FISCAL NOTE

STATE OF ALASKA Fiscal Note Number: 1
2001 LEGISLATIVE SESSION Bill Version: CSHB 228(L&C)
(H) Publish Date: 4/20/01
Revision Date/Time (Note if correction): Dept. Affected: Revenue
Title: Sale of Tobacco Products BRU: Revenue Operations
Component: Tax Division
Sponsor: Representative Harris
Requester: House Labor and Commerce Committee Component Number: 2476
Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2002 FY 2003 FY 2004 FY 2005 FY 2006 FY 2007
Personal Services
Travel
Contractual
Supplies
Equipment

Land & Structures

Grants & Claims

Miscellaneous
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

[CAPITAL EXPENDITURES [ | | I I | |

[CHANGE IN REVENUES ( )] [ | | I I |

FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health

Other (Specify Type)
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2001) cost: 0.0
Check this box (X) if funding for this bill is included in the Governor's FY 2002 budget proposal: |:|

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)

See attached
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Agency Department of Revenue
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Department of Revenue Bill Analysis
HB 228 — Tobacco Enforcement - April 13, 2001 - FN#1

The Department of Revenue supports HB 228, which would increase the penalties for
selling cigarettes to individuals under the age of 19 and give the Department of
Revenue new tools to enforce the nationwide Master Settlement Agreement (MSA)
signed by the major cigarette producers and states.

Under the provisions of the MSA, entered into and subsequently adopted by the State of
Alaska under AS 45.53, cigarette manufacturers that did not sign the MSA
(nonparticipating manufacturers) must establish and fund escrow accounts for the
benefit of the State of Alaska. If the state fails to enforce this provision of the MSA, the
state can be sued by manufacturers that signed the MSA (participating manufacturers)
and could potentially lose some or all of its payments under the agreement.

Alaska expects to receive approximately $28 million each year from the MSA, provided
the payments are not reduced for failing to enforce the provisions of the agreement.

The following sections of HB 228 would enhance the Department of Revenue’s ability to
protect the state’s revenue from the MSA:

Section 3. Disclosure of information for compliance with the tobacco product
Master Settlement Agreement.

The Department of Revenue is responsible for determining the amount of escrow
payments that must be made by each nonparticipating manufacturer each year. The
information used to determine the amount of the escrow payments comes from cigarette
tax and tobacco product tax returns filed with the Department of Revenue. The
Department of Law is responsible for suing those nonparticipating manufacturers that
fail to make escrow payments. Although the Department of Revenue may provide
information to the Department of Law at the time an official investigation begins, it is
precluded from sharing this information with other states and entities that may aid the
Department of Revenue in enforcing the MSA. We believe this section of the bill is
needed to allow for increased sharing of information with the Department of Law and
other entities, such as the National Association of Attorneys General and the Federation
of Tax Administrators. Both of these agencies are heavily involved with aiding states in
enforcing the provisions of the MSA.
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HB 228 - FN#1

Section 4. Notification of noncompliance; confiscation of noncomplying
cigarettes.

The MSA was recognized and adopted by the State of Alaska effective June 3, 1999.
For the period June 3, 1999, through December 31, 1999, the Department of Revenue
identified 23 nonparticipating manufacturers that sold cigarettes into Alaska. Of these
23 nonparticipating manufacturers, only three have established and funded escrow
accounts as required in AS 45.53. Section 4 of this bill would prohibit the state’s
cigarette and tobacco products licensees from importing and selling cigarettes made by
nonparticipating manufacturers that have failed to comply with AS 45.53. This provision
is needed to aid in the enforcement of the MSA and protect Alaska’s current and future
payments under the MSA.
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