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W TNESS REG STER

JCEL G LBERTSON, Commi ssi oner
Departnent of Health and Social Services

Juneau,

POSI TI ON STATEMENT:
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JOHANNA BALES, Excise Audit Manager
Tax Division

Departnent of Revenue

Anchor age, Al aska

POSI TI ON STATEMENT:  Expl ai ned provisions in HB 538 and proposed

anendnent s.

ELI ZABETH LUCAS, State President
AARP
Juneau, Al aska

POSI TI ON STATEMENT: Testified in support of HB 538.

DONA W LLI AMB

Teens Agai nst Tobacco Use (TATU)

Juneau, Al aska

POSI TI ON STATEMENT: Testified in support of HB 538

M CHELLE TOOHEY, Director of Public Advocacy
American Lung Association of Al aska

Anchor age, Al aska

POSI TI ON STATEMENT: Testified in support of HB 538

M CHAEL J. ELERDI NG Owner
Nort hern Sal es Conmpany of Al aska, Inc.
Ket chi kan, Al aska

POSI TI ON  STATEMENT: Testified on HB 538; spoke about the
effects of adopted and proposed amendnents on his business.

DAN BOONE
Honmer, Al aska
POSI TI ON STATEMENT: Urged passage of HB 538.

DARW N BI VER

Anchorage Cabaret Hotel Restaurant & Retailers

( CHARR)
Anchor age, Al aska
POSI TI ON  STATEMENT: Testified in opposition

enphasi zing the need for education instead.

EM LY E. NENON, Al aska Advocacy Manager
Aneri can Cancer Society
Anchor age, Al aska

to

POSI TI ON STATEMENT: Testified in support of HB 538.

VERA JAMES
Al aska Native Heal th Board ( ANHB)
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Anchor age, Al aska
POSI TI ON  STATEMENT: Conveyed ANHB' s support for HB 538 and
cited statistics relating to Al aska Native yout h.

BOYD McFAI L

Anchor age, Al aska

POSI TI ON  STATEMENT: Testified that he doesn't favor the tax
increase in HB 538; agreed with the need for education and
requested an exenption for prem umcigars and pipe tobacco.

PATRI CIl A SENNER, Fam |y Nurse Practitioner
Anchor age, Al aska
POSI TI ON STATEMENT: Testified in support of HB 538.

ACTI ON NARRATI VE

TAPE 04-46, SIDE A
Nunmber 0001

CHAI R TOM ANDERSON cal | ed the House Labor and Conmerce Standing
Commttee neeting to order at 3:30 p.m Represent ati ves
Ander son, Gatto, and Rokeberg were present at the call to order;
Represent ati ves Crawford and Qut t enberg arrived shortly
t hereafter. Representatives Dahlstrom and Lynn arrived as the
nmeeting was in progress.

HB 538- TOBACCO TAX; LI CENSI NG PENALTI ES

[ Cont ai ns di scussion pertaining to SB 368, the conpanion bill]

CHAI R ANDERSON announced that the first order of business would
be HOUSE BILL NO. 538, "An Act relating to taxes on cigarettes
and tobacco products; relating to tax stanps on cigarettes;
relating to forfeiture of cigarettes and of property used in the
manuf acture, transportation, or sale of wunstanped cigarettes;
relating to licenses and licensees under the Cigarette Tax Act;
and providing for an effective date." [HB 538 was sponsored by
the House Rules Standing Conmittee by request of the governor
before the commttee was CSHB 538( WM . ]

Number 0100

JCEL G LBERTSON, Conmm ssioner, Departnent of Health and Soci al
Services, presented HB 538, a $1-a-pack increase in the tobacco
tax that is part of the governor's fiscal package. I ncreasi ng
t obacco- product excise taxes is an effective tool in reducing
tobacco consunption and health inpacts, he told nenbers.
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Calling tobacco the nunber-one health threat facing the state,
he said it's a leading cause of disability, illness, and death.
Since the tax increase in 1997, when the "$1 per pack" was
i npl enented, five years of data have shown a 30 percent decline
in cigarette consunption in Al aska. He lauded this
acconpl i shnment of the previous |egislature and the advocates who
wor ked for that increase.

COWMM SSI ONER G LBERTSON poi nted out that young people especially
stand to gain fromthis |egislation. Increasing the unit price
for tobacco products is one of the nost effective ways to
prevent young Al askans from begi nning to snoke, he said, noting
that individuals usually begin snoking at an early age, thereby
starting a lifelong addiction. Hi ghlighting the sensitivity of
youths to price increases, he predicted a $1-a-pack increase
will add to the 50 percent decline in snoking by youths seen
since the 1995 Youth Risk Behavior Survey, which he called a
statistically valid survey, and the 2003 survey conpleted year.

COMM SSI ONER G LBERTSON reported that in the |ast cal endar year,
t hrough stepped-up enforcenent of the Synar program a decline
occurred from 30.2 percent to 10 percent in ternms of illegal
sales to mnors. A further 15 percent drop in youth-snoking
rates expected from this legislation would translate to 1,800
| ives saved from premature death due to tobacco consunption

Number 0290

COW SSIONER G LBERTSON said increasing the price of tobacco
products is an effective public health and policy tool to
increase the health of adult Alaskans as well. He predicted the
result that 3,500 adult snokers will finally choose to quit and
avail thenselves of cessation services provided by the State of
Alaska and in partnership with the [Alaska] Tobacco Control
Al liance (ATCA). For every 3,500 snokers who quit, he said, an
estimated 800 will be saved from snoki ng-rel ated deat hs.

COMWM SSIONER G LBERTSON noted that vul nerabl e popul ati ons
include infants who are subjected to in utero exposure to high
nicotine |levels; he suggested that snoking by expectant nothers
woul d be reduced significantly by this legislation, resulting in
850 babi es spared from such exposure in the next five years.

COMWM SSIONER G LBERTSON also predicted a great inpact anong
Al aska Natives, who experience a 44 percent snoking rate.
Noting that the Al aska Native Health Board and the Al aska Native
Tribal Health Consortium support this Ilegislation for that
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reason, he reported having worked cooperatively through the
tribal organizations and the ATCA to target prograns towards the
Native community. He remarked, "W need to do nore, and we wl|
do nore going into the future, but this legislation wll help
the Native popul ation disproportionately, ... another reason why
this is good |l egislation.™

COW SSIONER G LBERTSON cited a 1998 study that showed $133
mllion 1in tobacco-related nedical expenditures in Alaska
because of tobacco consunption, as well as $137 mllion in |ost
productivity just from deaths - not i ncluding breaks,
disability, or illness. Noting the |arge nunber of econonetric
studies on the relationship between price and tobacco use, he
said, "W've |ooked at the 17 largest, and in each one of them
it did show a correlation between increasing cost of tobacco
products and decreased utilization. W expect that to continue
with this legislation.” He informed nenbers that Ms. Bales from
the Departnent of Revenue woul d address other aspects including
enf orcenment provisions and the fiscal note.

Nunmber 0466

REPRESENTATI VE GATTO asked whether this is a revenue neasure or
relates nore to the effects on children, for exanple. He said
he thinks this is a good idea and could have an enornobus
positive effect on unborn children and in helping to protect
toddl ers from secondhand snoke, which is sufficient reason for
him to support the bill. However, he cautioned about possible
uni nt ended heal th consequences for teenagers who give up snoking
and then may take up sone ot her dangerous and bad habit.

COM SSI ONER G LBERTSON replied that he hadn't seen a single
study suggesting that a price-related decrease in use by mnors
has done anything but inprove their health status, although he
acknowl edged there could be sonmething he wasn't aware of. He
brought attention to a chart that shows a direct correlation
bet ween tobacco price and consunption from 1990 to 2003, with a
heal t h-status increase for young Alaskans and the genera
popul ation. He offered to provide further information as well.

Number 0691

REPRESENTATI VE ROKEBERG asked what the adm nistration's position
is on Section 16, page 4, which he'd added in the House Speci al
Commttee on Ways and Means to increase noney going to the
snoki ng education and cessation fund by perhaps $4.2 mllion, to
fully fund it to levels recomended by the Centers for D sease
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Control and Prevention (CDC). He noted that he had anendnents
to clarify that |anguage.

COW SSI ONER G LBERTSON apol ogi zed that he hadn't been at that
hearing and thus hadn't seen the |anguage as it noved forward;
he related his preference for getting back to Representative
Rokeberg with a nore official response from the adm nistration
Noting that funds are appropriated in the budget annually by the
| egi sl ature for tobacco-control progranms, he acknow edged that
Al aska and sone other states fund this at a lower |evel than
reconmended by CDC, but clained trenmendous success for the
program nonet hel ess. He el abor at ed:

W' ve seen precipitous declines in the consunption of
tobacco products in both adult and youth. W' ve seen
good access to cessation services, including the
operation of a toll-free hotline and cessation
services, investnments in partnerships with the triba
health consortium with  Southcentral Foundat i on,
Native organizations. | think we're succeedi ng.

COWMWM SSI ONER G LBERTSON acknow edged that the question of
whether nore dollars could be invested and have a positive
i npact on the conmunity is a legitinmate one.

Nunmber 0868

REPRESENTATI VE ROKEBERG returned to Representative Gatto's
question of whether this is a revenue neasure or intended to
decrease tobacco use. He submitted that the history of tobacco
taxation in Alaska is checkered, and voiced concern that under
the master settlenent agreenent, funded by a 45-cent-per-pack
assessnent by the snokers thenselves, sonme $668 million was
provi ded, which may have been adjusted over the years. Relating
his understanding that the initial grant was an enornous anount
of noney, he said the legislature saw fit to take 80 percent,
"securitize it, and build roads with it." He added:

| think we did the right thing because of the
di scounted value of the dollar and what we got out of

it. However, we're using sone $4 nillion of that
noney, basically, to go towards our snoking-cessation
program which was, in fact, part of the agreenent

that was nmade with the tobacco conpanies originally.
So we've been short-funding that from the get go. W
had a tremendous amount of debate when we |ast
increased this tax by 71 cents. And at that tine,
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just to get the legislature to buy into it, we' ve got
to dedicate it to ... the statehood constitutiona
dedi cated fund, to school s.

REPRESENTATI VE ROKEBERG reiterated that he'd like to know the
admnistration's position on this, and expressed hope that it
woul d be a supportive one.

Nunber 0974

COWM SSI ONER G LBERTSON acknow edged that this |egislation would
generate nmuch-needed revenue for the state and the general fund,
but said the adm nistration, and the governor in particular, put
this forward after consulting in Decenber with the [Al aska]
Tobacco Control Alliance, to inprove public health and reduce
t obacco consunption. He said he believes the admnistration
sees this as a win-win situation for the State of Al aska.

REPRESENTATI VE ROKEBERG responded that he was glad to have the
governor on board, but clarified that he hinself was asking, as
a matter of public policy, to have adequate funding given to
t hose people who need it, the snokers who are paying for this.
Cting statistics that show nore than 70 percent of current
snokers wish to quit, he suggested the need to provide a hel ping
hand and put this noney where it's supposed to go.

COM SSIONER G LBERTSON noted that the nmaster settlenent
agreenent and other funds that canme in were largely driven by
states' responding to health care costs of tobacco-related
ill nesses associated with the Medicaid program that was the
reason for the litigation, and the State of Al aska continues to
carry a large cost in its Medicaid program well over $60
mllion a year associated with tobacco-related illnesses. He
added that while this admnistration hasn't proposed using a
portion of the 20 percent that remains for Medicaid services

that's what the legislature chose to do last year wth the
(1 ndi sc. - coughi ng). So there are multiple purposes of those
funds, he concl uded.

Nunber 1126

REPRESENTATI VE CRAWFORD remarked that he believes it's OK to get
nore nmoney fromthis because of all the noney it costs the state
t hrough Medi caid and other prograns. However, he said, it seens
if the goal is to have fewer young people start to snoke, the
best nmethod is to raise the age to 21. He nentioned |egislation
he'd been trying to put forward for a couple of years; spoke in

HOUSE L& C COW TTEE - 8- April 21, 2004



favor of putting a [tax] of a dollar a pack, or nore, on
cigarettes; and asked why the age shouldn't be raised to 21.

REPRESENTATI VE CRAWORD turned attention to Section 7, page 3,
| ines 7-10, and observed that it raises to three cartons a nonth
the anmount of cigarettes that can be brought to Al aska from out
of state. He said this seens to be a big |oophole for Internet
sales and so forth.

REPRESENTATI VE ROKEBERG pointed out that it's an anendnent he'd
made. He said he could explain it after the comm ssioner
responded to the earlier concern.

COW SSIONER G LBERTSON offered to sit down and talk wth
Representative Crawford about his aforenmentioned |egislation,
sayi ng he hadn't been aware of it.

CHAI R ANDERSON suggested the commttee wouldn't address that in
this bill unless there was an anendnent.

COW SSIONER G LBERTSON  opi ned t hat t he nost ef fective
intervention relating to tobacco consunption nationwi de has been
increasing the price of the product. He said this is an
effective public health tool as constructed. He acknow edged,
however, that raising the age also would decrease consunption
anong a certain population. As for the second concern, he said
Johanna Bal es of the Departnent of Revenue could address it.

REPRESENTATI VE ROKEBERG offered to speak to it al so.
Number 1293

REPRESENTATI VE CRAWORD related that from what he'd read, the
nost effective thing to keep people fromstarting to snoke is to
delay it until later in life. He opined that raising the age
has been shown to be as effective as raising the price.

COWM SSI ONER G LBERTSON agreed that raising the initial age for
| egal |y purchasing tobacco products does decrease consunption.
Across the "general spread of tobacco consuners,” however, he
said increasing the price of tobacco is the nost effective
public health intervention tool for decreasing consunption. He
said that's why the departnent and "the advocates" have been
pronoting this [legislation].

CHAI R ANDERSON remarked that the irony is how many 19- to 21-
year -ol ds snoke, which mght cut the fiscal note in half if the
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anendnent passes. He suggested it would be interesting to hear
whi ch the adm nistrati on woul d support.

Nunber 1361

REPRESENTATI VE ROKEBERG responded to Representative Crawford's
earlier question [on Section 7, page 3, |lines 7-10]. He
clarified that it was intended to allow only for actual persona
transportation by soneone flying in to the state, for exanple,
not for Internet sales or anything else. He expl ai ned that
under current |law, a person is a m sdeneanant who brings in nore
than five packs of cigarettes. He said bad laws that can't be
enforced shouldn't be on the books.

REPRESENTATI VE CRAWORD asked, "If you can't enforce five packs,
how can you enforce three cartons?" He questioned having it on
t he books at all.

REPRESENTATI VE ROKEBERG replied that there has to be an
anmendnent on the Internet sales only. This is only for persona
interstate transportation.

REPRESENTATI VE CRAWORD replied that it seens [there are | aws]
limting interstate transportation of liquor. He asked: So why
not limt cigarettes?

REPRESENTATI VE ROKEBERG answered, "W did. W just raised the
limt, is all." He said the difference in what constitutes
crimnal activity is the anount: five packs of cigarettes or
t hree cartons.

CHAI R ANDERSON announced that there would be nore opportunity to
debate this at the next hearing.

Nunber 1440

REPRESENTATI VE GUTTENBERG referred to Representative Crawford's
comments about the age |limt and said it's not a cessation
i ssue, but relates to not starting [to snpoke]. As to having the
revenue decrease, he remarked, "In the end, that's the ideal."
CHAI R ANDERSON set aside HB 538 tenporarily.

HB 331- RETI REVENT: TEACHERS/ JUDGES/ PUB EMPLOYEES

CHAI R ANDERSON announced that the next order of business would
be HOUSE BILL NO 331, "An Act relating to federal requirenents
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for governnental plan and other qualifications for the teachers’
retirement system the public enployees' retirenent system and
the judicial retirenent system and providing for an effective
date." [HB 331 was sponsored by the House Rules Standing
Commttee by request of the governor; before the committee was
CSHB 331( STA).]

CHAI R ANDERSON asked whet her anyone w shed to testify. [ There
was no response. | He noted that the bill had been heard a
coupl e of days before.

Nunber 1463

REPRESENTATI VE DAHLSTROM said she'd been reviewing this and
knows the request by the governor's office pertaining to renoval
of Village Public Safety Oficers (VPSCs) from the program was
because of sonething that came from an Internal Revenue Service
(IRS) audit. She asked what the state is doing to encourage
participation in the VPSO program She offered her belief that
the original intent in "adding that" was to help retain VPSGs in
their positions, which are hard to fill. She asked whether
anyone present or on tel econference could address this.

CHAI R ANDERSON asked whether Melanie M Il horn of the Departnent
of Administration or anyone else was on tel econference. [ There
was no response. | He suggested holding the bill until the next
nmeet i ng.

Nunber 1511

REPRESENTATI VE ROKEBERG said he appreciated Representative
Dahl strom s question, but opined that it has nothing to do with
the bill; it has to do with recruiting VPSGs, not I|IRS rulings
and the status of Al aska's statutes.

CHAI R ANDERSON agreed, but indicated he'd hold the bill if a
menber had a concern relating to its passage.

REPRESENTATI VE DAHLSTROM said she wouldn't object to noving the
bill, but thought it was a relevant question because, to her
understanding, that was the intent of the original makers of the
bill years ago.

CHAI R ANDERSON suggested Representative Dahlstromis staff could

talk to Ms. MIlhorn, who could answer in the next conmmttee of
referral

HOUSE L& C COW TTEE -11- April 21, 2004



REPRESENTATI VE DAHLSTROM agreed to that.

Number 1558

REPRESENTATI VE ROKEBERG noved to report [CSHB 331(STA)] out of
commttee with individual recomendations and the acconpanying
fiscal notes. There being no objection, CSHB 331(STA) was
reported fromthe House Labor and Comrerce Standing Committee.

HB 538- TOBACCO TAX; LI CENSI NG PENALTIES

[ Cont ai ns di scussion of SB 368, the conpanion bill]

CHAI R ANDERSON returned attention to HOUSE BILL NO 538, "An Act
relating to taxes on cigarettes and tobacco products; relating
to tax stanps on cigarettes; relating to forfeiture of

cigarettes and of property used in t he manuf act ur e,
transportation, or sale of wunstanped cigarettes; relating to
licenses and licensees wunder the Cigarette Tax Act; and

providing for an effective date."”
Nunber 1575

JOHANNA BALES, Excise Audit Manager, Tax Division, Departnment of
Revenue, noted that she is the program manager for the cigarette
and tobacco products excise tax. She referred to witten
testinmony she'd provided and infornmed nenbers that she would
address the bill analysis in commttee packets. Ms. Bales
explained that this bill raises the cigarette tax from $1 to $2
a pack, and raises the other tobacco products tax from 75
percent to 100 percent of the whol esal e price.

M5. BALES said this also makes technical corrections to the
Cigarette Tax Act and the "other tobacco products tax" Act. For
exanple, there was disparity between what |icensees pay for
their licenses; with this legislation, anyone who brings this
product into the state for resale would pay a $50 |license fee,
and thus those who paid the |ower fee of $25 would now pay $50.
However, an individual with a license to bring cigarettes in for

personal consunption would still pay $25. Furt hernore, because
of the chance for double taxation, technical corrections were
made to the definitions of license types to ensure that soneone

who purchases from a |icensee doesn't have to pay the tax; this
relates primarily to out-of-state |icensees.

M5. BALES reported that there'd been brief discussion about
Representative Rokeberg's anmendnent, already included in
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[ CSHB 538(WM |, to increase the limt for transporting
cigarettes into the state from 100 to 600 cigarettes. Al so
there are proposed changes in the msdeneanor and crimna
penalties; the threshold is raised so an individual nust bring
in a higher anpbunt of cigarettes before it justifies a felony
provi sion versus a m sdenmeanor. She said the Departnent of Law
had gone through this, and now the Act is in conpliance wth
ot her felony provisions in statute.

M5. BALES noted that another section had been discussed briefly.
Mentioning 11.2 percent of annual cigarette taxes that would be
deposited into the general fund, she said the |egislature would
be directed to appropriate those ambunts to the tobacco-use
education and cessation fund; it is estimated this 11.2 percent
will anpunt to about $5.1 nmillion a year.

Nunber 1738

M5. BALES further noted that technical corrections are being
made to tax-stanp |egislation passed |ast session. If a
| i censee purchases tax stanps but those stanps are lost in
transit, the departnent wll replace those, provided it gets
"adequat e docunentation fromthe carrier” that those stanps have
been | ost. She said this had been a big problem for sone
| i censees.

M5. BALES advised that, «currently, licensees who purchase

cigarette tax stanps on a deferred-paynent basis nust post a
bond equal to 200 percent of the nonthly purchases, which
results in 100 percent coverage, since soneone can nmake two
nont hs' purchases before having to make the first paynent.
Language in the bill would allow |icensees who've been in the
state for five years, who have a physical presence, and who have
been "a good taxpayer" for five years to post a 100 percent

bond. Thus the Departnent of Revenue would basically be
extending credit for "the other 100 percent"” for a period of one
nont h. That had been an issue with sonme of the distributors
she not ed.

M5. BALES pointed out that some provisions allow |icensees to
maintain sone unstanped inventory in the state if they are
maki ng sales out of state and they provide information show ng
that they are properly licensed in those other jurisdictions to
pay taxes in those jurisdictions. Furthernore, there are
forfeiture provisions in the bill such that if a person has a
felony violation in cigarette trafficking, unstanped cigarettes
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can be seized, as well as assets used in the comm ssion of that
crine.

Nunber 1837

MS. BALES addressed a provision relating to a floor-stock tax to
be paid on the effective date of the Act. She expl ai ned:

A floor-stock tax is the difference between ... the
tax rate on the effective date, which is $2 a pack,
and the current tax rate of $1 a pack, and that all
distributors and retailers would have to pay to the
depart nment, in Si X nont hl y i nstal |l nents, t hat
di fference in revenue.

M5. BALES noted that commttee packets contain information
showing that in 1997, when there was no floor-stock tax, an

estimated $7 million was lost in cigarette-tax revenues.
Furthernore, conplaints had been received from consuners. She
expl ai ned that consunmers and distributors, primarily the latter,
had stockpil ed. But instead of passing those savings on to
consuners, [the distributors] had basically pocketed state
revenues. She said nost other states have a floor-stock tax.
Noting that she'd highlighted the finer points of the bill, M.

Bal es of fered to answer questions.
Number 1879

REPRESENTATI VE ROKEBERG returned attention to his anendnent on
page 4 [Section 16, added in the House Special Conmittee on \Ways
and Means]. He nentioned putting it into ternms of a percentage
of total proceeds and asked Ms. Bal es whether that would add the
needed cl arification or whether she had other recommendati ons.

IVS. BALES provided her understanding that the way that
all ocation was done, it puts nore noney into the tobacco-use
education and cessation fund than was i ntended.

REPRESENTATI VE ROKEBERG suggested Ms. Bales work with him and
his staff, saying there was a draft. He added, "The intention
is to make that the accurate anount, and reflect that."

Nunber 1930

REPRESENTATI VE ROKEBERG turned attention to |anguage regarding
the personal transportation of 600 cigarettes. He asked whether
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Ms. Bales recommended deleting the preceding wording about the
first 100 cigarettes.

M5. BALES affirmed that. She specified it's on page 3,
Section 7, beginning on |line 7 [and also in Section 15].
Current |anguage says the cigarette tax doesn't apply to the
first 100 cigarettes inported by an individual for personal
consunption [during the cal endar nonth].

REPRESENTATI VE ROKEBERG asked whether the inplication would be
"by any nethod."

Number 1983

M5. BALES answered in the affirmative, but noted there are
cigarette-shipping restrictions that sonmeone inporting through
the mail would be in violation of. She said:

So we would recommend renoving this sentence that says
"the first 100 cigarettes” and leaving in the
anendnent that was offered by Representative Rokeberg
[included in CSHB 538(W&M] of "the first 600
cigarettes personally transported". That woul d
al l eviate any confusion of people thinking, ... "I can
mail in 100 cigarettes, but | can also personally
transport 600." And really what we're trying to say
is that ... 600 is the maxinmum anmount that you can
personally, ... physically on your person, carry into
the state.

M5. BALES specified that the suggestion was to renpve that
| anguage in Sections 7 and 15.

REPRESENTATI VE ROKEBERG asked, then, whether the thrust would be
to allow personal transportation of a Ilimted anmount of
cigarettes nonthly, but that any other inportation such as via
the Internet would be strictly prohibited.

MS. BALES affirmed that.

REPRESENTATI VE ROKEBERG asked, "Is there an anount there?”

M5. BALES answered that it's zero under current statute.

REPRESENTATI VE ROKEBERG, noting that Representative Crawford had
expressed concerns, said he wanted to nake sure there was an
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under st andi ng. He requested confirmation that the departnent
doesn't object to the limt of 600 for personal inportation.

Number 2040
V5. BALES replied:
W do not object to that. And the main reason is our

focus in the past for cigarette-tax enforcenent has
not been on the personal transportation in soneone's

|l uggage. ... It would be prohibitively expensive and
invasive for us to go to the airport and check
peopl e's | uggage. Qur focus and area of concern is
with the Internet, and that has been a big problem for
us.

REPRESENTATI VE ROKEBERG added, "O if there's other nethods of
maj or commercial -type inportation of contraband.”

M5. BALES concurred.

REPRESENTATI VE ROKEBERG noted that current statute [limts it]
to five packs of cigarettes. Since inportation of six packs
would be a class A [m sdeneanor under the bill], he remarked
"Bad | aw. "

Number 2071

REPRESENTATI VE CRAWFORD said he'd rather have the anount be one
carton and renove the "nonthly" part. He expl ai ned:

If you don't have any way of enforcing this, why would

you put in there "nonthly"? ... You don't know how
many trips up and down you nade. You could still be
breaking the |aw because ... you brought in 600

cigarettes |ast week. So it seens kind of anbiguous
to me just to put "nonthly", that you nust have a
limt for that tinme and that tinme alone. ... | would
think that three cartons of cigarettes ... is a lot to
bring in, because ... you could nmake lots of trips.

REPRESENTATI VE CRAWORD asked for an explanation if the
foregoing is wong.

REPRESENTATI VE ROKEBERG suggested the average snoker probably
snokes a carton a week. Mentioning one year in jail and a
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$10,000 fine for soneone who brings in two weeks' worth, he said
it makes no sense.

CHAIR ANDERSON turned to public testinony, requesting that
people limt testinmony to two mnutes in order to hear from as
many as possi bl e.

Number 2153

ELI ZABETH LUCAS, State President, AARP, noting that she is a
volunteer, told the commttee:

AARP is entirely in support of House Bill 538.
Research tells wus and the governor's transmtta
letter clearly states that a higher tobacco tax wll
hel p prevent our youth from beginning to snoke. It
will also help sone current snokers stop.

AARP is the largest organization of grandparents in

the worl d. W smle when we see our grandkids play
sports, and we smle when they conme proudly honme wth
a good report card. W enjoy our grandkids. | am

confident that no Al askan grandparent smles when they
| earn that one of their grandchildren has started to
snoke. Some AARP nenbers snoke; many AARP nenbers
used to snmoke and know how difficult it is to quit.
If raising the [cost of a] pack of cigarettes helps
prevent any of Al aska's grandchildren from starting to
snoke, we are strongly in favor of it.

W were concerned with the data in the governor's
transmttal letter indicating that Al aska Natives, and
especially Alaska Native high school students, snpke
at a much higher rate than the non-Native popul ation

W strongly recommend that sone of the new revenue
comng to state government ... from this tax increase
be used to target cessation efforts to Native snobkers
and, in particular, to our Native youth.

House Bill 538 is good economc policy, and it's good
heal t h poli cy. It nakes sense and it's fair. AARP
reconmends a "yes" vote on House Bill 538.

Nunber 2236

REPRESENTATI VE LYNN asked whether it would be discrimnatory to
gi ve revenue to one group of Al askans nore than anot her.
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MS. LUCAS responded, "Targeting a certain group brings to mnd
that they have the nost ability to be susceptible. And so if
that is true, then ... | would think that ... the noney would be
geared toward them because they are ... at a higher risk.” In
response to Chair Anderson, she said, "If we could use sone of
this noney to actually work ... on the cessation efforts toward
this particular group, I would think that that woul d be [good]."

REPRESENTATI VE LYNN suggested it has shades of racial profiling.

MS. LUCAS replied that she doesn't see it as such, but sees it
as [assisting] sonmeone who needs sone hel p.

Nunber 2318

DONA W LLI AMS, Teens Against Tobacco Use (TATU), infornmed the
commttee that she is an active participant in TATU and attends
Juneau- Dougl as Hi gh School. She said since the recent $1-a-pack
tax, she has seen a lot of high school students stop snoking
because they don't want to continue to "raise the noney to

support their habits." It also deters younger students from
starting. "Qur whole group is in support of this Act," she
concl uded.

CHAI R ANDERSON asked whether sone students also say it doesn't
matter what the cost is, because they really like to snoke.

M5. WLLIAMS replied that she's sure sone students do, but said
nost of her friends have quit snoking, for exanple.

Number 2360

REPRESENTATI VE GUTTENBERG referred to Representative @Gtto's
earlier question with regard to whether teens may turn to other
things if the price of cigarettes rises. He asked Ms. WIIlians
whet her she has seen evidence of this.

M5. WLLIAMS replied that she couldn't say. She indicated nost
of her friends [who snoked] were actually nore acquaintances
because of their habit.

TAPE 04-46, SIDE B
Number 2375

REPRESENTATI VE LYNN thanked Ms. WIllians for being a wtness
against this terrible habit.
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Number 2360

M CHELLE TOOHEY, Director of Public Advocacy, Anerican Lung
Associ ati on of Al aska, told nenbers:

I'"'m honored to speak today in support of House
Bill 538, increasing the state tobacco tax. For the
American Lung Association of Al aska, tobacco taxes are
strictly a public health issue. Studies show that the
hi gher cigarette taxes are, the nore effective they
are - the nost effective way to reduce snoking anong
youth and adults, and Alaska's own experience proves
the point: | ess addiction, less disease, |ess
suffering, less premature death, lower health -care
costs to private businesses and to government program

There are few, if any, nore inportant neasures that

could be identified to docunent success. W are
heartened by your wllingness to consider increasing
the tobacco tax. W see it as a huge step in the
fight against tobacco addiction in our state, a cause
t he Anmer i can Lung Associ ation of Al aska
ent husi astically supports.
Nunber 2318
REPRESENTATI VE ROKEBERG observed that three municipalities, to
his know edge - Anchorage, Fairbanks, and Juneau - have their
own tobacco taxes in Al aska. He asked whether M. Toohey's

organi zation has a position on restricting additional nunicipa
taxation and leaving this as a state issue.

V5. TOOHEY replied:

Representati ve Rokeberg, we appreciate your position
on disallowing nmunicipalities to increase the tax even
further. But in general ... we are opposed to any
sort of a preenption on a local level, not only for
taxes but other provisions such as, potentially,
cl ean-i ndoor-air ordinances which could be
preenpted on a | ocal |evel.

Number 2265
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M CHAEL J. ELERDING Owner, Northern Sales Conpany of Al aska,
Inc., noted that he and his wife are owners of this snall
whol esal e-di stri buti on conpany in Sout heast Al aska. He said:

W are partners with the state, and we are the state's

tax-collection arm Last year we collected and
remitted to the state over $4 million ... in tobacco
exci se tax. And so it's very inportant for us to be
concerned when the state is enacting policy regarding
tobacco |aws and tobacco taxes. So it's inportant
that ... we be involved and ... pay attention.

|"ve prepared ... testinony with two pages regarding
anticipated and other anmendnents that have been
offered to this bill. I"ll be as brief as | can
reviewi ng those. First, 1'd like to thank the

Department of Revenue and the Departnent of Law for
their working late in the night last night to draft

what we're calling ... fair-trade |egislation.
And basically, the ... governor's transmttal [letter
for the bill] indicates that this is not a revenue
measure, but nore ... a health neasure; it's a
cessation neasure that ... would stop snoking.
That being the case, it's inconsistent for state

policy to allow retailers and other wholesale
distributors to use predatory pricing practices to
sell <cigarettes at below cost, ... or a predatory
pricing nethod. And, therefore, we support an
anmendnent which would ban the practice of allowng
distributors and retailers from using predator pricing

schenes to pronote the sale of cigarettes. The
anendnent repeals and reenacts the |anguage in Al aska
Statute 43.50.800 and strengthens existing state |aw
to that effect.

Nunber 2203

MR. ELERDI NG addressed the tax on other tobacco products as
fol | ows:

The Senate today introduced ... an anendnent that
woul d close a |oophole that allows nonlicensed Al aska
distributors to sell tobacco products, be it
Copenhagen and/or other non-cigarette products, into
the state wthout being required to pay the state
exci se tax. C The exanmple is that C [ a]
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manuf acturer or a representative in Florida can sell a
can of Copenhagen or chew to [an] Al aska consuner
for $10. But if this |aw passes, the excise tax would
be 100 percent, so ... the tax for ... that can of
chew ... would also be $10. So, basically, our
cost right out of the box would be $20, whereas the
conpetitor who is in Florida doing business through
mai | order or Internet would have a cost of $10.

Al aska businesses are at a distinct ... disadvantage
because ... we're paying the tax; ... the non-Al aska
business is not required to pay the tax. ... Alaska

busi nesses lose on that, the state |oses because
they're not collecting the excise tax, and the
governor's intention of trying to ... reduce
tobacco consunption is |ost because the price
incentive to reduce consunption goes out the w ndow
when you give sonebody a $10 incentive, or a 100
percent incentive, for not paying the tax to purchase
t hose products.

MR. ELERDI NG expl ained reasons for wanting to delete the entire
fl oor tax:

The Departnment of Revenue spoke about a floor-tax
anendnent . We support ... the anmendnent offered in
the [House Special Committee on Ways and Means], which
woul d provide for a six-nmonth phase-in of paying

the floor tax.

However, we prefer that the commttee delete Section
25 of [HB 538], which would delete the entire floor
t ax. And the reason for that is there's a lot of
changes fromthis tine ... versus 1997, when the state
enacted ... the increase in tax from $2.90 [per
carton] to $10.00. And the first one is that, due to
a higher frequency of black-market and ... counterfeit
cigarettes, bootleggers and others ... have made the
tobacco conpanies be nuch nore strict in terns of
their distribution of tobacco products. So, as a
result, we're on allocation on a weekly basis, and we
can't purchase cigarettes just ... at our wll; they
tell us how much we can buy and when we can buy it.
So there's a limtation on what we can buy.

Number 2093
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MR, ELERDI NG conti nued:

Secondly, part of the problem last tinme was there was
about a six-nmonth or eight-nonth phase-in lead tine
between when the l|aw was enacted and when the
effective date of that neasure cane in, which provided
plenty of time for people like nyself ... to stockpile
sone cigarettes.

And finally, the state has nore than a nodicum of
control about ... how this tax is collected, because
right now ... the nechanism for the state to collect
the tax is through the sale of the stanmp. ... If |
were to try and stockpile ... stanps, |I'd have to go
to the state window to purchase those stanps; the
state would know ... and be able to nonitor what kind
of stockpiling effort takes place.

If you take a | ook at what happened ... the last tine,
if I had not stockpiled sone cigarettes ... | would
have a very difficult tinme being in the cigarette
busi ness because one-third ... of the amount that we

stockpiled went to paying for increased costs and
additional carrying costs of our inventory; the other
part went for increased costs of carrying our accounts

receivable; and, ... for the first tinme since 1960
our buildings in Sitka and in Juneau had break-
ins, ... and the targets of those break-ins were theft

of cigarette products, so we had to inplenent new
security neasures and we also had to have higher
i nsur ance.

So, basically, our position as a tobacco distributor
is that this is a one-tinme opportunity for us to get a

little "bunp" in capital ... to cover the increased
costs of carrying cigarettes, as a result of state
action, which is increasing ... the cost of

cigarettes, again, because of the tax.
Nunmber 2052
MR. ELERDI NG di scussed concerns about Representative Rokeberg's
previ ous anendnent and reasons for wanting an exenption in the
nei ghbor hood of 200 cigarettes. He said:

The last nmeasure I'd like to speak to is the persona
exenption. Representative Rokeberg had ... submtted
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an anendnent to increase the exenption from ... 100
cigarettes to 600 cigarettes. Qur concern is that

that's a pretty substantial increase. And, really,
our other concern is that ... the transportation of
the cigarettes ... in the anmendnent indicates that it

nmust be transported by the consumer on his person.

Qur concern is that there could be a nore |Iiberal
interpretation of that, which would broaden the scope
of that, thereby allowing the consuners ... to bring
in, t hrough ot her transportation nethods, nor e
pr oduct . And, really, the whole intent of this
| egislation is to nake sure that the state ... is
i ncreasing t he cost of cigarettes to reduce
consunpti on.

By increasing the exenption, ... you're elimnating
that incentive to have those people stop snoking.
Basically, you've said, "Wre going to allow this
exenption, ... which will take away the incentive for
them to stop snmoking." ... W want to nake sure that
the language is tight. And |'ve heard conmments on
that today, which makes ne feel better, but we also
feel ... [an] exenption in the neighborhood of 200
cigarettes, which is one carton of cigarettes, would
be much nore reasonable ... and -equitable, and

sonet hing that we coul d support.

CHAI R ANDERSON infornmed M. Elerding that there'd be discussion
of the anendnment at the next hearing; he nentioned m ninum
pricing and Section 25 and suggested that M. Elerding be
avail abl e to answer questions then.

Number 1960

DAN BOONE, Homer, testified in support of HB 538. He told
menbers:

| believe this tax is supported by approximtely 80
percent of Al askans. It will raise approximtely $35
mllion annually. It will reduce the nunber of
cigarettes sold and the nunmber of snokers. 't wll
also reduce the nunber of teenagers that start
snoki ng. And, in the long run, it will reduce state
Medi cai d expenses.
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| fail to see a problemwth this proposal other than

it is called a tax. It probably should be called a
user fee. Currently, the State of Alaska has a
Medicaid burden for tobacco-related illnesses in
excess of $130 million annually. The current tobacco
tax brings in about $45 mllion, wth another $25
mllion comng from the master settlenent agreenent,
for a total of $70 mllion.

Even with the estimated $35-mllion user-fee increase,

the State of Alaska will still be subsidizing Medicaid
for tobacco-related illnesses by nore than $25 mllion
a year. For a state with a loonming fiscal problem it

would only seem prudent to elimnate all unnecessary
expenses or collect appropriate fees from those
i ncurring the expenses.

Tobacco is a legal product, and people do have the
right to choose. But if they choose to snoke, they
should also be wlling to accept the financial
responsibility for the consequences of that choice.
Therefore, | strongly urge you to support and pass
House Bill 538.

Nunmber 1879

DARW N BIVER, Anchorage Cabaret Hotel Restaurant & Retailers
Association (CHARR), testified in opposition to HB 538. He
voi ced concern that raising the tax on cigarettes an additiona
dollar will nake them a unique item Al t hough not a snoker
hi nsel f, he cautioned that teenagers wll go to the schools wth
a carton of cigarettes stolen froma relative, for exanple, and
kids will buy these cigarettes because they seem speci al .

MR. BIVWER enphasized that education is the only way to keep
people fromstarting to snoke or to get themto stop. Referring
to Representative Rokeberg's comments about the tobacco
settlenment, he said 80 percent [of that settlenent noney] hadn't
gone where it was supposed to - towards education that would
provide a better neans to deter snoking.

Nunber 1767
EMLY E. NENON, Alaska Advocacy Manager, Anmerican Cancer
Society, referred nenbers to a letter she'd submtted [in

support of HB 538] and read from the second-to-I|ast paragraph,
"By increasing the state's tobacco tax, wth its known
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correlation to reducing youth snoking, we are taking a critica
step in stemmng the tide of rising health care costs to the
state and needl ess death and disability in our conmunities."”

Nunmber 1725

VERA JAMES, Al aska Native Health Board (ANHB), inforned nenbers
that she was speaking for ANHB as a whole; now representing 229
federally recognized tribal communities wthin Al askan, ANHB was
established in 1968 as a nonprofit organi zati on and advocates on
health care issues that may inpact Native people and their
cul ture. Noting that ANHB had sent a letter in support of
HB 538 for reasons given in recent testinony by others,
Ms. James al so pointed out that 44 percent of Al aska Native high
school students continue to snoke, even though tobacco use by
hi gh school students nationw de is declining.

Nunber 1670

BOYD McFAI L, Anchorage, spoke on his own behalf, saying he feels
this tax increase isn't a good way to go. He agreed wth
[M. Biwer] that education is the way to stop teens from
starting to snoke cigarettes. He also asked that there be a tax
exenption on premum cigars and pipe tobacco [sold exclusively
in tobacco shops]. He remarked, "You don't see teenagers out
there snoking cigars or pipes, and if you do see a teenager out
there snmoking a pipe, it's nost likely that the product that
they' re snoking is not a tobacco product.”

MR. McFAIL pointed out that that prem um cigars sold exclusively
in tobacco shops had been able to generate state revenue, and
said he'd sent information about revenue from one store to
Representative Dahlstroms office the previous night; he noted
that until 1999, this one store had paid al nost $26,000 to the
state for sales of cigars or pipe tobacco. He explained:

After that tax went into effect, the revenue that was
generated for the state went down. The popularity,
t hough, of snoking the cigars and pipes did not go
down. The only thing that happened was people started
to inport their stuff ... from other ... tobacco
stores outside of the state.

MR. MFAIL predicted that if the previous trend had continued,
this one shop would now pay an estinmated $60,000 in revenue to
the state this year. Saying cigars and pipe tobacco aren't
snoked in the sane way [as cigarettes] and don't have chem cals
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added, as happens with cigarettes, chewi ng tobacco, or snuff,
M. MFail again requested an exenption [from the tax in
Section 17] for premum cigars or pipe tobacco sold exclusively
i n tobacco shops.

Nunber 1513

PATRI CI A SENNER, Family Nurse Practitioner, Anchorage, testified
in support of HB 538, noting that she works wth teenagers.
[ Ms. Senner had also sent a letter of support on behalf of the
Al aska Nurses Associ ation.] She explained that her interest in
this bill is to increase the price of cigarettes in an effort to
di scourage their use by young people. She al so spoke in favor
of dedicating a portion of the proceeds from this tax for
continued anti-snoking canpai gns and snoki ng-cessati on prograns.
She sai d:

| feel a two-pronged approach is very inportant in

reduci ng snoki ng. Unfortunately, a large portion of
the honeless youth I work wth snoke. Many of them
started at a very young age because their parents |et
them have access to cigarettes. Though current

prograns haven't stopped these youths from snoking, |
know that it has greatly decreased their consunption
rates.

One of the nbst comopn requests for services at ny

clinic is for assistance in quitting snoking.
Medicaid - and, |'m sure, private insurance as well -
does not pay for nicotine patches, which is about $50
for a three-week set of patches. It'd be extrenely

hel pful to these poor youth to have access to products
and prograns that could help theminprove their health
and their |ives.

M5. SENNER noted that a |lot of these kids also use narijuana;

she suggested it would be nice if there were sone way to tax
that as well. M. Senner requested passage of this bill

CHAI R ANDERSON cl osed public testinony and noted that anmendnents
woul d be addressed at the next hearing. [HB 538 was hel d over.]

ADJ OQURNVENT
There being no further business before the commttee, the House

Labor and Commerce Standing Conmittee neeting was adjourned at
4:40 p. m
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