
e 

et Cost per Ma

Philip 
Morris                     

Marlboro - - - - 25.9 16.56 25.77 .77 17.26  16.76 25
Philip Morris - - - - 0.9 1 0.93 17.41 0.93 17.93 17.2
Weighted 
Ave. 
Cost/Pac - - 26.8 16.59 26.7 16.78 26.7 17.28 k - - 

Fortune 
Tobacco           

Winston 7 11. 0 2 12.22 20.37 .37 13.47 20. 45 20.4 11.8 0  12.84 20
Camel 11.9 10.77 11.7 11.17 11.4 11.64 11.67 .67 12.97  12.30 11
Hope Luxury  2.2 14.41 2.3 14.41 2.3 1 2.27 14.83 2.27 15.15 14.5
Champion  1.4 5.74 5.92 6.76 1.4  1.4 6.13 1.4 6.44 1.4 
Fortune 
Internatio 5.8 1 0 6.26 0.53 0.53 6.96 nal  0.6 0 0.5 6.0 .5 6.60 
Salem 5. 6 0 33.35 0.2 42.37 0.2 2 74 0.2 29.4 .2 37.81 0.2 
Weighte
Ave. 
Cost/Pack 37 11.17 36.5 11.55 35.8 11.98 36.44 13.22 

d 

12.59 36.44 
La Suerte           

Astro 4.4 8.38 8.62 9.45 6.9  5.8 9.73 5.7 12.47 5.7 
Memphis 5.50 3.23 5.77 3 3.5 5.55 3.2 6.15 7.75 3.23 
Weighte
Ave. 
Cost/Pac  7.2 8 8.46 8.93 8.93 8.12 

d 

k 7.4 1 10.4 7.5 9 10.76 
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Table 34. Number of Cigarette Packs Removed/Sold 

2001 
Company 

CGS Wt. Ave. Cost
pack 

 per Number of Cigarette Packs 
Removed/Sold 

Philip Morri - s - - 
Fortune Tob ,484,561.00 7 acco 21,952 11.1 1,964,442,337 
La Suerte ,128,284.90  15,556 7.21 2,156,855,348 
Total   4,121,297,685 

2002 

 CGS Wt. Ave. Cost per Number of Cigarette Packs 
d Removed/Solpack 

Phil - - - ip Morris 
Fortu ,696,689.00 11.55 ne Tobacco 23,376 2,023,830,060 
La Suerte ,845,668,14 9,37 16 7.71 7.58 2,221,16 2 
Total   4,244,999,432 
 2003 

 
CGS ve. C

pack
umberWt. A o

 
st per N  of Cigarette Packs

Removed/Sold 
 

Philip Morri 15,300,513,090.00 16.59 922,521,461 s  
Fortune Tobacco 23,370,392,528.0 11.98 1,950,619,972 0
La Suerte 3,183,233,642.22 8.46 376,235,501  
Total   3,249,376,934 

2004 

 CGS Wt. Ave. Cost per 
pack 

Number of Cigarette Packs 
Removed/Sold 

Philip Morris 21,444,113,110.00 16.78 1,277,642,126 
Fortune Tob 2,073,047,199 acco 26,105,984,905.00 12.59 
La Sue .76 rte 1,730,240,368.76 10 160,786,223 
Total   3,511,475,548 

2005 

 CGS Wt. Ave. Cost per 
pack 

Number of Cigarette Packs 
Removed/Sold 

Philip s 6,348, 0 .28 1,408,579,243  Morri 24,34 487.0 17
Fortu acco 0,950, 0 .22 1,811,751,685 ne Tob 23,95 216.0 13
La Su 8,817,6 0 .12 1,149,012,707 erte 9,32 10.9 8
Total   4,369,343,636 
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Table 35. Excisable Number of Cigarette Packs  

Number of Cigarette Packs 
Removed/Sold Exports (in packs) Excisable Number of Cigarette Packs 

2001 4,121,297,685 168,000,000 3,953,297,685 
2002 4,244,999,432 150,000,000 4,094,999,432 
2003 3,249,376,934 190,811,000 3,058,565,934 
2004 3,511,475,548 530,073,550 2,981,401,998 
2005 4,369,343,636 560,006,500 3,809,337,136 

 

Table 36. Excisable Number of Cigarette Packs for Each Price Band 

Price Band 
Year 

Excisable Number of 
Cigarette Packs  

(in millions) High Mid-priced Low (20's) Low (30's) 

16.80% 64.80% 18.42% 0.08%2001 3,953 664.15 2,561.74 728.07 3.29
18.80% 63.00% 18.18% 0.12%2002 4,095 769.86 2,579.85 744.59 4.80
20.00% 62.00% 17.85% 0.15%2003 3,059 611.71 1,896.31 545.97 4.57
18.53% 63.27% 18.08% 0.19%2004 2,981 552.45 1,886.33 538.98 5.72
18.53% 63.27% 18.12% 0.15%2005 3,809 705.87 2,410.17 690.26 5.71

Source: Euromonitor International 
 

Table 37. Computed Potential Cigarette Industry Excise Tax Collection 

Excisable Number of Packs (in Millions) 
According to Price Band 

Year 
High Mid-priced Low (20's) Low (30's)

Computed Potential Cigarette Excise 
Tax Collection 

(in millions of Php) 

2001 5,951 14,346 815 1 21,113 
2002 6,898 14,447 834 2 22,181 
2003 5,481 10,619 611 2 16,714 
2004 4,950 10,563 604 3 16,120 
2005 7,306 15,305 1,381 11 24,002 

 



Summary
There were six methods used to estimate the cigarette industry excise tax collection 

figure from 2001 to 2005. The results of the computations using these methods are shown in 
Table 38, as as th ual excise tax collection and collection goal of BIR for these years. 
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2001 1 17,9 8 22 08 0,729 1 13  9,424 41 20,19  20,0  24,5  2 23,17  21,1

2002 1 18,5 4 79 39 1,777 8 81  9,884 70 21,12  20,1 24,5  2 26,99  22,1

2003 1 20,7 1 68 84 6,228 9 14  9,695 31 22,02  21,2 24,3  1 28,81  16,7

2004 23,0 21,5 9 83 18 5,663 9 20  76 37 22,44  21,1 24,4  1 28,88  16,1

2005 23,3 25,7 0 51 79 2,991 8 02  77 34 26,37  23,3 27,8  2 46,74  24,0

Total 05,   99,4 2  03 5,7 7,388 154,625 ,130 10028 9          12106,063  112,16456  1
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V. Current Excise Tax Administration and Structure 
 
There are four major components under tax administration that may contribute the variation in 

excise tax collections. These are: 

resence of the ROOPS gives BIR the assurance that the cigarette manufacturing companies 
would

rettes. Most of the cigarette 
comp

dholder's bank account. 

 

• Revenue Officers on Premise (ROOP) 
• Frontloading Practice of Cigarette Companies 
• Advance Payment of Excise Tax by Cigarette Companies 
• Tax Policies 

 

ROOP  
The ROOP are the BIR representatives assigned to a company for the purpose of monitoring the 

removal of goods from production for tax assessment purposes.  They are also tasked to prepare regular 
production-related reports aimed at validating the regular reports submitted by the cigarette manufacturers 
to the BIR. 

The p
 comply with their tax obligations to the government.  However, connivance between the ROOP 

and the company they monitor remains an issue that needs to be addressed if leakages are to be 
minimized, if not eliminated.  

Frontloading 
Frontloading is the act of producing and removing products from production ahead of schedule to 

prior to the effectivity of a scheduled increase in the excise tax rate for ciga
anies increase their production towards the end of the year before the excise tax increase would be 

imposed so that they can avail of the lower tax rates. Since the items were removed before the excise tax 
increase, the old rates still apply. 

The BIR also reaps some short-term benefits from frontloading because they are able to collect a 
bigger amount of excise taxes.  Frontloading of companies increases the chance for BIR to reach or even 
exceed its target tax collection for cigarettes since more items are produced and removed than what is 
expected.  However, this also poses a problem for the BIR. The collection of excise tax on cigarettes is 
expected to go down sharply during the first few months of the following year as companies slow down 
their production to avoid huge inventories.  With slower production, excise tax collection will inevitably 
miss its target. 

Advanced Payment 
Advanced payment functions like a debit card. A debit card is a plastic card which provides an 

alternative payment method to cash when making purchases. Physically, the card is an ISO 7810 card like 
a credit card, however its functionality is more similar to writing a check as the funds are withdrawn 
directly from the car

Paying for excise tax manually every time items are removed can be impractical especially for the 
cigarette companies located far away from the BIR. Now, the payment of excise tax is more convenient
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for 
estimate  removed from the warehouse, the assessed 
exc
items w eir available balance since negative balances are not 
allo

collecti
future c met as companies remove items against these 
dep s
since th
remove

Tax
There were certain policies that could have affected the potential tax revenue collected by the 

gover

 the effectivity of R.A. No. 8240 shall not be lower than the tax, which is due from each brand 
n October 1, 1996.” These brands are taxed at a higher rate because of their classification at the time it 
as registered in 1996, although the rates being implemented presently may be lower.  The act also 
rovides price protection for brands registered on Oct. 1, 1996.  The classification of the brands registered 
 1996 will remain, disregarding the increase in net retail price of the brand. 

  Revenue Regulation No. 17-99 implements the National Internal Revenue Code of 1997 (RA 
424) related to the increase of the Excise Tax on cigarettes packed by machine by twelve percent (12%) 
ffective January 1, 2000.  

Republic Act 9334, effective in 2005, is an act increasing the excise tax rates imposed on tobacco 
roducts, amending certain sections of the National Internal Revenue Code of 1997.  As stated in RA 
424, tax rates will increase every two years beginning 2005.  The tax rate for cigarettes packed by hand 
om 2000 to 2005 will shift from P0.448 per pack to P2.00 per pack. The tax rates for cigarettes packed 
y machine from 2000 to 2005 will shift; for premium from P13.44 per pack to P25.00 per pack, for high 
om P8.96 per pack to P10.35 per pack, for mid-priced from P5.60 per pack to P6.35 per pack, and for 
w from P1.12 per pack to P2.00 per pack.   

I. Analysis and Interpretation 
The highest target collections among those presented in this report is that set through the fiscal 

ccounts for targeted. Tax deviations can be grouped into two types generically called Tax deviation 1 and 
x deviation 2. 

Tax deviation 1 compar s. These potential collections 
represent the computed tax collections from actual events such as production, consumption and removals. 
Tax deviation 1 may be attributed to inherent assumptions in target collections that include the following: 

the cigarette companies because they just have to maintain an account that would be enough for the 
d removals within a specified period. Once items are

ise tax would be deducted from the available balance of the company. The companies cannot remove 
ith an assessed excise tax amount beyond th

wed by the BIR. 

For the BIR, an obvious advantage is that the advanced payments collected jack up their actual 
on figure for a specific period, enabling them to “seemingly” meet the collection goal.  However, 
ollections are again affected and the goal is un

osit  in future periods.  Advanced payments also distort the actual collection performance of the BIR 
e monetary collection figures reported do not represent the true excise tax value of the items 
d. 

 Policies 

nment from the cigarette industry.  The implementing guidelines surrounding the law that mandated 
the shift from ad valorem to specific tax may have been a potential source of tax leakage.  As such, the 
succeeding paragraphs present a short description of the excise tax policies that govern the cigarette 
industry.   

The Tax Reform Act of 1997 or Republic Act 8424 is the act stating the shift from ad valorem to 
specific tax.  RA 8424 also states that “excise tax from any brand of cigarettes within the next three (3) 
years from
o
w
p
in

8
e

p
8
fr
b
fr
lo

V

a
ta

es target collections with potential collection
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1.

2. Macroeconomic assumptions such as inflation, exchange rates and GDP growth projections 
similarly unrealistically adjust the targets. 

3.
w

4. M  environment may not be equal 

m
5. T nd policies may also change. In one instance, the positive effects of a bill to 

improve tax collections were integrated into the target collections without waiting for the 
bill’s passing in the Congress.  

6. The legal strategies of tax avoidance can also explain tax deviation. Targeted tax collections 
may be over estimated when details such as a protection and other incentives are not 
considered.    

It may be noted that these assumptions can unrealistically raise or lower the target collections. It 
ossible therefore that potential collection can be higher than targeted collections. This is explained by 
vorable conditions that affect demand and production that were not anticipated and integrated into the 
recasts.  

Figure 4 shows a diagram where tax deviation is positive and assumptions of the forecasts were not 
alized. 

 

 
 

 
 
 
 
 
 
 
 
 
 
 

Figure 4. Break
 

 Historical data patterns and conditions are implicit in forecasted figures. If unrealized and 
unrealistic they may increase/decrease the targets. 

 Other forecasting errors include mathematical and theoretical assumptions on linearity, 
eighting and methods can affect targets. 
icroeconomic adjustments given the same macroeconomic

for various sectors, regions and industries. Using simple percentages assume that 
icroeconomic reactions are exactly the same. 
ax structure a

p
fa
fo

re

Tax 

 
 
 
 

deviation 1 

 

 

TARGET 
 

NS 

POTENTIAL 
 

COLLECTIONS 

COLLECTIO

 
 

 
DLSU  
Changed conditions/policies
 
Unrealized macroeconomic 
effects 
 

icroeconomic adjustments
 
Tax structure 
 

Other forecasting errors 
 
M

Tax avoidance
down of Tax deviation 1 

- 92 - 



Industry Assessment of the Philippine Cigarette Industry 

Tax deviation 2, on the other hand, occurs between potential collections and actual collections. This 
difference may be attributed to tax avoidance and tax evasion. Figure 5 shows the breakdown of deviation 
2 

1. ax avoidance in tax gaps represent the intentional and deliberate attempt by firms to avoid 
xation using lawyers and accountants that exploit weaknesses in tax laws and policies. 
his may include advances to hedge on tax rate increases. 

2. ax evasion includes all illegal activities also intentionally and deliberately undertaken by 
firms to reduce their taxes. These can be done with or without collusion with BIR 
personnel.   

 
 
 
 
 
 
 
 
 
 
 
 

Figure 5.Breakdown of Tax deviation 2 

 

 
From putations and analysis presented, it appears that the “tax evasion” portion of the gap or 

so called leakage, though still unquantified, seem to be insignificant for the cigarette industry compared to 
y be due to tax deviation 1.   
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Appendix 1. Master List of Registered Brands of Locally Manufactured Cigarettes 
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Legend: 
OB – included as attachment in the Tax Code of 1997 
VOB – variant of an old brand 
OB1 – included in implementing regulations (RR 1-97) 
OB3 – not included in the Tax Code of 1997 nor in its implementing regulations but included in the tax collection report 

prior to 1997 
NB – new brand registered on or after January 1, 1997 
VNB – variant of a new brand 

Source: (http://www.lawphil.net/administ/bir/rmo/rmo06_03anxa1.pdf, 2003) 
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Appendix 2. Historical Data on Annual Production, Consumption, Exports and Imports 
 

Year Cigarette Production 
(million of sticks) 

**Estimated 
Consumption 

(million of sticks)

Exports 
(million of sticks) 

Imports 
(million of sticks)

1960 19,541 19,547 5 11 
1961 20,364 20,376 4 16 
1962 20,793 20,799 2 8 
1963 22,887 22,889 2 4 
1964 25,442 25,449 2 9 
1965 27,665 27,680 2 17 
1966 30,301 30,433 2 134 
1967 32,559 32,811 2 254 
1968 36,968 37,412 3 447 
1969 37,808 37,904 4 100 
1970 39,671 39,777 6 112 
1971 41,988 42,104 6 122 
1972 45,777 45,812 12 47 
1973 51,194 51,239 18 63 
1974 41,453 41,535 13 95 
1975 49,158 49,208 31 81 
1976 50,950 51,102 12 164 
1977 51,373 51,484 6 117 
1978 50,920 51,135 3 218 
1979 55,273 55,476 2 205 
1980 58,810 59,005 5 200 
1981 61,843 62,104 4 265 
1982 70,025 70,195 121 291 
1983 57,812 58,070 85 343 
1984 58,562 58,348 379 165 
1985 62,335 61,915 805 385 
1986 60,722 60,104 777 159 
1987 64,710 64,109 809 208 
1988 66,850 65,895 1,165 210 
1989 69,700 68,924 1,104 328 
1990 71,750 68,386 3,840 476 
1991 70,710 68,160 3,150 600 
1992 67,710 67,145 1,400 835 
1993 71,350 76,520 1,700 6,870 
1994 65,100 77,549 1,531 13,980 
1995 57,000 60,508 897 4,405 
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1996 79,000 77,779 2,279 1,058 
1997 68,550 69,201 975 1,626 
1998 75,000 75,000 1,500 1,500 
1999 68,620 71,620 1,500 4,500 
2000 73,156 72,665 3,105 2,614 
2001 79,000 81,190 3,360 5,550 
2002 81,000 84,000 3,000 6,000 
2003 84,000 87,100 3,400 6,500 
2004 84,000 87,100 3,400 6,500 

Source: United States Department of Agriculture (USDA) 
 
** Consumption was calculated using the following formula:  
Cigarette Production + Import – Less Export = Consumption 
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Appendix 3. List of Government Regulations or policies related to the Tobacco and Cigarette 
Industry from 1990 to 2005.   
 

Regulation Brief Date of Issue 
RA 6956 

 
An act modifying the excise tax on distilled spirits, 
wines, fermented liquor and cigarettes 

June 18, 1990 

RA 8240  
 

An act shifting the excise tax rate from ad valorem 
tax to specific tax 

January 1, 
1997 

RA 8424 
 

An act defining the excise tax on tobacco products. 
Cigarettes packed by hand shall be levied, assessed 
and collected on cigarettes packed by hand a tax of 
Forty centavos (P0.40) per pack. While cigarettes 
packed by machines shall be levied, assessed and 
collected on cigarettes packed by machine a tax at 
the rates according to its net retail price.   
 

January 1, 
1998 

RA 8749 or 
Clean Air Act of 
1999 

Smoking inside a public building or an enclosed 
public place, including vehicles and other means of 
transport, or in any enclosed area outside of one's 
private residence, private place of work or any duly 
designated smoking area is hereby prohibited under 
this Act. 

June 23, 1999 

RR No. 17-99 An act implementing the National Internal Revenue 
Code of 1997 (RA 8424) relative to the increase of 
the Excise Tax on cigarettes packed by machine by 
twelve percent (12%) effective January 1, 2000 
 

January 1, 
2000 

RR No. 9-2003 
 

Amends certain provisions of RR No. 1-97 and RR 
No. 2-97 relative to the excise taxation of alcohol 
products, cigars and cigarettes for the purpose of 
prescribing the rules and procedures to be observed 
in the establishment of the current net retail price of 
new brands and variants of new brands of alcohol 
and tobacco products  
(published in Manila Bulletin on February 27, 2003)

February 26, 
2003 

 

RMO No. 6-
2003 
 

Prescribes the guidelines and procedures on the 
establishment of current net retail prices of new 
brands of cigarettes and alcohol products 

March 13, 
2003 

 
RA 9211 or 
Tobacco 
Regulation Act 
of 2003 

An act promoting a smoke-free environment, 
eventual banning of tobacco advertisements starting 
January 2007 and sponsorship starting January 2008, 
regulation of labeling of tobacco products, 
regulation of tobacco promotions, and smoking ban 
in public places 

June 23, 2003 
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RR No. 22-2003 
 

Implements the revised tax classification of new 
brands of cigarettes and variants thereof based on 
the current net retail prices  
(published in Philippine Star on Aug. 16, 2003)

August 13, 
2003 

 

RR No. 12-2004 
 

Provides the revised tax rates on alcohol and 
tobacco products introduced on or before December 
31, 1996, and those enumerated under RR Nos. 22-
2003 and 23-2003 
(published in Manila Standard on Dec. 31, 2004)

December 29, 
2004 

 

RA 9334  
 

An act raising the excise tax on tobacco and alcohol 
products 

January 1, 
2005 

RR No. 3-2006 Prescribes the implementing guidelines on the 
revised tax rates on alcohol and tobacco products 
pursuant to the provisions of Republic Act No. 
9334, and clarifies certain provisions of existing 
Revenue Regulations relative thereto  

January 5, 
2006 
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Appendix 4. Excise Tax Rates from various Government Regulations 
Effective 

Date 
Government 
Regulations 

Excise Tax Rates 

Jan 1, 
1990 

RA 6956 • Locally manufactured cigarettes with foreign brand: 55% tax rate 
• Other locally manufactured cigarettes: 45% tax rate 
• Existing registered wholesale price, including tax, does not 

exceed P4.00 per pack: 20% tax rate 
Jan. 1, 
1998 

RA 8424 Cigarettes packed by machines: 
• Net retail price per pack above P10.00: tax of P12.00 per pack 
• Net retail price per pack exceeds P6.50 but does not exceed 

P10.00: tax of P8.00 per pack 
• Net retail price per pack is P5.00 but does not exceed P6.50: tax 

of P5.00 per pack 
• Net retail price per pack is below P5.00: tax of P1.00 per pack 

Jan. 1, 
2000 

RR 17-99 • 12% increase on all tax rates of RA 8424 effective Jan. 1, 2000 

Jan. 1, 
2005 

RA 9334 Cigarettes pack by machine: 
• Net retail price per pack is below P5.00: tax is P2.00 per pack 
• Net retail price per pack is P5.00 but does not exceed P6.50: tax 

is P6.35 per pack 
• Net retail price per pack exceeds P6.50 but does not exceed 

P10.00: tax is P10.35 per pack 
• Net retail price per pack is above 10.00: tax is P25.00 

Jan. 1, 
2007 

 Cigarettes pack by machine: 
• Net retail price per pack is below P5.00: tax is P2.23 per pack 
• Net retail price per pack is P5.00 but does not exceed P6.50: tax 

is P6.74 per pack 
• Net retail price per pack exceeds P6.50 but does not exceed 

P10.00: tax is P10.88 per pack 
• Net retail price per pack is above 10.00: tax is P26.06 per pack 

Jan. 1, 
2009 

 Cigarettes pack by machine: 
• Net retail price per pack is below P5.00: tax is P2.47 per pack 
• Net retail price per pack is P5.00 but does not exceed P6.50: tax 

is P7.14 per pack 
• Net retail price per pack exceeds P6.50 but does not exceed 

P10.00: tax is P11.43 per pack 
• Net retail price per pack is above 10.00: tax is P27.16 per pack 

Jan. 1, 
2011 

 Cigarettes pack by machine: 
• Net retail price per pack is below P5.00: tax is P2.47 per pack 
• Net retail price per pack is P5.00 but does not exceed P6.50: tax 

is P7.56 per pack 
• Net retail price per pack exceeds P6.50 but does not exceed 

P10.00: tax is P12.00 per pack 
• Net retail price per pack is above 10.00: tax is P28.30 per pack 
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Appendix 5. Summary of Programs/Campaigns Against Smoking 
Year Programs/Campaigns 

Non-Comm Disease Control Service created & tasked to develop the National 
Smoking Control Plan as part of CVD program.  

1987 

World No Tobacco Day created 
1988 Philippine Airlines introduced a nonsmoking policy on all its domestic flights 
1989 Phil’s 1st anti-smoking ordinance in QC 
1992 Warning label on cigarette packs  (Consumers’ Act) 

A.O. #8 prohibiting smoking in DOH  1993 
The month of June of year is declared as “National No Smoking Month” 
Nationwide implementation of the DOH Smoking Control Program  1994 
Yosi Kadiri media campaign launched. 

1995 Tobacco Free Philippines (an NGO) was formed 
1997 Smoking cessation clinic at LCP   

Tobacco Control Secretariat created  
Tobacco Control Program Framework & National Plan of Action developed 
Clean Air Act  (sec.24, art.5) 
WHO mobilization for Framework Convention on Tobacco Control  (FCTC)             

1999 

Orchid for Ashtray Movement 
1st Children & Tobacco Congress held  
Tobacco Control Circle formed (multi-sectoral) 
Traveling exhibit “Be Smart, Don’t Ever Start” 
“Smoke-free Kids” advertisement  

2000 

Valenzuela City: Tobacco Free City     
I.R.R.  for Clean Air Act released 
Framework Convention Alliance formed 
Smoking cessation manual produced 

2001 

More LGU initiatives in support of tobacco control (Muntinlupa, 
Pateros,Cabadbaran, Agusan, Cebu City, etc.)    
Tobacco Control Management Team created  
Global Youth Tobacco Survey 
Smoke-free Sports MOA with PSC 
Memo to PMA to police its ranks 
Memo to PHIC to integrate TC in accreditation schemes 
Clean Air for DOH facilities 
Anti-Smoking Ordinance of Makati enacted 

2002 

More LGU initiatives 
Anti-Smoking Drive in Davao City 2003 
Smoking Cessation Program 

2005 Clean Air Ordinance (City Ordinance No.279) in Puerto Princesa 
Source: Tobacco Control in the Philippines (DOH) 
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Appendix 6. Financial Status of Different Cigarette Companies 

Year  Financial Information 
Associated 

Anglo-
American 

Fortune 
Tobacco 

Corporation

La Suerte 
Cigar and 
Cigarette 
Factory 

Mighty 
Corporation 

Philip Morris 
Philippines 

Manufacturing 
Inc. 

Total Assets  ('000)     19,223,749     3,293,158        240,728   -  
Total Liabilities ('000)     14,219,179     1,357,482        287,232   -  1998 
Stock Holders' Equity ('000)       5,004,570     1,935,676          48,200   -  
Total Assets  ('000)     21,021,702     3,028,432        290,178   -  
Total Liabilities ('000)     15,402,018        846,712        356,644   -  1999 
Stock Holders' Equity ('000)       5,619,684     2,181,720        (66,465)  -  
Total Assets  ('000)     22,416,487     4,103,664        317,300   -  
Total Liabilities ('000)     16,097,796     1,351,913        199,839   -  2000 
Stock Holders' Equity ('000)       6,318,690     2,751,751        117,462   -  
Total Assets  ('000)     21,631,728     5,149,950        331,824   -  
Total Liabilities ('000)     14,534,934     1,315,188        375,734   -  2001 
Stock Holders' Equity ('000)       7,096,794     3,834,762             (433)  -  
Total Assets  ('000)     22,637,094     5,991,491        358,888   -  
Total Liabilities ('000)     14,326,045     1,148,683        397,368   -  2002 
Stock Holders' Equity ('000)       8,139,038     4,842,808        (38,480)  -  
Total Assets  ('000)     24,377,923     5,047,611        395,644    17,438,500  
Total Liabilities ('000)     15,352,338        256,120        427,179      9,299,462  2003 
Stock Holders' Equity ('000)       9,025,585     6,313,615        (31,535)     8,139,038  
Total Assets  ('000)        355,837   29,587,786     4,674,419        382,025    20,686,306  
Total Liabilities ('000)        322,008   19,750,312        245,264        402,564    11,469,214  2004 
Stock Holders' Equity ('000)          33,829     9,837,475     4,429,156        (20,539)     9,217,092  
Source: Securities and Exchange Commission 
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