Tobacco and Terror:

How Cigarette Smuggling is Funding our Enemies Abroad

Prepared by the Republican Staff of the
U.S. House Committee on Homeland Security
U.S. Rep. Peter T. King (R-NY), Ranking Member
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! Staff interview with New York State Department of Taxation and Finance officials, New Y ork City, December 2007.
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2 Framework Convention Alliance, “How big was the illicit tobacco problem in 2006?" Geneva, 2007.

% Framework Convention Alliance, “Factsheet: February 2008.” http://www.fctc.org.

* Bartlett, Bruce. “Cigarette Smuggling,” National Center for Policy Analysis, Brief AnalysisN. 43, October 30,

2002.

® Staff interview with New Y ork State Department of Taxation and Finance officials, New Y ork City, December

2007.
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® Joossens, L. “Combating the Illegal Tobacco Trade from a Public Health Perspective,” presentation at the World
Health Organization expert Committee on the Illicit Tobacco Trade, Geneva, September 2006.

" Staff interview with Federal and NY State law enforcement officers, New Y ork City, December 2007.

8 Billingslea, William, Senior Intelligence Analyst, Bureau of Alcohol, Tobacco, Firearms, and Explosives. “lllicit
Cigarette Trafficking and the Funding of Terrorism,” The Police Chief, val. 71, no. 2, February 2004.

® Staff interview with Federal and NY State law enforcement officers, New Y ork City, December 2007.
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54, 000 cartons of contraband mgarette seized in Queens New York
by New York State Department of Taxation and Finance and Nassau County Police
Source: New York State Department of Taxation and Finance

10 Staff interview with New Y ork State Department of Taxation and Finance agents, New Y ork City, December
2007.

! Required by the New Y ork State Cigarette Marketing Standards Act, N.Y. Tax L. §§ 483-484.

12 Staff interviews with New Y ork State Department of Taxation and Finance agents, New Y ork City, December
2007 and Bureau of Alcohol, Tobacco, Firearms and Explosives, phone, April 2008.



Dissecting Cigarette Smuggling in NYC:
Profits per Carton at each level of Operation

Carton of premium brand
manufacturer at §26
Whaolesaler buys carton adds $15
from Manufacturer at $26
(NY State Tax)
The City and State loses A
[ approximatety
sckd §1.00 $33in unpaid taxes also adds $15
(Wholesaler's Profit on sale fo for every illicit carton of —} (NY Gity Tax)
Nﬂﬁvemmihnﬁesenrsﬁm} cigarettes sold |
Reservation Wholesaler buys carton
purchases carion from Stamping Agent:
at 827 cost now $56
add £3.00
{Profit kept by Reservation) add $2.17
| (Profit kept by Wholesaler)
Smugglers purchase
carton for 530
agd $3.60
(State Basic Tax)
| At £14 proiit per cartor,
gk high Hfmt;omr
Profit bl dhopinietl
( keprwai*mmm{_ e shybodinae e
contraband cigareties carton legally for
Srmugglers attach
$1.00 counterfeit LT
stamps and sel to
Retail Qutlets
in New York City add $5.25
for 345 (average refailer profii)
| A percentage of these retailer
add §22 profits, a5 well as smuggler
(proiit kept by retailer) profits, are often sent to Hamas,
Hezhollah and al Qaeda T
cartuntguc:am?uﬂ bt kgt ]
for roximatel
for approx ﬂPPmT ¥
367
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13 Staff telephone interview with Bureau of Alcohol, Tobacco, Firearms, & Explosives, November 2007. See also
http://www.usdoj.gov/opa/pr/2004/March/04_ag_141.htm.
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Convicted smuggler Mohamad Hammoud

(Clockwise from left) Counting illicit tobacco
profits; as a youth in Lebanon; and meeting with
Hezbollah Leader Hassan Nasrallah

1‘5‘ Reinholz, Mary. “In Brief; U.S. Charges Owner of Indian Smoke Shop,” New York Times, August 15, 2004.
Ibid.
16 Staff telephone interview with New Y ork State law enforcement officials, December 2007.
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Y Staff interview with New York State Department of Taxation and Finance agents; Bureau of Alcohol, Tobacco,
Firearms , and Explosives agents; and federal interagency task force law enforcement agents, December 2007. See
also http://tobaccofreecenter.org/smuggling_factsresources, “lllicit Trade: Questions and Answers.”

'8 The City of New York v. Milheim Attea & Bros,, Inc., Civil Action No. 06-CV 3620, Amended Complaint, Eastern
District of New York, p. 7.

¥ New York State’s policy of forbearance as outlined in a letter from the Office of the Attorney General, State of
New York, to U.S. Digtrict Court, Eastern District of New York regarding City of New York v. Milhelm Attea &
Bros, Inc., et al., 06 CV 3620 (CBA) dated September 24, 2007: Since the administration of Governor Pataki, the
Department of Taxation and Finance has pursued what courts have referred to as a policy of non-enforcement, or
forbearance, regarding collection of the excise taxes due on cigarettes sold on Indian reservations to non-tribal
members.
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2 Davis, K., Farelly, M., Li, Q., & Hyland, A. “Cigarette Purchasing Patterns Among New York Smokers,
Implications for Health, Price, and Revenue,” for the New York State Department of Health, March 2006.
http://www.health.state.ny.us/prevention/tobacco_Control/docs/cigarette purchasing_patterns.pdf

2 Staff interview with New York State Department of Taxation and Finance agents, New York City, December
2007.

2 Staff interview with aNew Y ork State confidential informant, New Y ork, December 2007.

2 http://www.health.state.ny.us/prevention/tobacco_Control/docs/cigarette_purchasing_patterns.pdf.

2 Khan, Daryl. “28 arrested in cigarette-smuggling operation,” New York Newsday, September 2, 2005.

* Staff interview with aNew Y ork State confidential informant, New Y ork, December 2007.
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% Moe v. Confederated Salish and Kootenai Tribes, 425 U.S. 463 (1976).
" \Washington v. Confederated Tribes of Colville Reservation, 447 U.S. 134 (1980).

% Oklahoma Tax Commission v. Citizen Band Potawatomi Indian Tribe, 498 U.S. 505, 512 (1991).

% Narragansett Indian Tribe v. Rhode Island, 407 F.3d 450 (1% Cir. 2005).

% Deloronde v. New York State Tax Commission, 142 A.D.2d 90, 535 N.Y.S.2d 209 (3d Dep’t 1988).
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%! Citizen Band, 498 U.S. at 514.
% The City of New York v. Milheim Attea & Bros,, Inc., Civil Action No. 06-CV 3620, Oral Arguments,
Eastern District of New Y ork, p. 40.
%The City of New York v. Milheim Attea & Bros., Inc., Civil Action No. 06-CV 3620, Oral Arguments,
Eastern District of New Y ork.
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3 O'Donnell, Michelle. “Tax on Sales at Indian Reservations Blocked,” The New York Times, November 16, 2004.

11
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A typical advertisement for duty-free cigarettes
New York Post, Saturday, April 12, 2008

13
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37 Testimony of Dr. Matthew Levitt, Senior Fellow and Director of Terrorism Studies, The Washington Institute for
Near East Policy, before the Senate Committee on Homeland Security and Governmental Affairs, May 25, 2005.

% Brisard, Jean-Charles. “ Terrorism Financing,” Report prepared for the President of the Security Council, United
Nations, New Y ork, December 19, 2002, p. 6.
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