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Increase Tobacco Taxes CSSB 13(FIN)April 7, 1997 Page 2 of4
BILL ANALYSIS
Section 1 discusses legislative intent.
Section 2 increases the School Fund portion of tue cigarette tax rate by $ .71 per pack of 20; from 2.5 mills per cigarette ($.05 per pack) to 38 mills per cigarette ($.76 per pack). Combining this rate with the 12 mills per cigarette ($.24 per pack) levied under AS43.50.190, which goes to the General Fund, the total tax rate on a pack of cigarettes would increase from $.29 to $1.00. Additionally changes the percent that the licensee can deduct to cover expenses from 1 to four-tenths of one percent of the tax due.
Section 3 This section only takes effect if section 2 of this act is ruled unconstitutional (see section 8). If so, the statute would be amended back to how it was prior to the bill passage.
Section 4 This section only takes effect if section 2 is ruled unconstitutional (see section 8). If so, this section increases the General Fund portion of the cigarette tax rate by $.71 per pack of 20; from 12 mills per cigarette ($.24 per pack) to 47.5 mills per cigarette ($ .95 per pack). Combining this rate with the 2.5 mills per cigarette ($.05 per pack) levied under AS 43 .50.090, which is dedicated to the School Fund, the total tax rate on a pack of cigarettes would increase from $.29 to $1.00.
Section 5 increases the tobacco products tax rate from 25% to 75% of the wholesale price of the tobacco products.
Section 6 provides for the disposition of tax collected under section 5 of this act to the general fund. These tax proceeds may then be used by the legislature to make appropriations to health programs as well as programs targeted at reducing tobacco use of children. Additionally changes the percent that the licensee can deduct to cover expenses from 1 to four-tenths of one percent of the tax due.
Section 7 discusses the legislative intent not to create a dedicated fund.
Section 8 provides for section 3 and 4 of this act only taking effect if dedication of the proceeds of the cigarette tax to the School Fund is found to be unconstitutional.

A l a s k a  D e p a r t m e n t  o f  R e v e n u e

I n c o m e  a n d  E x c i s e  A u d i t  D i v i s i o n
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Section 9 establishes that if section 2 is ruled unconstitutional and sections 3 end 4 of this act take effect then revenue derived under section 2 (prior to it being found unconstitutional) that exceeds the original 2.5 mills will be credited to the tax levied under AS 43.50.190 (a) as amended by section 4 of this act.
Section 10 establishes an effective date of October 1, 1997 for sections 1, 2, 5-7 and 9 of this act.
Section 11 establishes an effective date of which ever of the following comes later for sections 3 and 4 of this act: (1) when a court enters a final judgement that the amendment under section 2 of this act is unconstitutional or (2) when the time for appeal has expired or upon entry of a final order on the appeal that section 2 is unconstitutional.
OPERATING EXPENDITURESDepartment cf Revenue is requesting operating funds to cover 'A the costs of a Revenue Auditor III position. With such a large increase in taxes due the state (increase from ,$17 to S50 million annually), the department anticipates increased taxpayer noncompliance.
With significantly higher levels of tax, it is possible that taxpayers will look for loopholes or other methods of tax avoidance. This Vi position will be responsible for ensuring that all taxpayers are identified and that taxpayers are filing and paying the proper amount of tax. The projected annual salary costs for the Vi portion of this position comes to $30.0.
The department is also requesting one time FY 98 funding of $5.0 for contractual funds to cover costs of public notice of rate increases, forms revisions and postage, and $4.0 for equipment (S3.5 for computer costs and S.5 for office equipment). The recurring costs will be $2.5 to cover travel, contractual and supplies.
REVENUE COLLECTED

A l a s k a  D e p a r t m e n t  o f  R e v e n u e

I n c o m e  a n d  E x c i s e  A u d i t  D i v i s i o n

The attached spreadsheet details revenue projections from rate increases in this bill.
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Projoctod Revenue Incroases from Change in Tobacco Tax Ratos
In c re a se  T o b acco  T a x e s  
C S S B  13 
April 7, 1997 
P a g e  4 of 4

Clgarottos
Elasticity factor 

C o nsum ption  (pack s o f c ig a re tte s) 
R a te

FY 98*

• I l l H
30,487,136 ’ 

$1.00

FY 99

o im
4 5 ,7 3 0 ,7 0 6

$1.00

ryoo

o on
4 5 ,7 3 0 ,7 0 6

$1.00

FY 01

OOH
4 5 ,7 3 0 ,7 0 6

* f .0 0

OOH
4 5 ,7 3 0 ,7 0 6

$1.00

| F Y 0 3

OOH
4 5 ,7 3 0 ,7 0 6

$1.00

FY 04

OOH
4 5 ,7 3 0 .7 0 6

$100
C ig a re tte  T ax $30,437,136 * 4 5 .7 3 0 ,7 0 6 $ 4 5 ,7 3 0 ,7 0 6 * 4 5 ,7 3 0 ,7 0 6 * 4 5 ,7 3 0 ,7 0 6 * 4 5 ,7 3 0 ,7 0 6 * 4 5 ,7 30 ,70 6

L e s s  4 %  C om m ission (121.949) (182.923) (182,923) (182.923) (182,923) (182,923) (182,923)

N et C ig are tte  Tax $30.365,188 * 4 5 ,5 4 7 .7 8 3 $ 4 5 ,5 47 ,78 3 5 4 5 ,5 4 7 ,7 8 3 * 4 5 .5 4 7 ,7 8 3 * 4 5 ,5 4 7 ,7 8 3 $45 ,5 47 ,78 3

FY 97 P ro jec ted  N et C ig are tte  T ax (1 0 ,0 8 3 .9 3 7 ) * (1 5 .12 5 ,90 5 ) (15 ,12 5 ,90 5 ) (1 5 ,12 5 ,9 0 5 ) (1 5 ,1 2 5 ,9 0 5 ) (1 5 ,12 5 ,90 5 ) (15 ,12 5 ,905 )

N et C ig a r e t te  Tax In c r e a s e  
In to  th e  S c h o o l .F u n d

Tobacco Products

* 20 ,2 8 1 ,26 1 * 3 0 ,4 2 1 ,8 7 8 5 3 0 ,4 21 ,87 8 * 3 0 ,4 2 1 ,8 7 8 * 3 0 ,4 2 1 ,0 7 8 $ 3 0 ,4 21 ,8 7 8 $30 ,4 21 ,8 7 8

Elasticity Eaclor ■l)Jn OOH UOH oof* OOH OOH OOH
C o n sum ptio n  (W hole. Pr. 1996 $) .<3,825,216 * * 5 ,7 3 7 ,8 24 5 5 .7 3  '24 *5 ,7 3 7 ,8 24 * 5 .7 3 7 ,8 2 4 * 5 ,7 37 ,024 $5,7 37 ,824
R a te 75% 75% 75% 75% 75% 75% 75%
T o b acco  P ro d u c ts  Tax $2,868,912 * 4 ,3 0 3 ,3 6 8 $ 4 ,3 0 3 ,3 68 $ 4 ,3 0 3 ,3 6 8 * 4 ,3 0 3 ,3 6 8 * 4 .3 0 3 .3 6 8 $4 ,3 03 ,368

L e ss  .4 % C om m ission (11.476) (17.213) (17.213) (17.213) (17.213) (17.213) (17.213)

N et T o b acco  P ro d u c ts  ' t . $2,857,436 $ 4 ,2 8 6 ,1 54 $ 4 ,2 8 6 ,1 54 $ 4 ,2 8 6 ,1 54 * 4 ,2 8 6 ,1 5 4 *4 ,2 8 6 ,1 54 $ 4 ,28 6 ,154

FY 97 P ro jec ted  N et Tob. P rod. Tax (1 ,0 9 0 ,7 15 ) (1 ,6 3 6 ,0 73 ) (1 ,636 ,0 73 ) (1 ,6 36 ,0 73 ) (1 ,6 3 6 ,0 7 3 ) (1 ,636 ,073 ) (1 ,6 36 ,073 )

N et T o b a c c o  P ro d . T ax  In c re a s e  

Cigarette and Tob. P roducts

* 1 ,7 6 6 ,7 21 *2 ,650 ,081 $2,650,081 $2 ,650 ,081 *2 ,6 5 0 ,0 81 *2 ,650 ,081 $2 ,650,081

C ig a r e t te  a n d  T o b a c c o  T ax * 2 3 ,2 2 2 ,6 2 4  * * 4 9 ,8 3 3 ,9 3 7 * 49 ,0 33 ,93 7 $ 4 9 ,8 3 3 ,9 3 7 $ 4 9 ,8 3 3 ,9 3 7 * 4 9 ,8 3 3 ,9 3 7 $49 ,833 ,937

N et C lg . a n d  T o b . T ax  I n c re a s e * 2 2 ,0 4 7 ,9 7 2  * * 3 3 ,0 7 1 ,9 5 9 $ 33 ,0 7 1 ,95 9 *33,071,-349 * 3 3 ,0 7 1 ,9 5 9 * 3 3 ,0 7 1 ,9 5 9 $ 33 ,071 ,959

•N ote: T he  bill’s  effective d a te  re su lts  in th e  tax  In c re a se  covering  8 m o n th s  in FY 98.

lnl)sl»13 d ia ll |tfftj a iud by bro il fried 4/7/U/ 10 19 AM
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FAIRBANKS DENALI BANK BUILDING 119 N. CUSHMAN, SUITE 201 FAIRBANKS. ALASKA 99701 (907) 452-7885/7886 FAX (907) 456-4221SESSION ADDRESS: STATE CAPITOL. ROOM 516 JUNEAU. ALASKA 99801 -1182 (907) 465 3004/4921S P O N S O ftrniflfT A T E M E N T HCSCSSB-131HSS) INCREASE TOBACCO TAX
FAX (907) 465-2070

SPONSORED BY: SENATOR BERT SHARP
This bill is a an education bill, a health bill and a revenue bill.
Section I* details the legislative intent and purpose of the bill.Section 1, items (1) and (2), starting on line 8, directs the cigarettetax be deposited to the existing "dedicated school fund" and can onbe used for rehabilitation, construction and repair of the state's school facilities per AS 43.50.140.
Sections 2. 3 and 4. increases the tax on each cigarette by .71cents per pack.
Section 5. increases the excise tax on tobacco products (non­cigarettes) from 25% of wholesale value to 75% of wholesale value.
Section 6. amends AS 43.50.330(b) to change the percentage the licensee deducts to cover accounting and filing expenses fromone percent to fo».r-tenths of one percent.
Sections 7 9. 10. sets varying conditions and effective dates depending on any possible court decisions.
Section 8. allows for a retroactive fall-back clause toaccommodate any court ordered changes.
The accompanying fiscal note analysis breaks the estimated revenue from cigarettes and that from other tobacco products, because of the constitutional constraints and proposed differentuses. These amounts would represent a significant portion of the$66 million of new revenue that we have committed to raise inFY'98 per our long range fiscal plan. I urge your consideration ofthe several positive public policy elements of this proposal and the strong public support of this action statewide.

R EPR ESEN TIN G  
GOLDEN HEART 

O F  ALASKA
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Existing Statutes OLD Tax on Cigarettes:School FundExcise Tax to General Fund Additional Education/Enforcement Total amount collected

D e s c r i p t i o n

Mills
P er

C igarette

C e n ts  N et  
P e r  C hange:  

Pack New -O ld

2.512.00.
$.05 $.24 _0

-0-0Q̂_14.5 $0.29 0-
Deduction for Administrative Expense: One (1) percent of tax due.
New Statute: IF Section 2 is effective: NEW Tax on Cigarettes:School FundExcise Tax to General Fund Total amount collected

38.012.0 $0.76$0.24 $0.71-0-50.0 $1.00 $0.71
Deduction for Administrative Expense: Four tenths of One (1) percent.
New Statute: IF Sections 3 and 4 are effective:NEW Tax on Cigarettes:School Fund 2.5 $.05 -0-Excise Tax to General Fund 47.5 $0.95__ $0.71Total amount collected 50.0 $1.00 $0.71
Deduction for Administrative Expense: Four tenths of One (1) percent.
New Statute: Sections 5. 6:Tax on OTHER tobacco products:OLD: Existing statutes 25 percent of the wholesale priceNEW: CSSB 13(FIN) 75 percent of the wnolesale price
Additional support for Education and enforcement, by appropriation. Deduction for Administrative Expense: Four tenths of One (1) percent.
NOTE: Each one mill r zr cigarette equals two cents per pack.

Submitted by Sen. Bert Sharp




