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as the e-cigarette industry evolves, 

so do opportunities and challenges 

for distributors.

B y  B o B  G a T T y

electronic cigarette products, with 
skyrocketing sales over the past two years, 

are providing a solid profit center for many 
AWMA distributors. It’s a trend many expect 
to last, although growth may moderate as the 
category matures and the industry shakes out.

As the e-cigarette industry evolves with con-
solidations and entries by major tobacco com-
panies, the impact is being felt in warehouses 
across the country. New, related products, 
including e-hookahs, liquid vapor flavors and 
related products, are appearing on retail shelves, 
often posing challenges for distributors.

Meanwhile, cities, counties and states nation-
wide are either implementing or considering 
restrictions and/or taxation of e-cigarette prod-
ucts, all actions that will directly influence prod-
uct sales and, very possibly, affect distributor 
operations. And, while all of this is happening, 
e-cig manufacturers, distributors and retail-
ers await the Food and Drug Administration’s 
(FDA) regulatory shoe to drop.

According to AWMA’s C-Metrics™ data, 
e-cigarette warehouse-delivered sales jumped 
200.1 percent during the 52 weeks ended Feb. 
8, 2014, over one year ago. Even so, they still 
hold only a 5 percent share of the OTP cat-
egory, although that share is expected by many 
distributors and analysts to grow. That is hap-
pening while the cigarette share of warehouse-
delivered c-store sales has decreased from 68 
percent in 2010 to 66 percent in 2013, project-
ed by C-Metrics™ to be 61 percent in 2013.

“What is really amazing that with legislation 
pending in so many states, these products con-
tinue to hold their own,” says Keith Canning, 
managing partner, Pine State Trading Co., 
Gardiner, ME. “Growth has penetrated more 
and more stores, but it has slowed a little. But 
the turn on the product and the pull is what is 
exciting. The pull rate where we have distribu-

The Vapor 
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Profits



convenience Distribution™  |  March / april 2014   43

t O b a c c O  c at e g O r Y  u P dat e

tion is steady, and I think we are going to see 
an increase in all categories, including dispos-
ables, kits and vaping.”

While some distributors are approaching 
the category fairly conservatively pending 
an announcement from the FDA, others are 
aggressively moving forward to leverage the 
opportunity that currently exists.

“All of this provides new, profitable prod-
ucts and we’re taking advantage of it,” says 
Canning. “Look at the average sales per store 
per week and look at the profit this is generat-
ing for the distributor. Any additional sales 
increase is absolutely near and dear to any dis-
tributor—especially when so many depend on 
tobacco for 65 to 70 percent of their sales. It 
is sticking and continuing to grow, and as the 
major companies continue to make inroads, I 
expect it to increase.”

“On a large scale, the liquids and vapor-
izers are starting to get some attention,” says 
Andy Batt, vice president of merchandising at 
Eby-Brown Co., Naperville, IL. “Everybody 
is anxiously waiting for the FDA to make their 
position clear on e-cigarettes, flavors and liquids 
and products of that nature. There is a growing 
market and we see the major tobacco companies 
taking a major share of that business.”

Batt says Eby-Brown’s e-cigarette and 
related products have seen “double and triple 
digit growth” He believes that as big tobacco 
expands its presence in the category, conve-
nience distributors will benefit because of their 
ongoing relationships with those companies.

DsD concerns
However, some distribution concerns currently 
exist, adds Batt, noting that certain manufac-
turers of e-cigarettes and related products offer 
direct programs to retailers or ship through 
DSD companies, such as novelty distributors, 
rather than tobacco distributors.

“We would like to see customers buy these 
products from us as opposed to direct store 
delivery (DSD) companies,” he says.

Industry consultant David Bishop, Balvor 
LLC, Barrington, IL, said Feb. 26 during a 
session on e-cigarettes and OTP during the 
AWMA Marketplace & Solutions Expo in Las 
Vegas, that many of the vaping products are 

circumventing distributors and being distributed 
directly to retailers.

“That makes reporting and accurate syndi-
cated data hard to pick up for this emerging 
component,” he commented, because those 
data sources do not pick up refillable vapor-
izers. “Distribution is very low in this channel, 
but don’t mistake low with small. I think we 
are likely to see this business migrate to include 
e-hookahs and vaporizers to a larger degree.”

In a recent AWMA survey on e-cigarette 
issues, to which 20 companies that distribute the 
products responded, some distributors indicated 
they are seeing e-cigarette suppliers circumvent-
ing the distribution channel to sell directly to 
retail in their market areas.

“When we’ve tried to survey new brands, 
our sales force has found them already placed at 
retail,” one respondent said. However, another 
noted, “Most of the brands we sell do not 
market direct to retail. We have partnered with 
companies looking to establish distribution in 
our channel. There are companies that are selling 
product out of their car, the ‘Trunk Slammer.’ 
We will not partner with those companies.” 

Overall, the survey showed a 2013 sales 
increase range of from less than 5 percent to 

“ What is really amazing that 
with legislation pending in so 
many states, these products 
continue to hold their own.”

—Keith Canning, managing partner,  
Pine State Trading Co., Gardiner, ME

“ On a large scale, the liquids 
and vaporizers are starting to 
get some attention.”

—Andy Batt, vice president of merchandising 
at Eby-Brown Co., Naperville, IL
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what about Pot?

Does the possibility of widespread legalized marijuana sales offer a  

potential profit opportunity for distributors?

B y  B o B  G a T T y

Hey dude…
There may be some reason to believe that as 

increasing numbers of states consider legalizing 
recreational marijuana, distributors with tax 
stamping capabilities could find themselves with 
a new profit opportunity.

Whew…really dude?
That’s the view of at least one distributor, 

Keith Canning, managing partner at Pine 
State Trading Co., Augusta, ME, who’s been 
intrigued with the idea ever since Colorado 
and Washington have acted to legalize the 
substance.

“As soon as the federal government takes 
a position on the states that have legalized it, 
when you look at the resources, infrastructure 
of the distributor and the decline in sales of 
combustible cigarettes, I would think distributors 
would be remiss if they didn’t look at the 
potential of the product,” he says. “That’s the 
attitude and approach we are taking as it works 
through the federal level. If there is a decision 
in Washington, we would anticipate some sort 
of play in leveraging the assets of logistics and 
distribution against that opportunity.”

Frank Davoli, director of sales and marketing 
at Richmond-Master Distributors, Inc. South 
Bend, IN, takes a similar position.

“If it becomes legal, we would have to look 
at it carefully and make our decision,” he tells 
Convenience Distribution™. “We’re in the 
distribution business. We look at the growth 
with vaping products, and originally, I didn’t 
really want to get into them. But at the end of 
the day, we’re in the business of filling the needs 
of our customers.”

Cool, man…
There may be some hope from the feds, at 

least under the current administration, which 
in mid-February greenlighted banks to finance 
and do business with legal marijuana sellers, 
a decision that could further legitimize the 
industry. So now, legal weed distributors will be 
able to secure loans and create accounts with 
major banks, which have largely stayed away 
from those businesses.

That decision, according to The Washington 
Post, eliminates a key roadblock facing 
marijuana sellers, who can now legally conduct 
business in 20 states and the District of 
Columbia without worrying about FBI agents 
handcuffing them and taking them off to 
the hoosegow. In addition to Colorado and 
Washington, 18 states allow the sale of medical 
marijuana, also in violation of federal law.

The hands-off attitude by the feds became 
evident last year when the administration 
said it would not challenge Colorado’s and 
Washington’s legalization of the drug or enforce 
the federal law against its sale and use if the 
states carefully oversaw marijuana sellers there 
and did not sell to minors.

Continues on page 46.
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what about Pot? Continued from page 44.

Essentially, the feds were simply saying they 
had bigger fish to fry—like maybe chasing down 
terrorists or other really dangerous bad guys.

What does David Bishop, managing partner 
at the consulting firm, Balvor LLC, Barrington, 
IL, think about the opportunity for convenience 
distributors?

“I think it is a very low probability,” he says. 
“If you talk to convenience retailers in states 
where it is legal, they can’t even apply for the 
retail license because the dispensaries that are 
licensed by the state can only sell that product, 
so convenience stores are not able to sell it.”

Maybe someday the smoke will clear and 
those restrictions will change.

“Why shouldn’t c-stores be eligible to 
sell recreational marijuana?” Bishop asks. 
“That’s a fair question. The regulations could 
change. Convenience stores have a clear track 
record of doing a heck of a job of compliance 
with tobacco laws, and selling marijuana 
could be a high dollar business with a 
product that takes up very little space. And 
perhaps manufacturers will begin developing 
commercial marijuana sticks. But whether 
they can go there legally, or even want to, is a 
big question.”

We shall see.
Hey, dude…really…I’m not smoking  

anything. 

1,000 percent (for a company that just began 
selling the products in the fourth quarter of 
2012). Responding companies said they source 
e-cigarettes from two to 15 companies, but 
many at the upper end predicted that number 
would shrink as the industry consolidates.

In fact, one distributor who said it sells 
products from four suppliers commented, 
“We’ll let it grow to maybe six to eight ven-
dors until we zero in on the most successful, 
and then see if we can cut it back.” Another, 
which sells products from nine companies, said 
that will “grow as technology improves.”

Bishop says the e-cigarette and vaping prod-
ucts DSD problem often stems from retailers 
attending a trade show and being offered an 
attractive deal. So, he [the retailer] either has 
the vendor ship directly to his store(s) through 
a commercial package delivery company or he 
goes to a novelty DSD distributor who may 
agree to carry the product.

“Some larger e-cigarette vendors are saying, 
‘We landed a 30-store chain and we went to the 
distributor and asked if they could supply it, and 
the distributor said no.’ So, they go to UPS,” 
explains Bishop. “You have some manufacturers 
trying to establish retail presence in the U.S. 
and they need a distribution partner. But the 

“ Distribution is very low in this 
channel, but don’t mistake 
low with small. I think we are 
likely to see this business 
migrate to include e-hookahs 
and vaporizers to a larger 
degree.”

—David Bishop, managing partner,  
Balvor LLC, Barrington, IL

“ The retailers that are having 
the most success with 
e-cigarettes are the ones who 
are treating it as a dedicated 
category. They have done the 
best job of taking advantage 
of growth in the category.”
—Judy Hong, managing partner, Goldman, 

Sachs & Co., New York, NY



48   March / april 2014  |  convenience Distribution™

t O b a c c O  c at e g O r Y  u P dat e

c-store distributor isn’t necessarily going to 
carry every brand that’s out there because they 
are focused, rightly so, on increasing efficiency 
and maximizing the SKUs that they are 
carrying. They say, ‘We are not necessarily in the 
business of carrying all brands.’”

Bishop predicts this problem will eventually 
shake out—especially once states begin 
imposing taxes on e-cigarettes and related 
products. If tax stamps are required, novelty 
DSD vendors do not have that capability, 
he notes, forcing those products through 
distributors with tax stamping capabilities.

“I think the complexity of having to drop 
ship to all of those stores will prove to be too 
much for many e-cig manufacturers and that 
will probably fade away,” he says. “And for the 

Fda Orders company to Halt tobacco 
Product Sales

The U.S. Food and Drug Administration (FDA) on 
Feb. 21 ordered Jash International to stop further 
manufacturer and sale of four tobacco products, 
which the agency says are not substantially 
equivalent to products commercially marketed as 
of Feb. 15, 2007, known as “predicate products.”

It was the first such action taken by the FDA 
under authority of the Family Smoking Prevention 
and Tobacco Control Act. The products involved 
are Sutra Bidis Red, Sutra Bidis Menthol, Sutra 
Bidis Red Cane, and Sutra Bidis Menthol Cone. 
They may no longer be sold or distributed in 
interstate commerce or imported into the United 
States.

According to the FDA, Jash International 
did not meet the requirement of the Tobacco 
Control Act to be able to sell the products in the 
U.S. Under that law, regulated products were 
allowed to stay on the market if companies 
submitted an application to the FDA by March 
22, 2011. If the company fails to provide the 
necessary information to show that their product 

is substantially equivalent to a predicate 
product, the FDA has the authority to prevent 
it from being sold or distributed in interstate 
commerce.

In this case, the FDA said Jash International 
did not identify eligible predicate products as 
required for the agency to perform its review.

“Because the company failed to meet the 
[law’s] requirement, the FDA’s decision means 
that, regardless of when the products were 
manufactured, these four products can no 
longer be legally imported or sold or distributed 
through interstate commerce in the United 
States,” said Mitch Zeller, director of the FDA’s 
Center for Tobacco Products.

The FDA said existing inventory may be 
subject to enforcement action, including 
seizure, without further notice, from companies 
that continue to sell and distribute the 
products. However, the FDA said it would not 
take enforcement action against retailers for 30 
days on purchased products in inventory.—BG

novelty distributors, if a state starts to impose 
excise taxes where you need stamping capabili-
ties, then those non-tobacco distributors will get 
out of the business because they don’t have the 
stamping presses and will not want to make the 
investment.”

So, in effect, the idea of states imposing 
taxes on electronic cigarettes ironically could 
benefit convenience distributors, since it 
could force more e-cigarette business their 
way. However, Bishop points out, it could 
also dampen usage and sale of the product if 
it becomes too expensive.

Take advantage of opportunity
Meanwhile, Bishop encourages distributors not 
to be overly cautious about handling electronic 
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cigarettes and related products, even though 
the FDA has not yet acted.

“Waiting for the FDA, risk flows both 
ways,” he says. “There is the risk of getting 
regulated out of the business, but there is 
also the risk now of not taking advantage of 
an opportunity that right now is perfectly 
legal.” By waiting, he cautions, distributors 
could cede lucrative e-cigarette product 
business to competitors and have difficulty 
regaining it should the FDA chose not to 
impose restrictive regulations.

He points out that once the FDA 
announces draft guidance there will be a 
comment period. Then, the agency will draft 
final regulations, which will be published. 
Then, there most likely will be a transition 
period to “work down” inventory on 
hand. So, he argues, there will 
be plenty of opportunity to 
respond, if necessary, so 
no sense in losing out on 
legal sales now.

Although Bishop 
and other industry 
experts believe 
vaporizers and open 
systems that allow 
consumers to add liquid 
flavors and the flavors 
themselves may have a 
good chance of facing FDA 
regulations, he says, “Even if 
the regulations come out tomorrow, 
there likely would be a series of years to 
transition if the rules went against the 
segment, so the cost of not selling those 
products is greater than doing it.” 

In the Expo session, Bishop and Judy 
Hong, managing partner, Goldman, Sachs 
& Co., noted that while industry argues 
that vaping is better for a person’s health 
than smoking, government and other 
groups argue for the need to protect others 
from the potential dangers of secondary 
inhalation.

They pointed out that at the federal level, 
restrictions have been imposed on airlines 
and Amtrak and that many states, cities and 
counties have instituted similar restrictions 
or are considering them. Restrictions 

range from minimum age requirements, to 
advertising, and whether or not consumers 
may purchase online or self-serve.

In addition, they said, it is only a matter 
of time before the products get taxed, with 
the major questions being whether they are 
classified as an OTP product, a new class 
of OTP, or something different. Other 
questions involve what taxation method 
should be used. For example, Minnesota 
taxes at 95 percent of the wholesale cost, 
just as they do OTP. As a new class of 
OTP, Oklahoma taxes e-cigarettes at 30 
percent versus 60 percent for all other OTP 
products. And, South Carolina proposes a 5 
cent per ml tax on liquid nicotine, requiring 
manufacturers to add ml information to 

their shipment data. The tax in 
South Carolina is not to exceed 

10 percent of the cigarette 
tax rate, which is 57 cents 

per pack.

Tax and 
regulatory 
Developments
“E-cigarettes are still 
in infancy,” says John 

Northdurft, government 
relations director for the 

Heartland Institute, a free-
market policy think tank based 

in Chicago. “Big cities are open 
to heavy-handed regulations, but I 

don’t think the suburbs are as quick to jump 
on the regulatory bandwagon.”

Heartland Institute was one of the groups 
criticizing Chicago officials for enacting 
a smoking ban in January that prohibits 
e-cigarettes in bars, restaurants and most 
other indoor public places. New York City 
passed a similar prohibition in December.

Meanwhile, Los Angeles, San Francisco 
and the state of California are expected 
to consider e-cigarette regulations later 
this year. Twenty-seven states already have 
banned the sale of the product to children, 
according to the National Conference of 
State Legislatures.

In January, the U.S. Surgeon General 
issued a report, “The Health Consequences 
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of Smoking—50 Years of 
Progress”, in which it concluded 
that cigarette smoking kills nearly 
half a million Americans per year, 
and that if current rates continue, 
some 5.6 million children will die 

prematurely of smoking-related 
causes.

Such concerns are precisely 
why many distributors oppose 
excessive taxes or restrictions on 
e-cigarettes.

“I don’t think they should be 
sold to consumers under legal 
age or necessarily available as self-
serve,” says Batt. “But when it 
comes to regulating or excessively 
taxing or restricting places where 
they can be used, those types of 
regulations are unfortunate and 
in some instances draconian. 
There have been arguments made 
by some that e-cigarettes are 
less harmful than combustible 
cigarettes. Rather than restricting 
them, should we be talking about 
less harmful forms of nicotine 
delivery?”

All of this comes at a time 
when consumers are reacting 
favorably to electronic cigarettes, 
according to the 2014 American 
E-Cigarette Etiquette Survey.

According to that report, 
63 percent of Americans say 
they would not be bothered by 
someone using an electronic 
cigarette in close proximity, while 
25 percent said they would object 
to someone using the device 
nearby.

The survey also showed 
that 58 percent of respondents 
approved of allowing e-cigs to 
be used at sporting events, 47 
percent at malls, 45 percent at 
restaurants and bars, 35 percent 
in the office, 35 percent on public 
transportation, 29 percent in a 
movie theater and 26 percent 
on an airplane. The survey was 
sponsored by the electronic 
cigarette company, Mistic. It was 
conducted by Harris Interactive 
between Dec. 12 and 15, 2013, 
among 1,011 Americans ages 18 
and older. 

Bob Gatty is contributing editor 
to Convenience Distribution™ 
and founder of G-Net Strategic 
Communications. He is AWMA’s 
vice president of communications.


