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FISCAL NOTE
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Revision Dale: Title: Increase Tobacco Taxes
Sponsor:Requestor: Senator Sharp(S) FINExpenditures/Revenues:

/!PR— jg o :j B,LLNOi CSSB 13,FIN1Dept. Affected: Revenue_________BRU: Revenue Operations_____Component: Income and Excise Audit__COMPONENT SERIAL NO. (Thousands of Dollars) 113
OPERATING EXPENDITURES FY 98 FY 99 FYOO FY 01 FY 02 FY 03PERSONAL SERVICESTRAVELCONTRACTUALSUPPLIESEQUIPMENTLAND & STRUCTURESGRANTS, CLAIMSMISCELLANEOUS

30.0 30.0 30.0 30.0 30.0 30.00.5 0.5 0.5 0.5 0.5 0.56.5 1.5 1.5 1.5 1.5 1.50.5 0.5 0.5 0.5 0.5 0,54.0 0.0 0.0 0.0 0.0 0.0
TOTAL OPERATING 41.5 32.5 32.5 32.5 32.5 32.5CAPITAL EXPENDITURESCHANGE IN REVENUES 22,048.0 33,072.0 33,072.0 33,072.0 33,072.0 33,071.0FUND SOURCE (Thousands of Dollars)1002 Fedoral Receipts1003 GF Match1004 GF 41.5 32.5 32.5 32.5 32.5 32.51005 GF/Program Receipts1037 GF/Mental HealthOtherTOTAL 41.5 32.5 32.5 32.5 32.5 32.5Estimate of any current year (FY97) cost $ ____0POSITIONS:
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BILL ANALYSIS

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

Section 1 discusses legislative intent.
Section 2 increases the School Fund portion of the 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 oeduct 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 sections 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.
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Section 9 establishes that if section 2 is ruled unconstitutional and sections 3 and 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 of Revenue is requesting operating funds to cover 14 the costs of a Revenue Auditor III position. With such a large increase in taxes due the state (increase from $17 to $50 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 14 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 14 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 ($3.5 for computer costs and $.5 for office equipment). The recurring costs will be $2,5 to cover travei, 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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Projected Revenue Increases from Change in Tobacco Tax Rates
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C iga re ttes
Elasticity Factor 

Consumption (packs of cigarettes) 
Rate

FY9B*

-13.2X
30,487,136 * 

$1.00

FY99

O.OX
45,730,706

$1.00

FY00

0.031
45,730,706

$1.00

FY 01

O.OX
45,730,706

$1.00

FY 02

o.ox
45,730,706

$1.00

FY 03

o.ox
45,730,706

$1.00

FY 04

o.ox
45,730,706

$1.00
Cigarette Tax $30,487,136 $45,730,706 545,730,706 $45,730,706 $45,730,706 545,730,706 $45,730,706

Less .4 % Commission (121,949) (182,923) (182,923) (182,923) (182,923) (182,923) (182,923)

Net Cigarette Tax $30,365,188 $45,547,783 $45,547,783 $45,547,783 $45,547,783 $45,547,783 $45,547,783

FY 97 Projected Net Cigarette Tax (10,083,937, * (15,125,905) (15,125,905) (15,125,905) (15,125,905) (15,125,905) (15,125,905)

Net Cigarette T a x  Increase 
Into the School Fund

$20,281,251 $30,421,878 $30,421,878 $30,421,878 $30,421,878 $30,421,878 $30,421,878

Tobacco P roducts
Elasticity Factor 

Consumption (Whole. Pr. 1996 $) 
Rate

-I3.2X
$3,825,216 * 

75%

O.OX
$5,737,824

75%

O.OX
$5,737,824

75%

O.Oii
$5,737,824

75%

o.ox
$5,737,824

75%

o.ox
$5,737,824

75%

o.ox
$5,737,824

75%
Tobacco Products Tax $2,868,912 $4,303,368 $4,303,368 $4,303,368 $4,303,368 $4,303,368 $4,303,368

Less .4  % Commission (11.476) (17,213) (17.213) (17,213) (17.213) (17,213) (17,213)

Net Tobacco Products Tax $2,857,436 $4,286,154 $4,286,154 $4,286,154 $4,286,154 $4,206,154 $4,286,154

FY 97 Projected Net Tob. Prod. Tax (1,090,715) (1,636,073) (1,636,073) (1,636,073) (1,636,073) (1,636,073) (1,636,073)

Net Tobacco Frod. Tax Increase $1,766,721 $2,650,081 $2,650,081 $2,650,081 $2,650,081 $2,650,081 $2,650,081

C igare tte  and  7 ob. P roduc ts

Cigarette and Tobacco Tax $33,222,624 * $49,833,937 $49,833,937 $49,833,937 $49,833,937 $49,833,937 $49,833,937

Net Cig. and Tob. Tax Increase $22,047,972 * $33,071,959 $33,071,959 $33,071,959 $33,071,959 $33,071,959 $33,071,959

‘ Note: The bill's effective date results in the tax increase covering 8 months In FY 98.

tobsb13 draft prepared by bre lt fried 4/7/07 10 .19  AM



OFFERED IN THE SENATETO: CSSB 13(FIN) ("Q" Version, Dated 4/3/97)

A M E N D M E N T

1 Page 2, line 8, following "deducting":2 Insert "four-tenths of
3 Page 2, line 16, following "deducting":4 Insert "four-tenths of"
5 Page 3, following line 1:6 Insert a new bill section to read:7 "* Sec. 6. AS 43.50.330(b) is amended to read:8 (b) The licensee shall remit with the return the tax due under AS 43.50.3009 for the month covered by the return, after deducting four-tenths of one percent of the10 tax due, which the licensee shall retain to cover the expense of accounting and filing11 the return."
12 Renumber the following bill sections accordingly.
13 Page 3, line 26:14 Delete "sec. 8"15 Insert "sec. 9"
16 Page 4, line 1:17 Delete "5 - 7, and 9"18 Insert "5 - 8, and 10"
19 Page 4, line 2:

N/t
0-LS0159VQ.1 .

Chenowcth 
4/4/97

SENATE FINANCE 
COMMITTEE 

Amendment Number: 2-
Bill Number: C S.S/j> i.3 C'F/AJ ) 
Sponsor: Date: l
Logged In Bv: (pc-Tkiru.

-l-
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21 Delete "sec. 8" Insert "sec. 9"

- 2 -



SEN A TE  FINANCE 
COMMITTEE , 

A m endm ont Number: I
Bill Number: ^  L> I2>________
S pnnsorff cu:i \ wi \ Date: Hh)'? 
Logged In Bv: Qs~t fa .'ua

l>,|
r-iitcp 1 - l \

0-LS0159VK.3 - 
Chenoweth 

4/2/97

AMENDMENT
OFFERED IN THE SENATE TO: CSSB 13(HES) BY SENATOR TORGERSON

123456 7n
9101112131415161718

Page 6, following line 18:Insert new bill sections to read:"* Sec. 15. VOTER APPROVAL OF ACT. (a) The lieutenant governor shall pk'ce before the qualified voters of the state at the next general election the question of whether this Act shall take effect. The question shall appear on the ballot in the following form:QUESTIONShall ch. , SLA 1997, relating to taxes oncigarettes and tobacco products, and to the filings of returns for and the use of the proceeds of those taxes, take effect?Yes []No [](b) The lieutenant governor shall fill in the blank in (a) of this section designating the chapter number of this Act before submitting the question set out in (a) of this section to the voters.* Sec. 16. TAKING EFFECT OF THIS ACT CONDITIONAL. This Act takes effect only if a majority of the qualified voters of the state who vote on the question presented in sec. 15 of this Act favors the question."
19 Renumber the following bill sections accordingly.
20 Page 6, line 19:21 Delete "Sections"22 Insert "If, under sec. 16 of this Act, this Act takes effect, sections"23 Delete "October 1, 1997"



0-LS0159MC31 Insert "on the 60th day afte; certification by the lieutenant governor of the results of2 the election on the question presented under sec. 15 of this Act"
3 Page 6, line 20, following "If':4 Insert ", under sec. 16 of this Act, this Act takes effect and if'
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A M E N D M E N T

OFFERED IN THE SENATETO: CSSB 13(FIN) ("Q" Version, Dated 4/3/97)
1 Page 2, line 8, following "deducting":2 Insert "four-tenths of1
3 Page 2, line 16, following "deducting":4 Insert "four-tenths of'
5 Page 3, following line 1:6 Insert a new bill section to read:7 "* Sec. 6. AS 43.50.330(b) is amended to read:8 (b) The licensee shall remit with the return the tax due under AS 43.50.3009 ' for the month covered by the return, after deducting four-tenths of one percent of the10 tax due, which the licensee shall retain to cover the expense of accounting and filing11 the return."
12 Renumber the following bill sections accordingly.
13 Page 3, line 26:14 Delete "sec. 8"15 Insert "sec. 9"
16 Page 4, line 1:17 Delete "5 - 7, and 9"18 Insert "5 - 8, and 10"
19 Page 4, line 2:

SENATE FINANCE 
COMMITTEE 

Amendment Number 2- 
Bill Number: CS.S/j> i.H'F/Aq ) 
Sponsor Date: ‘t /Wf-
Logged In Bv: <cltru\i.

-1 -



0 -L S 0 1 5 9 \Q .lDelete "sec. 8" Insert "sec. 9"



S F  W E  F I N A N C E  'Amendment COMMITTEEÂ'/tdment Number: -1 • r Number: r̂, i\CSSB 13(FIN) Workdraft O-ISO159\Q .xmsor: ~ rw~J77/.? 7Logged In By: I *
Page 2 line 8
month covered by the return, deducting [one] A percent of the total tax due, which the 
Page 2 line 16
month covered by the return, deducting [one] A percent of the total tax due, which the

kjeuJ S-^c-Viu  ̂ r  %* Sec. AS 43.50.330(b) is amended to read:
% (b) The licensee shall remit with the return the tax due under AS 43.50.30Gfor the month covered by the return, after deducting ifc«m.-tenths of one percent of thetax due, which the licensee shall retain to cover the expense of accounting and filing the return.




