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Testimony in support of SB 1018 - Tobacco Product Manufacturers – Escrow Act – 

Alterations 

 

Every single cigarette sold to our residents represents a small damage to our community. It 

represents addiction, detrimental health outcomes, and dirtier streets. Nonetheless, some 

companies who are equally complicit in this danger have gone unscathed for far too long.  

 

Nonparticipating manufacturers, those who were not part of the Escrow Act and state settlement 

in 1998, do not have to pay into the Escrow account perpetually. It allows these companies to 

collect all interest accrued from their payments and allows them to get their money back in 25 

years. This has turned an important source of state revenue into a savings account for these 

companies, only contributing to lower prices that encourage addiction. When consumers see that 

one company offers much cheaper cigarette packages, they think of it as a deal, not as a health 

problem, and this can only lead to more people being entrapped by this industry.  

 

Thus, we look to create a more equitable environment for these companies to pay their debt to 

society, which they increasingly have a higher burden for. The price differential between 

participating and non-participating has heavily increased the market share of those who were not 

part of the settlement, as they boosted their sales 9 times over following the creation of the cigarette 

tax. Our tax revenues are consistently going down, but cigarette sales among the youngest 

populations have steadily grown in the past few years. This is clear evidence that the current system 

is no longer fit to tackle this issue properly.  

 

This legislation would thus restore a level playing field by requiring every manufacturer to make 

the same contributions for the same damage, regardless of their participation in the agreement. The 

more these companies grow, the more we condone the damage they have caused to our community 

in the past 25 years. Every company has to pay its fair share so that our healthcare costs don’t go 

up in smoke.  

 

For this reasons, I  respectfully request a favorable committee report on SB 1018. 
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This bill letter is a statement of the Office of Attorney General’s policy position on the referenced pending legislation.  For a legal or 
constitutional analysis of the bill, Members of the House and Senate should consult with the Counsel to the General Assembly, Sandy Brantley.  She 

can be reached at 410-946-5600 or sbrantley@oag.state.md.us. 
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March 13, 2024 

 
TO: The Honorable Pamela Beidle 
 Chair, Finance Committee 
 
FROM: John M. Leovy 

Assistant Attorney General, Office of the Attorney General 
 
RE: Senate Bill 1018 – Tobacco Product Manufacturers – Escrow Act – 

Alterations. 
 

The Office of Attorney General urges this Committee to report favorably on Senate Bill 
1018 – Tobacco Product Manufacturers – Escrow Act – Alterations. 

Senate Bill 1018 restores fairness and equity to Maryland’s cigarette market. It amends 
Maryland’s Tobacco Product Manufacturers Escrow Statute by removing a provision that allows 
companies that did not join the Master Settlement Agreement, or “MSA,” to use their escrow 
accounts to subsidize low cigarette prices and undersell their competitors. Senate Bill 1018 will 
thus fulfill the legislature’s intention when it enacted the Escrow Act, Bus. Reg. §§ 16-401–403, 
creating a level playing field for all the cigarette companies that compete in Maryland’s market. 

Maryland enacted the Escrow Act in 1999, the year after it signed the MSA. Cigarette 
companies that joined the MSA, called Participating Manufacturers (“PMs”), must end almost all 
cigarette advertising and pay Maryland and other States billions of dollars every year. These 
payments are to compensate the States for some of the past and future medical expenses incurred 
from treating their residents for the diseases cigarettes cause. As a result, Participating 
Manufacturers must raise their prices to finance their settlement payments. This creates a market 
opportunity for companies that do not join the MSA, called Nonparticipating Manufacturers 
(“NPMs”), to undersell the PMs.  
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Intending to level the playing field between the PMs and the NPMs, Maryland and other 
States enacted the Escrow Act, which requires all cigarette companies to make a choice. They must 
either become a PM and comply with the MSA’s financial obligations or remain an NPM and 
deposit funds into an escrow account roughly equal to the settlement payments that they would 
have to make to the State and leave the funds there for 25 years. 

In the last 25 years, NPMs have collectively deposited more than $10 million in escrow 
accounts for the cigarettes they have sold in Maryland. NPM cigarettes make Marylanders just as 
sick, and strain Maryland’s health care system, just as much as the PMs’ cigarettes do. The NPMs’ 
escrow accounts are assets held by the NPMs, which expect to recover every penny 25 years after 
they deposit it. NPMs also earn interest on the money in their escrow accounts, which they use to 
underwrite their business and sell cigarettes at prices lower than the PMs can. As one NPM recently 
boasted, they use the interest “to offset business expenses.”  

The chart below illustrates why the current law favors NPMs and why the legislature needs 
to establish equity in the cigarette market by enacting Senate Bill 1018. 

 

 

Both packs of cigarettes, PM and NPM, are subject to the same amount of Federal Excise 
Tax and State of Maryland Excise Tax. Where they differ is in that top level. The PMs pay about 
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90 cents per pack pursuant to the MSA and the money goes to Maryland’s Cigarette Restitution 
Fund.1 But the NPMs deposit about 86 cents per pack and the money goes not to Maryland, but 
into an escrow account owned by the NPM, and they use the money, including interest earned, to 
subsidize their low-priced cigarettes. Those cheaper cigarettes drive up Maryland’s smoking rate 
and cost Maryland’s taxpayers more money treating people sickened and killed by NPM cigarettes. 

The 25-year roll-out period will start soon, and the escrow accounts, which were intended 
to impose costs on NPMs and make funds available to States should they bring certain claims 
against NPMs, are now subsidizing low-priced cigarettes. This leaves Maryland’s taxpayers to foot 
the bill for the costs associated with the NPMs' cigarettes. Senate Bill 1018 will put an end to this 
plan by restoring the level playing field between PMs and NPMs that Maryland’s legislature 
intended when it first enacted Maryland’s Escrow Act almost 25 years ago.  

Senate Bill 1018 is also carefully drafted to avoid any risk to the State’s future MSA 
settlement payments. If any future court or tribunal determines that the amendments contained in 
Senate Bill 1018 is are unconstitutional or otherwise invalid, it provides that the current statute 
immediately snaps back in place as if it had not been amended. 

The most important feature of Senate Bill 1018 is that it requires NPMs to pay the same 
amount of money they now use to underwrite their cigarette business to the State of Maryland 
instead. Senate Bill 1018 will achieve the goals the legislature set 25 years ago, and bring equity 
to a cigarette marketplace that is now out of balance. The chart below illustrates what will happen 
if the legislature enacts Senate Bill 1018:  

 
1 These settlement payments of 90 cents per pack pay only a small percentage of what cigarettes 
cost Maryland’s taxpayers every year.  Data obtained from the Maryland Department of Health 
demonstrates that in 2022 the health-care costs paid by Maryland’s Medicaid program amount to 
$5.74 per pack. 
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By enacting Senate Bill 1018, Maryland can restore equity in Maryland’s cigarette 
marketplace by creating the level playing field that the legislature intended when it enacted 
Maryland’s Escrow Act a quarter of a century ago. The Office of the Attorney General strongly 
urges a favorable report on Senate Bill 1018 is.  
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OPPOSE SB 1018 

 

Written Statement Submitted on Behalf of Seneca Distributions LLC Concerning SB1018 

 

I am a Mohawk Native American and the sole owner of Seneca Distributions, LLC.  I submit this 
written statement on behalf of Seneca Distributions in opposition to SB1018. 

Seneca Distributions is a distribution company I founded in 2013.  I began my career in 2006, 
working as a marketing representative for the Seneca brand of products in traditionally Native 
markets throughout the United States.  After seven years, and traveling extensively throughout 
the U.S., I made the decision to start my own business and focus my efforts in the mid-Atlantic 
region of the U.S. 

I am a single mother who has dedicated days, nights, and weekends over the last 10 years to my 
business, sometimes sacrificing time with my daughter so that the business could survive and 
continue.  From humble beginnings where I was the only worker, Seneca Distributions now 
employs 30 people.  Over the years, and developing the market for Seneca products in Maryland 
and surrounding areas, I have learned extensively about the tobacco market in Maryland and 
beyond.  I witness and experience firsthand each day which manufacturers have products in the 
market, and what these manufacturers do to sell their products on a daily and quarterly basis. 

I am very familiar with Maryland’s Escrow Statute, and the compliance it requires from Grand 
River Enterprises (the manufacturer of the Seneca cigarettes we distribute).  I understand that the 
Escrow Statute currently requires Grand River to deposit approximately $8.90 per carton for 
each carton of Grand River cigarettes that Seneca Distributions sells in Maryland.   

I am also very familiar with the marketing and pricing competition of a certain group of MSA 
manufacturers that are commonly referred to as “Exempt MSA Companies.”  Grand River’s 
products compete extensively with these Exempt MSA Companies, and my daily, monthly, 
quarterly, and annual business depends critically on my ability to compete with the marketing 
and pricing of these Exempt MSA Companies.  I see their prices in the market every day, and I 
witness firsthand the competitive advantage they have to price their products in the states and 
regions in which we compete.  Through Seneca Distributions’s dedication, goodwill, and plain 
hard work, our minority-owned and disadvantaged company has been able to survive in the 
market just enough to stay in business. 

Having worked with and modeled our business around the Escrow Statute which has been in 
place for over 20 years, SB1018 now proposes to change the Escrow Statute in a way that will 
upset and materially affect the competitive balance that exists and has existed in the Maryland 
market.  SB1018 will keep the escrow requirements in place, but also impose an assessment on 
Grand River’s products much like a tax.  The effect of the assessment will be to raise the cost 
and price of Grand River’s products in the market, to levels at which Seneca Distributions cannot 
compete with the Exempt MSA Companies.   I know of no reason or basis to impose this 
increased regulatory cost on the products we distribute, when our principal competitors make no 
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equivalent or even remotely comparable payments to or for the benefit of the MSA States, 
including Maryland. 

After having been told for 10 years that Maryland law required Seneca Distributions and its 
products to comply with a fixed set of rules and requirements, and having forged and built our 
business in reliance on those rules and requirements, we do not see any basis to change those 
rules and requirements – particularly in a manner that discriminates in favor of a select few and 
privileged companies that stand to further benefit from an already discriminatory and biased 
regulatory regime.  SB1018’s unfairness and anticompetitive effects will shut the door on 
competition from smaller and Native-owned businesses such as Grand River and Seneca 
Distributions, and likely shut Seneca Distributions’ doors altogether.  For these reasons, we 
respectfully ask the Legislature to reject SB1018 in every respect. 
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Grand River Enterprises 
Six Nations Ltd. 
PHONE (519) 445-0919 
FAX (519) 445-0257 

The Honorable Pam Beidle, Chair Senate Finance 
3 East, Miller Senate Office Building 
Annapolis, Maryland 21401 

The Honorable Guy Guzzone, Chair Senate Budget &amp; Tax 
3 West, Miller Senate Office Building 
Annapolis, Maryland 21401 

P.O. Box 760 
2176 Chiefswood Rd, 
Ohsweken, Ontario CANADA 
NOA 1M0 

March 11, 2024 

RE: Opposition To Senate Bill 1018 "Tobacco Product Manufacturers - Escrow Act - Alterations" 

Dear Chairpersons Beidle and Guzzone: 

Grand River Enterprises Six Nations, Ltd. ("Grand River") submits the following written statement in opposition to SB 
1018. 

Grand River is a tobacco product manufacturer wholly owned by Native Americans who are members of the Six Nations, 
more commonly known as the Iroquois Confederacy. Grand River's products are sold under the brand name "Seneca," 
and they are imported into the U.S. from Grand River's factory located on the Six Nations of the Grand River Reserve, in 
Ohsweken, Ontario, Canada. We wish to provide the legislature with a history and backdrop of Grand River's business 
and compliance with the Maryland escrow law that has been in place for over 20 years. The changes to that law 
proposed in SB 1018 would have dramatic adverse effects both on Grand River and the multiple businesses, Native and 
non-Native, that distribute these products and the products of similarly situated manufacturers and businesses. In 
particular, they would require Grand River and similar companies to make direct payments to the State as though 
they had agreed to the terms of the Master Settlement Agreement (discussed below) but without any (i) specific claim 
or adjudication of any wrongdoing by them and (ii) without any of the benefits conveyed to the companies that settled 
with the States, including Maryland. 

Grand River started out as a partnership and then assumed its current corporate form in 1996. Grand River's business 
model then and now includes production of tobacco products for distribution in the U.S. and Canada. In 1998, however, 

46 States (including Maryland) and the major U.S. tobacco product manufacturers entered into a settlement agreement 
known as the "Master Settlement Agreement" or "MSA." The MSA settled claims brought against these major 
manufacturers arising from their marketing practices, including lying about the addictiveness of their products, 
manipulating the nicotine content of their products, and targeting their marketing to youth with these addictive 
properties in mind. The settlement provided a full release to these accused companies in return for their annual 
settlement payments to the MSA States. 
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When negotiating the MSA, the accused companies were concerned that, when they raised their prices to make the 
annual MSA payments, they would lose market share to smaller companies that were not sued nor accused of any 
wrongdoing. All of this is detailed extensively in the record of a lawsuit that Grand River and other companies brought in 
federal court commencing in 2002 against 30 States, including Maryland. To accommodate the accused companies, the 
States (including Maryland) agreed to two things in the MSA. First, the States agreed to allow a select few manufacturers 
such as the companies now known as Liggett Group LLC, ITG Brands LLC, and Japan Tobacco International USA Inc. to 
join the MSA within 90 days of November 1998 (the MSA's effective date) with a perpetual exemption from the MSA's 
payment requirements, amounting to 100s of millions of dollars each year, for any volume of cigarettes they sell that 
does not exceed 125% of their 1997 market share or 100% of their 1998 market share, whichever is greater. Herein, 
Grand River refers to these companies as the Exempt Companies. 

Second, the States agreed to include in the MSA a model law - which is the law that is proposed to be amended by SB 
1018. The model law, commonly referred to as the "Escrow Statute," has been adopted in each MSA State (including 
Maryland) and requires companies that do not join the MSA (such as Grand River) to deposit money into an escrow 
account for each of their cigarettes sold in Maryland. These companies are called Non-Participating Manufacturers 
(NPMs) - manufacturers that have not joined the MSA nor been sued or accused of the wrongdoing committed by the 
accused manufacturers that settled the claims against them under the MSA. The amount deposited into escrow by 
NPMs is based on the equivalent amount they would have to pay if they joined the MSA WITHOUT ANY EXEMPTION; and 
the funds are held for 25 years and can be used or accessed by a State only if a State sues and obtains a judgment 
against (or settles with) an NPM for the type of wrongdoing settled under the MSA. 

As mentioned, Grand River, along with other companies, initially sued multiple states in federal court, claiming that the 
MSA and its Escrow Statute were unfair, unconstitutional, and anticompetitive on multiple grounds. The Exempt 
Companies mentioned above, for example, receive hundreds of millions of dollars in payment exemption under the 
MSA. This exemption relieves these MSA companies from making any payment requirement under the MSA up to the 
amounts mentioned above; and as MSA participants they are exempted completely from making any escrow payments 
that are required to be made by NPMs under current law or from paying any assessment proposed under SB 1018. GRE 
and the other NP Ms currently on the Maryland Tobacco Directory were never offered, and they do not and cannot 
benefit from, any payment exemption similar to that given to these Exempt Companies. Indeed, in its 2022 annual 
report, the corporate parent of two Exempt Companies - Liggett Group LLC and Vector Tobacco Inc. - boasts to 
shareholders about the competitive advantage it receives under the MSA, noting how it will maximize value in the 
following way: 

• "Capitalize on our tobacco subsidiaries' cost advantage in the United States cigarette market due to the 
favorable treatment that they receive under the Master Settlement Agreement ("MSA")" 

Elsewhere in the report, the company reports: 

• "Under the MSA reached in November 1998 with 46 states and various territories, cigarette manufacturers 
selling product in the U.S. must make settlement payments to the states and territories based on how many 
cigarettes they sell annually. Liggett, however, is not required to make any payments unless its market share 
exceeds its grandfathered market share established under the MSA of approximately 1.65% of the U.S. cigarette 
market. Additionally, Vector Tobacco has no payment obligation unless its market share exceeds approximately 
0.28% of the U.S. cigarette market. We believe our tobacco subsidiaries have gained a sustainable cost 
advantage over their competitors as a result of the settlement." 

When confronted about this clear disadvantage to NPMs, the States have argued through their MIT Health Economist, 
Jonathan Gruber, that the NPMs are not disadvantaged by the Escrow Statute vis-a-vis these Exempt Companies 
because among other things the Escrow Statute operates as a forced savings, which NPMs may invest to earn income, 
and the principal is returned to the NPMs after 25 years_ For these reasons, it has also been argued that the Escrow 

Statute does not operate as a tax on NPMs because the funds deposited into escrow remain the property of a NPM and 
are never paid to the States. 
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Following these arguments and positions, the litigations brought by NPMs against multiple States, including Maryland, 
were either dismissed or discontinued. NPMs such as Grand River and those others on the Maryland Tobacco Directory 
proceeded in reliance on and grounded in the foundation and position taken by the States that the Escrow Statute 
merely implemented a regulatory regime of "forced savings" through non-taxation of NPMs. In short, the NPMs adapted 
to compete with those "privileged" and "favored" companies that received exemptions under the MSA, and they found 
a way to survive in a market heavily favoring these Exempt Companies. Even with the earnings NPMs make on their 
forced savings accounts and the 20+ year reliance expectations created by both the terms of the Escrow Statute and the 
States' 20+ years of arguments and positions surrounding that law, the exemptions given to the Exempt Companies 
allow them to price their products in the Maryland market for less than what NPMs can price their products. The 
competitive balance is delicate and precarious. To now transform the escrow obligations into a tax assessment 
and taking would, in effect, impose a triple detriment to NPMs and create another unfair advantage for these Exempt 
Companies. 

In short, we ask the Senate inquire of the proponents of SB 1018 as to why the bill is needed and why now? Has any 
impact study or data been presented to show a competitive imbalance or other reasons that would justify SB 1018 in the 
face of the anticompetitive and discriminatory treatment outlined above? 

For example, the Escrow Statute currently requires each NPM to deposit into escrow for 25 years approximately $8.90 
per carton for each carton of the NPM's cigarettes sold in Maryland. Exempt Companies (whose products are already 
priced lower than NPM products) get away with paying $0 for any carton of cigarettes they sell in the U.S. (including 
Maryland) that is under 100% of their 1998 market share or 125% of their 1997 market share, whichever is greater. 

In short, SB 1018 proposes to target for extinction NPMs such as Grand River through unfair, anticompetitive, and 
unconstitutional means, and no reasonable or acceptable explanation exists to consider or adopt SB 1018 in the face of 
such injustice. 

Respectfully submitted, 

Donald Ferrigan 
Purchasing Director 
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March 13, 2024 

The Honorable Pam Beidle, Chair Senate Finance  
3 East, Miller Senate Office Building 
Annapolis, MD 21401 
 
The Honorable Guy Guzzone, Chair Senate Budget & Tax 
3 West, Miller Senate Office Building 
Annapolis, MD  21401 
 
 
Re: Opposition to Senate Bill 1018 “Tobacco Product Manufacturers - Escrow Act - Alterations”   

            
Dear Honorables Beidle and Guzzone, 
 
Please find below a brief outline of arguments in opposition to Maryland Senate Bill 1018 (“SB 1018”) for your 

consideration by Cheyenne International, L.L.C., (“Cheyenne”), a small tobacco company located in Grover, North 

Carolina. Cheyenne is a non-participating manufacturer (“NPM”), meaning it is not a signatory to the 1998 Master 

Settlement Agreement (“MSA”) between several settling states, including Maryland, and many large tobacco 

companies.      

SENATE BILL 1018 DOES NOT ACCOMPLISH ITS STATED PURPOSES 

In its preamble to SB 1018, the State makes the following four supporting points: 

1. Prevent manufacturers from deriving large short-term profits and then becoming judgment-proof; 

2. Require tobacco product manufacturers to internalize the health care costs imposed on the State by 

cigarette smoking; 

3. Increase the price of cigarettes to reduce smoking rates, particularly among the youth of the State, 

consistent with State policy to discourage underage smoking; and  

4. Serve as partial compensation for the financial burdens imposed on the State by cigarette smoking. 

If enacted, SB 1018 would not accomplish any of these four objectives. SB 1018 only serves to enrich those larger 

cigarette manufacturers that are signatories to the MSA, which stand to gain new smokers.  

It is important to understand that the State’s existing MSA charges on cigarettes manufactured by small business 

manufactures, like Cheyenne, are already equal to the MSA charges on manufacturers that are parties to the Master 

Settlement Agreement. Like the participating manufacturers, NPMs are required to pay MSA charges into an escrow 

account for the benefit of the State. Importantly, these MSA deposits are payments - not fictional charges or 
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accounting accruals - and the NPMs do not have access to these amounts. As with the MSA charges on the 

participating manufacturers, the NPM MSA charges are subject to various adjustments each year so that NPMs pay 

the same amount as the participating manufacturers and do not have a price advantage.  The “equity fee” that SB 

1018 seeks to impose on NPMs would not be subject to any of the participating manufacturer MSA adjustments 

(e.g., the NPM Adjustment which reduces the annual charge that the participating manufacturers pay) and thus is 

nothing more than special tax on non-participating manufacturers. Consequently, cigarettes sold by non-

participating manufacturers would be more expensive than those sold by participating manufacturers.  This would 

not discourage smoking.  Rather, it only induces smokers to switch brands.   

If the State genuinely desires to reduce smoking as stated in its purposes for SB 1018, then it should impose a tax on 

all cigarettes to make all cigarettes more expensive.  Taxing only a subset of cigarette brands merely encourages 

smoking of different brands of cigarettes, namely those manufactured by participants to the MSA.  

Next, contrary to the State’s first stated purpose, NPMs, like Cheyenne, do NOT derive large short-term profits with 

the possibility of becoming judgment-proof in the future.  As explained above, the Model Escrow Statute, which 

Senate Bill 1018 seeks to amend, requires non-participating manufacturers to pay into an escrow account for the 

benefit of the State the same amount that the participating manufacturers pay to the State. Pursuant to the Model 

Escrow Statute, these escrowed funds exist “[t]o pay a judgment or settlement on any released claim brough against 

such tobacco product manufacturer by the State of Maryland[.]” This escrow construct was intentionally designed 

by the settling States (including Maryland) and the participating manufacturers in 1998 and incorporated into the 

MSA to specifically equate the annual payment non-participating manufacturers make to that made by the 

participating manufacturers. Thus, the Model Escrow Statute, which has existed for almost 25 years, already 

prevents the non-participating manufacturers from “deriving large short-term profits and then becoming judgment-

proof” (SB 1018’s first stated objective) and requires the non-participating manufacturers to “internalize the health 

care costs imposed on the State by cigarette smoking” (SB 1018’s second stated objective). 

The State also seemingly asserts that the measure would prevent youth initiation of cigarette products. If that is the 

goal, the State should target the PMs, rather than NPMs. As outlined by the Centers for Disease Control (“CDC”) as 

recently as 2018, youth do not smoke brands manufactured by NPMs. Rather, “the top three brands usually smoked 

among cigarette smokers in all middle school grades combined were Marlboro (38.3%), Newport (21.4%), and Camel 

(13.4%). In 2017, the CDC more fully outlined the remaining cigarette brands used by youth. In order, these were 

Pall Mall, Maverick, Santa Fe, Winston, and Kool. All of these brands are manufactured by the participating 

manufacturers. SB 1018 does not correct youth initiation of NPM brands, as the evidence establishes there is none. 

Lastly, SB 1018 would not “serve as partial compensation for the financial burdens imposed on the State by cigarette 

smoking.”  The State will lose over $1.5 million in 2025 from the effects of SB 1018, as confirmed by the State’s 

Comptroller’s Office.  The State’s Department of Legislative Services estimates that SB 1018 would raise only 

$450,000 annually from NPM equity fees.  This is due to the fact that NPMs sell very few cigarettes that are 

consumed in the State.  However, the State’s Comptroller’s Office will incur at least $2 million to adjust its computer 

systems to account for the equity fee.  This is a loss of over $1.5 million!  This supports the fact that SB 1018 only 

servers to financially reward the participating manufacturers, who stand to win with SB 1018. The State stands to 

lose money by enacting SB 1018. 

In closing, I appreciate the opportunity to present my company’s objections to SB 1018 and if you have any 

questions regarding my arguments against SB 1018, please do not hesitate to contact me.  
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Best regards, 

 

 

David Scott 
CEO 
Cheyenne International, LLC 

 


