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FISCAL NOTE

STATE OF ALASKA
2005 LEGISLATIVE SESSION

Revision Date/Time (Note if correction):

Fiscal Note Number:
Bill Version: HB260
() Publish Date:

Dept. Affected] Revenue
RDU Taxation and Treasury
Component Tax

Title Taxes on cigarettes and tobacco
products

Sponsor House Finance Committee

Requester House Finance Committee

Expenditures/Revenues

Note: Amounts do not include inflation unless otherwise noted below.

OPERATING EXPENDITURES FY 2006 FY 2007

Personal Services 53.7 53.7

Travel

Contractual

Supplies

Equipment

Land & Structures

Grants & Claims

Miscellaneous
TOTAL OPERATING 66.0

4.3 4.3

8.0

58.0

ICAPITAL EXPENDITURES | |
CHANGE IN REVENUES ( ) 7,100.0 8,100.0

FUND SOURCE

1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health

Other (Specify Type-Do not abbreviate)
TOTAL

66.0 58.0

66.0 58.0

Estimate of any current year (FY2005) cost: 0.0

Component No. 2476

(Thousands of Dollars)

FY 2008 FY 2009 FY 2010

53.7 53.7 53.7
4.3 4.3 4.3
58.0 58.0 58.0

2,250.0 2,250.0 2,250.0

(Thousands of Dollars)

58.0 58.0 58.0

58.0 58.0 58.0

Check this box (X) if funding for this bill is included in the Governor's FY 2006 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page it necessary)

FY 2011
53.7

4.3

58.0

2,250.0 |

58.0

58.0

Bill Language: This bill will change the effective date for cigarette tax increases passed in June 2004 by
SB 1001. SB 1001 increased Alaska's cinarette excise tax to $1.60 per pack of 20 cigarettes on January
1.2005 and provided for additional cigarette tax increases of 20 cents per pack of 20 cigarettes on July 1,
2006 and July 1, 2007. This bill will accelerate the last two increases so that both will take effect on
January 1. 2006. Therefore, on January 1, 2006, Alaska's cigarette excise tax would be $2.00 per pack of
twenty cigarettes. This bill will also increase the other tobacco products (OTP) tax from 75% to 1C0% of
the wholesale cost and require individuals who purchase OTP through the mail or ever the Internet to
obtain a license with the Department of Revenue and pay the applicable OTP tax on those purchases.
This bill also includes a section requiring a two-thirds majority vote in each house for the tax increases to

take effect.
Prepared by: Johanna Bales
Division Tax Division

Approved by: Jerry Burnett
Agency Department of Revenue

(Revised 9232004 OVB)

Phone 907-269-6628

Date/Time 4/13/05 12:05 PM

Date 4/13/2005
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FISCAL NOTE

STATE OF ALASKA BILL NO. HB 260

2005 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

Bill Analysis (cont.): This bill also makes changes to the criminal statutes regarding underage
possession and purchase of cigarettes and limits the amount of a bond that cigarette manufacturers must
post whe.i filing an appeal of a judgment from a lower court. These provisions are not administered by the
Department of Revenue. Therefore, this fiscal note does not address any additional operating costs of

these proposed changes.

Program Summary: DOR will license individuals to purchase cigarettes through the mail and over the
Internet and process tax returns filed by those individuals. DOR will also work with other states to
determine the amount of other tobacco products purchased by individuals in Alaska. Currently, Alaska
has information agreements with other states which allows Alaska to obtain information auout tobacco
products shipped into Alaska. DOR will gather this information, summarize it, determine the amount of
other tobacco products purchased by an individual, and prepare assessments for unpaid taxes. DOR will
also conduct other compliance activities to ensure that all taxes owed on other tobacco products is paid.

Positions: DOR expects that it will need 1 additional position, 1 Tax Technician Il, to perform the
additional functions required by this bill. DOR expects the total cost of this additional position to be

$53,700 each year.

Other Operating Expenditures: (1) Contractual - Contractual costs include leasing office space and
providing phone service for 1 additional employee each year. DOR expects the total contractual costs to
be $4,300 each year. (2) Equipment - DOR expects equipment expense of $8,000 per FTE in the first year
for a computer, telephone, cubicle parts, software, and other one-time purchases of office equipment

needed to perform the duties of the position.

Revenue: DOR estimates cigarette tax revenue to increase by approximately $6 million in FY 2006 and
2007 as a result of this bill at v. ,ich time the entire $2 per pack tax rate would have been reached under
SB 1001. DOR estimates the other tobacco products (OTP) tax to increase by approximately $1.1 million
in FY 2006 due to the increase taking effect half-way through the fiscal year and by $2.2 million each year

thereafter.

Page of.



FISCAL NOTE

STATE OF ALASKA Fsal Note Number
2005 LEGISLATIVE SESSION all\asia: HB260-DHSS-DBH-04-13(06
( )RblishDate:
Revision Dale/Time (Note if correction): Dept. Affected: Health & Social Services
PURCHASE AND POSSESSION OF TOBACCO
Title BY MINORS AND TOBACCO TAXES AND RDU Behavioral Health
SETTLEMENTS
Component Behavioral Heaith Administration
Sponsor HOUSE (FIN)
Requester HOUSE (JUD) Component No. 2665
Expenditures/Revenues (Thousands of Dollars)
do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2006 FY 2007 FY 2006 FY 2009 FY 2010 FY 2011
Personal Services
Travel
Contractual
Supplies
Equipment

Land & Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING 0.0 0.0 0.0 0.0
EXPENDITURES
CHANGE IN REVENUES (0)

FUND SOURCE

1002 Federal Receipts

1003 GF Match

1004 GF

1037 GF/Mental Health

Other(Specify Type-do not abbreviate)

Other(Specify Type-do not abbreviate)
TOTAL

0.0 0.0

Estimate of any current year (FY2005) cost:
Mark this box (X) if funding for this bill Is included in the Governor's FY 2006 budget proposal: [

POSTIQN&
Full-time
Part-time

ANALYSIS: (Attach a separate page If necessary)

The intent of the legislation of HB 260 is to amend the section of the law related to the purchase
of cigarettes or tobacco products by a person under 19 years of age; to amend the section of the
la related to licenses for persons engaged in activities involving tobacco products; to amend
the section of the law related to taxes on cigarettes and tobacco products; and to amend the
section of the law related to the amount o f the bond required to stay execution of ajudgement in
civil litigation involving the tobacco product Master Settlement Agreement during an appeal.

This legislation in its current form would have no direct impact on the Tobacco Prevention and
Central Program. Price increases in the form of tobacco taxes are effective strategies for

| preventing tobacco use by youth.

Prepared by: Bill Hooan. Director Phone 465-3166
Division Behavioral Health Date/Time

Approved by: Joel S. Gilbertson. Commissioner Date 04/13/2005
Agency Department of Health and Social Services

9BNOB Page | of2



FISCAL NOTE

FN#
STATE OF ALASKA
2005 LEGISLATIVE SESSION

BILL NO. HB260-DHSS-DBH-04-13-05

ANALYSIS CONTINUATION
This bill will allow Confidential Informant's to attempt to purchase tobacco products and not be in
violation of the law.

The Division of Behavioral Health has determined that this bill will have a zero fiscal impact.



FISCAL NOTE

STATE OF ALASKA FsEl Note Nurber:
2005 LEGISLATIVE SESSION &l \ersia: U9260-DPS-ASTD-4-12-05
0 Rblish Date:
Revision Date/Time (Note if correction): Dept. Affected: Public Safety
Title "An Act relating to purchase and possession of 'RDU Alaska State Troopers
cigarettes or tobacco by a person under 19...* Component AST Detachments
Sponsor House Finance Committee
Requester House Judiciary Committee Component No. 2325

Expenditures/Revenues (Thousands of Dollars)

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2006 FY 2007 FY 2008 FY 2009 FV 2010 FY 2011

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

ICAPITAL EXPENDITURES | i | |

ICHANGEIN REVENUES ( ) | | ! 1

FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify Type-Do not abbreviate)
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2005) cost: 0.0
Mark this box (X) if funding for this bill is included in the Governor's FY 2006 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)
Passage of this bill will have no fiscal impact on the Department of Public Safety.

Under section 1, additional language isadded to AS 11.76.105 specifying that not only possession, but the
purchase, attempted purchase, and the attempted possession of tobacco by an individual under 19 years
of age is a violation. Italso creates an additional exclusion to this subsection by including language that
will allow a person to assist a peace officer in the enforcement of this section of statute.

Assisting a peace officer with enforcement of this section may include the purchase, attempted purchase,

attempted possession or possession of tobacco by the person.

Phone 907-465-3223
Date/Time 4/12/05 9:14 AM

Date 4/12/2005

Prepared by: Lieutenant Todd Sharp
Division Alaska Stale Troopers

Approved by: Commissioner William Tandeske

Agency Departmentt of ALbllic Sofety

(Rovtsed 9/23/2004 OMB) Page 1of1



A laska State Legislature
H ouse Finance Committee

Representative Mike Chenault Representative Kevin Meyer
Co-Chairman

Co-Chairman
(907) 465-3779 (907) 465-4945
Fax: (907) 465-3476

Fax: (907) 465-2833
Representative. Mike.ChenaultOlogls.state ak us Representative .Kevin.MeyerClegis state ak

716 W. 4* Avenue

145 Main St. Loop 4223
Kenai. Alasxa 99611 Anchorage. Alaska 99501

State Capitol, Juneau, Alaska 99801-1182

SPONSOR STATEMENT
HOUSE BILL 260

House Bill 260 addresses tobacco taxation, possession and purchase of tobacco products
by minors, and aspects relating to the Tobacco Master Settlement Agreement (“MSA”).

HB 260 addresses tobacco taxation in two ways. First, the tax on “other tobacco
products”, such as smokeless tobacco, is increased from 75 percent to 100 percent of the
wholesale cost. Second, the implementation of the remaining tobacco tax increase that
was passed by the 23rd Legislature is accelerated to January 1, 2006. Passage of this tax
increase and acceleration of the current increase is supported by the health benefits alone.
Tobacco is the number one preventable cause of death, disability, and chronic illness in
Alaska. Increased taxes can result in reduced consumption of tobacco products. It is

especially a deterrent for underage smokers.

A grave concern is the prevention of teenagers and pre-teens from smoking. HB 260
expands current statutes to prohibit a minor from purchasing, possessing, and attempting
to purchase or possess tobacco products. The intent of this section is to further deter
underage access and consumption of tobacco products.

Under HB 260, individuals who choose to import other tobacco products into Alaska for
personal consumption would be required to purchase a buyer’s license from the
Department of Revenue. This enables the department to collect the required State taxes

on products that are currently not taxed.

HB 260 also sets a $100,000,000 million limit on the supersedeas bond that MSA
signatories, successors, and affiliates must post to stay the execution of ajudgment in
Alaska. This bond limit would not change any other aspect of the law. It does not
change the rules by which atrial is conducted. It does not affect who ultimately wins or
loses lawsuits. And, it does not affect the rights of plaintiffs to recover fully the damages

to which they are entitled if the judgment is upheld.

Last Unckte: April 11, 2005



By placing alimit on the bond, the State is protected by ensuring that it will continue to
receive its IMSA payments while the tobacco companies appeal an adverse judgment.

The MSA delivers millions of dollars in revenue annually to Alaska and 45 other
participatory states. Alaska will join 26 other states with similar legislation or amended
court rules to limit the size of the required appeal bond in cases involving large
judgments. By joining these states, we promote our collective interest with respect to
preserving the revenue stream mandated by the Master Settlement Agreement.

| encourage your support for this important legislation.

Last Update: April 11, 2005



FISCAL NOTE

STATE OF ALASKA Fsal Note Nunber:
200 LEGISLATIVE SESSION all\ersian; HB260-DPS-ASTD-4-12-05
ORblish Date:
Revision Date/Time (Note ifcorrection): Dept. Affected: Public Safety
Title “An Act relating to purchase and possession of "RDU Alaska State Troopers
cigarettes or tobacco by a person under 10.. Component AST Detachments
Sponsor House Finance Committee
Requester House Judiciary Comm.itee Component No. 2325

Expenditures/Revenues (Thousands of Dollars)

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011

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

I : I I [ I

CAPITAL EXPENDITURES

ICHANGEIN REVENUES ( ) | |

FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health

Other (Specify Type-Do not abbreviate)

TOTAL 0.9 0.0 0.0 0.0 0.0 0.0
Estimate of any current year (FY2005) cost: 0.0
Mark this box (X) if funding for this bill is included in the Covernor's FY 2006 budget proposal:
POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)
Passage of this bill will have no fiscal impact on the Department of Public Safety.

Under section 1, additional language is added to AS 11.76.105 specifying that not c lly possession, but the

purchase, attempted purchase, and the attempted possession of tobacco by an individual under 19 years

of age is a violation. Italso creates an additional exclusion to this subsection by including language that

will allow a person to assist a peace officer in tne enforcement of this section of statute.
Assisting a peace officer with enforcement of this section may include the purchase, attempted purchase,

attempted possession or possession of tobacco by the person.

Phone 907-465-3223
Date/Time 4/12/05 9:14 AM

Da"e 412/

Prepared by: Lieutenant Todd Sharp
Division Alaska State Troopers

Aproved bz Comissioner Willian Tandeske
Agoncy Department of Rblic Safety

(Revised 9/23/2004 OMB) Page 1of1



Vanessa Tondini

From: Mike Elerding [melerding@nsales.com]
Sent: Tuesday, April 12, 2005 12:?3 AM
Suzanne Cunningham; Vanessa Tondini

To:

Cc: Rep. Pete Kott; Rep. Tom Anderson; Rep. John Coghill; Rep. Nancy Dahlstrom; Rep. Les
Gara; Rep. Max Gruenberg; Joe Darnell; grant_sirevog@revenu state.ak.us

Subject: FW: HB 260 An act relating to the purchase and possession of cigarettes by a person under

19 years of age

I apologize if this is the 2nd cop"® of this email transmitted to you. My initial
transmission of the email had an incorrect address, which gave me an error message that
indicated the email had not been sent. Please accept my apology. | had trouble spelling

Tondini Thx me

Original Message---——-
From: Mike Elerding [mailto:melerding@nSQles.com]
Sent: Tuesday, April 12, 2005 12:17 AM
To: Suzanne_cunningham@legis.state.ak.us; vanessa_tontini@legis.state.ak.us
Cc: Representative_Pete_Kott@legis.state.ak.us;
Representative_Tom_Anderson@legis.state.ak.us;
Representative_John_Coghill@legis.state.ak.us;
Representative_Nancy_Dahlstrom@legis.state.ak.us;
Representative_Les_Gara@legis.state.ak.us;
Representative _Max_Gruenberg@legis.state.ak.us;

joe_darneil@ health.state.ak.us; grant_sirevog@revenue.state.ak.us
Subject: HB 260 An act relating to the purchase and possession of cigarettes by a person

under 19 year3 of age

Dear Suzanne and Vanessa,

Thank you both for taking my call regarding H3 260. r * company, Northern Sales Co. of
Alaska, is a licensed in-state tobacco distributor. A- a tobaccodistributor we have a
strong interest in legislation, which impacts the sale of tobacco products within Alaska.
While, we have not had an opportunity to fully review HB 260, listed below is a brief

summary of the salient issues as we see them.

1. Section 2. AS 43.50.190 accelerates the 2nd & 3rd stfp increases of the phase-in of the
cigarette excise tax increase passed last year in HCS SB 1001. Under provisions of last
years measure the final excise tax increase was scheduled to be effective July 1, 2007.
Under the provisions of this measure the remaining $4.00 per carton excise tax will become
effective on

January 1, 2006. With the acceleration cf the $4.00 excise tax Alaska

would have the 3rd highest excise tax in the nation with a total excise tax of $20.00 per
carton.

2. Section 3. AS 43.50.300 increases the OTP tax from 75% of the wholesale price of
tobacco to 100% of the wholesale price of tobacco.Only Minnesota with a proposed OTP tax

rate of 108% would have a higher rate than Alaska.

3. Section 4. AS 43.50.300 paragraphs (3 U (4) would address a gross
inequity in the existing collection of the state OTP tax. Currently only

Alaska based businesses are required to pay the state OTP excise tax. Mail order
businesses operating outside of the states jurisdiction are permitted to ship tobacco
products (non cigarettes) into the state without paying the OTP tax to the state. The
result has been that in-state tobacco dealers have been at a significant price

disadvantage to out of state competitors.
And as you might expect the sale of OTP products by in-state

adversely impacted.
4. Section 12. AS 45.53.050 sets a bonding cap limit of $100 million to insure court

awarded payments by the defendant to plaintiffs who have prevailed in a civil litigation
matter regarding tobacco cases. This measure will put limits on the ability of special
interest groups to abuse the court system and usurp legislative powers by forcing
defendants to settle tobacco related disputes rather than post an exorbitant bond while
waging an aggressive appeal of the initial adverse court decision.

1

licensed businesses has been
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5. Section 1 and Section 13 of this measure change stc.te law to make it a violation of
state law for a person under 19 years of age to purchase; attempt to purchase; or possess
tobacco products. Further a person under the age of 19 found to have violated this law
shall be charged; prosecuted; and sentenced in the same manner as an adult.

We concur that an increase in state excise tax in cigarettes does reduce youth access to
these products. However, we would point out that the state already has a plan to increase
the state excise tax on cigarettes and we believe that the acceleration of this tax puts
an unnecessary burden on the states adult smokers who choose to smoke.

Regarding item #2 and #3 from above we believe that there will be insignificant gains to
state revenue by increasing the excise tax from 75% to 100% because as the lew stands now
Alaska licensed distributors simply cannot compete with out of state operators who are
exempt from the states OTP tax. It is our assertion that licensed Alaska distributors who
are collecting and remitting OTP tax payments to the state are selling less OTP product
than out of state mail order business who are exempt from this tax.

Section #3 of HB 260 attempts to remedy this inequity, but the state does not have the
authority to impose Alaska taxes on businesses operating outside of their jurisdiction.
Endeavors to collect the OTP tax from Alaska consumers while well intentioned is simply

going to be unenforceable.

We concur with the major tobacco manufacturers desire to have a bonding cap on litigated
claims processed through the court system and we feel that a bonding cap of $100 million
is adequate to protect the state and provide successful plaintiffs of assurance of
collecting any settlement they may be awarded in a civil litigation matter.

We think the provisions in item #5 from above are warranted and appropriate.

We salute the intent to transfer the responsibility of the illegal possession of
cigarettes by a person under the age of 19 to the individual perpetrating the crime.
Current state law puts the entire burden ior the violation of the illegal possession of
tobacco by a person under 19 on legitimate licensed tobacco retailers. We believe that
the license suspension for retailers who are found to be in violation of state law by
facilitating the illegal sale of tobacco to minors needs to be completely overhauled.
Current law requires a 20-day license suspension for the first offense, a 45-day license
suspension for the second offense, and a 90-day license suspension for a third offense
occurring within a 24-month period.

In addition to the license suspension component of the penalty for the violation of this
law there are escalating monetary civil penalties to retailer for each infraction of this
law. We think that businesses that can demonstrate participation in training programs to
educate their employees to orevent the illegal sale of tobacco products to a person under
the age of 19 should count as an affirmative defense for a business found to be in
violation of state law prohibiting the sale of tobacco to minors. We would support an
amendment to this bill, which would incorporate the changes to the penalty phase outlined

above.

signed into law SB 168 which mandated the imposition of

a tobacco stamp to be imprinted on every pack of cigarettes imported into the state.
Section 43.50.510 of SB 168 stipulated that "for purposes of this section, a stamp is
considered affixed only if more than 80% of the stamp; is attached to the individual

package (ie each pack of
cigarettes) in accordance”" with regulations adopted by the department of revenue.

Subsequent to the passage of this measure it has been demonstrated that the current state
of tax stamping technology has not been able to produce an 80% affixment standard. Based
on our actual experience the best estimate for the performance standard of affixing a
tobac :0 stamp on each

pack of cigarettes is somewhere in the 55% range. Only through the
collaborative efforts of the State Department of Revenue and industry have we avoided an

unmitigated disaster regarding the enforcement of the 80% performance requirement.
Section 43.50.510 needs to be amended to reduce the affixment stanoard from 80% down to

55%.

I apologize for my "brief” overview of this measure and | appreciate your
your willingness to work with us on this very important matter.
I will be in Juneau for the 13 April House Judiciary hearing on this bill and I would like
to testify before the committee. In the meantime if you have any questions or require
additional information please do not hesitate to email me. While in Juneau | can be

2

On 16 June 2003 Governor Murkowski

interest and



reached on my cell phone at 206-850-5250.

Thanks again for your interest.

Mike Elerding
President
Northern Sales Co. of Alaska



Covington & Burling April 15,2004

Alasl™”a Should Join Other States
To LimitThe Size Of Appeal Bonds and Protect Its

Tobacco Settlement Revenues

The Tobacco Master Settlement Agreement (“MSA”) is vitally important to Alaska and
to the 45 other states who are parties to the settlement. Itdelivers milli.<isofdollars in revenues
to Alaska annually, and it will continue to do so for years to come. It aiso deliversreal benefits

to the state through its non-monetary provisions, which restrict advertising by participating (but

not by non-participating) manufacturers and are designed to help reduce youth smoking.

Yet the continued receipt of these funds isthreatened by litigation against the tobacco

companies that are funding the settlement. The ability ofthe tobacco companies to meet their

obligations under the M SA ultimately depends upon their financial viability.

fetched to worry about the financial viability oftobacco companies, but the litigauon onslaught

It may seem far-

they are currently facing presents a real risk to their ability to make M SA payments.

This memorandum explains what Alaska can do to minimize that risk and protect the

state’songoing receiptof MSA money.

A. The Enormous Litigation Risks Confronting The M SA Signatories Threaten

Alaska’s M aster Settlement Agreement Revenues

W ithin the last several years, the tobacco companies have faced gargantuan judgments.

In 2000, the Engle class action in Florida resulted in a verdict of$145 billion, which was

reversed on appeal in May 2003. In California, two individual suits resulted in verdicts of $28

billion and $3 billion respectively, although both ofthese verdicts were reduced by the trial

judge. In March 2003, ajudge in the case of Price v. Philip Morris in Illinois ordered one
tobacco company to pay compensatory damages of$7.1 billion and punitive damages of $3

billion in a class action. This decision iscurrently being appealed.

As the Engle case demonstrates, many extraordinarily large verdicts are reduced or

overturned on appeal. In order for a verdict to be overturned, however, a defendant must be able

to appeal and do so wliile remaining in business.
must postan appeal bond at least equal to the sizeofthe judgment in order to stay the execution
In Alaska, the bond required to stay the execution ofa money

The problem is that in most states, a defendant

ofthejudgmentduring the appeal.
judgment is ordinarily the amount ofthejudgmentremaining unsatisfied, plus appeal costs arid

interest.1 But Alaska courts are permitted to set the bond in a differentamount orto order

Alaska R. App. P. 204(d).



-2-

altematc security for good cause shewn — meaning thatjudges may theoretically set the bond at

any amount they deem appropriate, even ifthat amount exceeds the total judgment.2

Ifadefendant cannot afford to postan appeal bond in the amount set by the court, a
plaintiffcould potentially seize the defendant’s bank accounts, or its manufacturing facilities, or
any property located anywhere that the plaindffcan find, even though the defendant may be in
the middle of an appeal. In order to stop the plaintifffrom taking its assets during the appeal, the
defendant may have no alternative other than to file for bankruptcy, which carries with it an

automatic stay of the debtor’s obligation to pay its creditors.
However, a stay in bankruptcy is indiscriminate: while it would allow tobacco

companies subject to huge judgments to appeal while the stay is in place without fear that

plaintiffs could seize their assets, it would also prevent the companies from making their

payments to Alaska and the other states under the MSA. This potential problem has been most

vividly demonstrated by the ongoing Price case in Illinois. In March 2003, thejudge in that case

set the appeal bond at $12 billion -- an amount that the company could notpossibly have posted.3
Ifthe company had been forced to post such a large bond, it most likely would not have been
able to continue to make the billions of dollars in payments that it owes under the MSA.

Because of concern abort this disastrous result, 37 state attorneys general (including Alaska’s)

and the National Conference of State Legislatures petitioned the Price court to allow a lower

bond to be posted so that MSA payments would not bejeopardized. The bond was eventually

lowered to $6.8 billion, but even this reduced amount would bankrupt many companies.

As the Price case demonstrates, the state has a vital interest in ensuring tobacco
companies can appeal massivejudgments in Alaska by posting a bond under state law, rather

than being forced into bankruptcy.

Other States Have Recognized The Risks That Litigation Against M SA Signatories
Pose To Their Continued Receipt Of Tobacco Settlement Funds, And They Have

Enacted Appeal Bond Caps

Increasingly, states have become aware of the potential consequences of high appeal

bonds and have imposed reasonable limits on the size of these bonds. In 2000, legislators in

Florida became concerned because the Engle class action against the tobacco companies was

proceeding in that state. It was estimated that the punitive damages awarded in the case could be

so large that these companies could not afford to post a bond, thereby forcing the companies to

seek a stay from the bankruptcy court. While legislators had no particular sympathy fortobacco

companies, they recognized that these companies, like every defendant, are at least entitled to a
full and fair appeal, and they also recognized that Florida and every other state might lose an
important income stream from the M SA payments ifthe companies were driven out of business.

Thus, the legislature enacted a cap on the size of the appeal bond that would have to be posted

“Confidential Talks Continue on $12 Billion Bond issue in Light Cigarette Class Action,”
Mealev’s Litigation Report: Tobacco (Apr. 14,2003).
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with regard to the punitive damages aspectofany judgment. The cap limited appeal bends to the

lower of the punitive damages judgment plus twice the statutory rate of interest, ten percentofa

defendant’s net worth, or $100 million.4

As noted above, thejury in Engle eventually awarded the plaintiffs $145 billion in

punitive damages. Under Florida’s previous appeal bond rules, the defendants would have had

to postan $181 billion bond to appeal thisjudgment, which would have bankrupted any
But because the legislature had passed the appeal bond cap, the

company orgroup ofcompanies.
Theirappeal

tobacco companies were able to posta much lower bond and appeal the verdict.
on May 21,2003, a Florida appeals court decertified the Engle class

was ultimately successful:

and set aside thejury’sdecision in the case. Inan emphatic opinion, the court ruled that the class

action approach for Engle was completely improper.
the appeal bond prior to the trial court’sjudgment in Engle, the previous bonding requirement

But ifthe legislature had not acted to limit

would have bankrupted the entire industry, thrown thousands of people outofwork, and

deprived each state of itstobacco settlement revenues.

Twenty-nine other states have also passed limits on the size of
Five other states

Florida did not act alone.
appeal bonds, two ofthem by courtrule and the rest through legislation.

(Connecticut, Maine, Massachusetts, New Hampshire and Vermont) automatically stay a

judgment upon the filing of a notice ofappeal. As a result, over halfo fthe states currently limit

lhe appeal bond requirement. The approaches taken by the states have differed somewhat, as

summarized below.

In the year 2000, along with Florida, four other states enacted limits on the size ofappeal
bonds.5 These states were Kentucky ($100 million limit) and Georgia, North Carolina and
In each of these states, the limit applied only to the bond for the

Virginia ($25 million limits).
Each of these states was concerned that ifthe Florida

punitive damages portion ofajudgment.
legislature did not act, the Florida plaintiffs might seek to seize tobacco company assets in these
other states. Thus, these states limited the size of bonds forjudgments entered by courts within
their states, and further provided that ifa plaintiffwith an out-of-state judgment came to their

state to collect on thatjudgment, the defendant could stop the plaintiffuntil the appeal was

completed by posting the bond required in that state. These states were worried that the tobacco

settlement proceeds might be threatened before an appeal could ever be completed, and they

were also worried about thejobs thatcould be lost in their states ifthe tobacco companies were

put out ofbusiness before they could appeal.

In 2001 Louisiana, Nevada, Oklahoma and West Virginia passed legislation that limited
the size of the appeal bond that signatories of the Master Settlement Agreement would have to

Fla. Stat. § 768.733 (2002).

Florida (Fla. Stat. § 768.733), Georgia (Ga. Code Ann. § 5-6-46), Kentucky (Ky. Rev. Stat. Ann.
§ 205.1), North Carolina (N.C. Gen. Stat. § 1-289), and Virginia (Va. Code Ann. §8.01-676.1 J.) each

passed legislation in 2000.



post to appeal adamages verdict ofany kind, be itcompensatory or punitive damager 6 Again,

a primary motivating factor for these states was their financial interest in ensuring that settlement

proceeds under the state tobacco settlement were not threatened because ofan inability of the

tobacco companies to appeal ajudgment. The Oklahoma appeal' jnd cap was $25 million; the
caps in Nevada and Louisiana were $50 nrllion; and West Virginia’scap was $100 million for

punitive damages and $100 million for compensatory damages.

» As these states were doing their work, the Mississippi Supreme Courtamended its court
rules, which govern appeal bonds in that state, to limit the bond thata defendant ofany kind
would have to cost to stay apunitive damagesjudgment while it appeals.7 The amountofthe

limitin Mississippi was the lower of $100 million, 125 percent o fthe punitive damages award,

or 10 percent of the defendant’s networth.

In 2002 three states enacted limits on the size of appeal bonds. Ohio adopted a $50

million limit,8 while Indiana and Michigan9 adopted a $25 million limit.
Rather, in each state, the limit

These bond limitations

were not tied in any way to tobacco companies or to the MSA.
that was adopted applies to damages of all kinds, including the costs adefendant might incur to

pay forequitable relief, and itapplies to any kind of defendant.

In 2003 Arkansas, California, Colorado, Idaho, Kansas, Missouri, New Jersey, Oregon,
Pennsylvania, South Dakota, Tennessee, Texas and Wisconsin adopted appeai bond caps. The
Arkansas, Colorado, Tennessee, Texas and Wisconsin statutes apply to all litigants in civil
litigation regardless of legal theory. The other states’ laws aren re limited in scope. Idaho’s $1
million cap, forexample, applies to all litigants in civil litigation but covers only the punitive

damages portion ofthe appeal. The Kansas cap applies to appellants who are signatories or
successors of signatories to the tobacco Master Settlement Agreement; California, Missouri,
New Jersey, Oregon and Pennsylvania extend this application to also include affiliates of

signatories to the tobacco Master Settlement Agreement. The amounts ofthe caps enacted in

these states range from $25 million to $100 million." In addition, the South Dakota Supreme

Louisiana (La. Rev. Stat. Ann. 8 98.6), Nevada (Nev. Rev. Stat. § 20.035.1); Oklahoma (Okla.
Stat. Ann. tit. 12 §990.4 B.5); and West Virginia (W. Va. Code 84-11 A™I).

Mississippi Rule of Appellate Procedure 8.

8 Ohio Rev. Code Ann. § 2505.09 (2002).
Ind. Code Ann. § 34-49-5-3 (2002); Mich. Comp. Laws. Ann. § 600.2607(1) (2002).

0 Ark. Code § 16 55-214 (2003); Cal. Health & Safety Code § 104558 (2003); Colo. Rev. Stat. 13-
16-125 (2003); Idaho Comp. Stat. Ann. § 13-202 (2003); Kan. Stat. Ann. § 50-6a05 (2003); Mo. Rev.
Stat. § 512.085 (2003); N.J. Stat. Ann. § 52.4D-13 (2003); 2003 Or. Laws 804 (not yet codified); Pa. Stat.
Ann. tit. 35, § 5701.309 (2003); Tenn. Code § 27-1-124 (2003); Tex. Civ. Proc. & Rem. Code §

52.006(b) (2003); Wis. Stat. § 808.07(2003).

1 Arkansas, Colorado, Kansas and Texas agreed to cap their appeal bonds ai 525 m'flfan, while
Missouri and New Jersey set their caps at $50 million. Tennessee set its cap at $75 million. The
Pennsylvania and Wisconsin bills capped bonds at $100 million, and California and Oregon each v .2 cap

of$150 million.
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Courtamended its courtrules to limitthe bond required to stay the execution ofajudgment
during an appeal to $25 million.12 Lastly, North Carolina and Florida broadened their existing
statutes in 2003 to limit the appeal bond lor money judgments under any legal theory, notjust

punitive damages.

Thus farin 2004, four states have acted to solve the appeal bond problem. The

legislatures in Utah, Nebraska, and lowa have all adopted general bond cap legislation that

applies to all litigants in all civil actions. The cap adopted in Nebraska is the lesser of the fifty

percent ofthe appellant’snet worth or $50 million; the cap in Utah is $25 million; and the cap in

lowa is $100 million.1J In addition, the South Carolina legislature passed a bill eliminating the

bond requirement entirely for MSA signatories, successors, and affiliates.14

Like these other states, the Alaska legislature should act to solve the problems caused by

high appeal bonds immediately. While some states have passed broader measures that apply to

any defendant in any kind o f litigation, a bill limiting the appeal bond in cases involving

signatories, successors of signatories, or affiliates of signatories to the M SA would be sufficient

to solve the most problematic aspects of Alaska’s current law. The legislature, in its role as the

protector of the state’s finances, has the authority to adopt such a measure,15which is important

notonly for Alaska, but also for all other states who are relying on the continued stream of

tobacco revenues for vital public projects.

C. The Appeal Bond Limitation Laws Provide No Substantive Legal Protections To A

Tobacco Company In Litigation, But They Do Protect Plaintiffs

A key point foreach of the states discussed above is that, in limiting the bond, none of

them changed their substantive law in any way. Bond limitation laws only ensure that

defendants can fully exercise theirright to an appeal without going into bankruptcy or being
forced to settle with the plaintiffs. So, for example, had the tobacco companies lost their appeal

H S.D.C.L. 15-26A-26.

Utah HJ.R. 16 (2004); lowa  S.B. 2306 (2005); Neb. L.B.
the governor’s signature.
u S.C. H.B. 4823 (2004). The South Carolina bill is pending the governor’s signature.

1207 (2004). The lowa bill ispending

Although Article 1V, section15 of the Alaska constitution gives the Supreme Court primary
authority over rules that affect court procedure, the Court upholds legislative enactments if the main
subject ofthe statute is substantive with only an incidental effect on procedure. See, e # Ware v. Citv of
Anchorage. 439 P.2d 793, 794 (Alaska 1968Xupho!ding statute requiring a non-resident plaintiffto
provide security for the costs of litigation). An important part of the inquiry into whether the statute is
substantive or procedural is “ whether the rule or statute under scrutiny is more clo'iely related to the
concerns that led to the establishment ofjudicial rule making power, or to matters o f public policy
properly within the sphere of elected representatives.” Nolan v. Sea Airmotive. 627 P.2d 1035, 1042-43
(Alaska 1987). Since the purpose ofthe appeal bond cap is to “secure and protect the monies to be
received as a result o f the Master Settlement Agreement,” which is a substantive goal clearly within the
purview of elected representatives, the legislature has the power to enact this statute.
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in the Engle case in Florida, they would have had to pay the full amount ofthejudgment

Nothing in the bond limitation statute passed in Florida would have prevented that. In addition,

virtually all ofthe laws passed in each state allow ajudge torequire a much larger bond ifi: is

shown that a defendant is dissipating its assets to avoid ajudgment. Thus, plaintiffs are

protected under these bills intwo ways: because the amountofthe appeal bond even as limited

is large in and ofitself, and because in a case where the defendant is misbehaving, the court may

require a larger bond.
»

Alaska should adopt legislation limiting the size of appeal bonds that M SA signatories,
successors and affiliates must postto $100 million, regardless of the value of thejudgment.
Plaintiffs would be protected by the large but limited bond that is required and by the provision
in the bill allowing a judge torequire a higher bond ifa defendant is improperly dissipating
A defendant’s right to appeal would also be fully protected, by mandating a large butnot

assets.
And Alaska and the other states would be protected, by ensuring

impossibly high appeal bond.
that the M SA signatories can fully appeal an adverse judgment, thereby avoiding the necessity of

seeking a stay in the bankruptcy court. This, in turn, will benefit Alaska and its citizens by

preserving the uninterrupted flow oftobacce cttlementrevenues.
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> State

Arkansas

California

Colorado

Florida

Georgia

Idaho

Indiana

Notes

Hill
Number
HB 1038

A 1752

HB 1366

HB 1721

SB 2826

HB 1346

SB 411

HB 92

HB 1204

Date

Approved-»

3/27/2003

8/9/2003

5/20/2003

5/9/2000

6/10/2003

3/30/2000

Pending
Governor's
signature

3/26/2003

3/14/2002

To Wham | imits
Appiy

All litigants

Master Settlement

Agreement
signatories,

successors, and

affiliates

All litigants

All litigants in class

actions

Master Settlement

Agreement
signatories,

successors, and

affiliates

All litigants

All litigants

All litigants

All litigants

* Created by court rule rather than legislation.

ENACTED AFPEAL BOND LEGISLATION

April 16,2004

Amount of Appeal » Scope of \ppcal Bond

Bond Limit

$25,000,000

The lesserof 100%
of thejudgment or
$150,000,000

$25,000,000

$ 100,000,000

$ 100,000,000

$25,000,000

$25,000,000

$ 1,000,000

$25,000,000

Limit
Applies to all judgments
in civil litigation
regardless of leg: 1
theory

Applies to alljudgments
in civil litigation
regardless of legal
theory

Applies to alljudgments
in civil litigation
regardless of legal
theory

As passed in 2000,
applied tojudgments for
non-compensatory
damages. Broadened in
2003 to apply to all
money judgments under
any legal theory

Applies to punitive
damages only

Expands current law to
apply to all forms of
judgments in civil
litigation

Applies to punitive
damages only

Applies to all judgments
in civil litigation
regardless of legal
theory
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i Stale

lowa

Kansas

Kentucky

Louisiana

Michigan

Mississippi

Missouri

Nebraska

Nevada

.Bill
Number
SB 2306

SB 64

SB 316

HB 1807

HB 1819

HB 5151

Rule 8

SB 242

LB 1207

AB 576

Date
Approved
Pending
Governor's
signature

4/21/2003

3/29/2000

6/25/2001

7/2/2003

5/8/2002

4/26/2001

7/10/2003

4/15/2004

5/29/2001

—2-

To Whom Umits -

ApplVv
All litigants

Master Settlement
Agreement signatories
and their successors

All litigants

As passed in 2001,
covered Master
Settlement Agreement
signatories only;
broadened in 2003 to
include “ affiliates”

All litigants

All litigants

Master Settlement
Agreement
signatories,
successors, and
affiliates

All litigants

Master Settlement
Agreement signatories

\muiint of Vppcnld Scope of Appeal Bond

Bond Limit
Gives court

discretion to exceed

110% ofthe

judgment, but caps

bond at $100
million
$25,000,000

$100,000,000

$50,000,000

$25,000,000 plus
COLA every 5th
year
$100,000,000

$50,000,000

The lesser of the
following:

1 Amount of the
money judgment.
2. 50% of
appellant’s net
worth.

3. $50 million.

$50,000,000

Limit

Applies to appeals from

money judgments

Applies to all judgments

in civil litigation
regardless of legal
theory

Applies to punitive
damages portion ofa
judgment

Applies to all money
judgments

Applies to all judgments

in civil litigation

Applies to all litigation
subject to court rule

Applies to all forms of
judgments in civil
litigation

Applies to all forms of
judgments in civil
litigation

Applies to all forms of
judgments in civil
litigation

*
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State . Dill Date To Whom Limits \inount of \ppcalt Scope of Appeal Bond
Nilinher Approved Apply =, Bond Limit Limit

New Jersey SB 2738 11/21/2003  Master Settlement $50,000,000 Applies to all forms of
Agreement judgments in civil
signatories, litigation
successors, and
affiliates

North Carolina SB 2 4/5/2000 All litigants $25,000,000 As passed in 2002,

applied to judgments for
non-compensatory

SB 784 4/23/2003 Al litigants damages. Broadened in
2003 to apply to all
money judgments under
any legal theory

Ohio SB 161 3/28/2002 All litigants $50,000,000 A.pplies to all forms of
judgments in civil
litigation

Oklahoma SB 372 4/10/2001 Master Settlement $25,000,000 As passed in 2001,

Agreement signatories applied to all forms of

judgments in civil
litigation involving
MSA signatories

Oregon HB 2368 9/24/2003 Master Settlement $150,000,000 Applies to all judgments |
Agreement in civil litigation
signatories, regardless of legal
successors, and theory
affiliates

Pennsylvania HB 1718 12/30/2003  Master Settlement $100,000,000 Applies to all judgments 1
Agreement in civil litigation
signatories, regardless of legal
successors, and theory
affiliates

South Carolina  HB 4823 Pending MSA signatories, Appeal Applies to all forms of

Governor$  successors, and automatically stays  judgments in civil
signature affiliates execution of litigation
judgment - no bond
required
South Dakota Sup. Ct. R. 9/29/2003  All litigants $25,000,000 Applies to money
03-13 judgments
Tennessee SB 1687 6/5/2003 All litigants $75,000,000 Applies to all forms of

judgments in civil
litigation
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1 Shite

Texas

Utah

Virginia

West Virginia

1 Wisconsin

lill v
‘Number

HB 4

IR 16

HB 1547

HB 430/

SB 172

SB 661

S671

AB 548

Date
Approved
6/11/2003

Passed
House on
2/17/04;
Passed
Senate on
3/2/04

3/10/2000

4/8/2004

5/2/2001

4/6/2004

12/12/2003
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TuWhom
ADDI=/ N\

All litigants

All litigants

All litigants

All litigants

As passed in 2001,
applied only to Master
Settlement Agreement
signatories; amended
in 2004 to clarify that
the appeal bond
limitations extend to
appellants who control
or are under common
control with
sighatories to the
master settlement
agreement

All litigants

Amn'iftht of Appeal

Bond Limit
The lesser of 50%
of the judgment
debtor’s net worth
or $25,000,000

$25 million
collectively
(lesser of (1) $5
million + 10% of
thejudgment
award, or (2) $25
million for any
single appellant)

$25,000,000

$25,000,000

$100,000,000 for
all portions of a
judgment other
punitive damages;
$100,000,000 for
the punitive
damages portion of
ajudgment

$100,000,000

Scope of Appeal Bond
. Limit *
Applies to money
judgments

Applies to all forms of
judgments in civil
litigation

\s passed in 2000,
applied only to punitive
damages portion of a
judgment; as passed in
2004, expanded to apply
to all forms of
judgments in civil
litigation

Applies to all civil
litigation and provides
that consolidated or
aggregated cases shall
be treated as asingle
judgment for purposes
of the appeal bond limits

Applies to alljudgments
in civil litigation
regardless of legal
theory
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Jurisdiction

Connecticut

Maine

Massachusetts

New

Hampshire

Vermont

Puerto Rico

JURISDICTIONS THAT PO NOT REQUIRE BONDS

(ao\ernin» Rule.
> n * N ft
Proceedings to stay noncriminal judgments shall be stayed automatically until the final determination
of the cause. Conn. R. App. P. § 61-11

The taking of an appeal operates as a stay o f execution upon the judgment, and no supersedeas bond
or other security shall be required. Me. R. Crv. P. 62.

The taking of an appeal from ajudgment shall stay execution upon thejudgment during the pendency
of the appeal. Mass. R. Civ. P. 62(d).

No execution of ajudgment shall issue until the expiration of the appeal period. N.H. Rev. Stat. Ann.
§527:1.

The taking of an appeal operates to stay execution of the judgment during the pendency of the appeal;
no supersedeas bond or other security is required. Vt. R. Civ. P. 62(dX ¢}

Once a bill of appeal is filed, all further proceedings in lower courts regarding ajudgment or any part
thereof which is appealed, or the issues contained therein, shall be stayed, except for an order to the
contrary, issued on its own initiative or by petition of a party thereto by the court of appeals. P.R. R.

Civ. P. 53.9.
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judicial rulechanges, already implemented in more
than 35 states, that limit the size of appeal bonds(l).
Virtually every state requires a defendant who seeks to
appeal and automatically stay an adverse judgment to
post a bond, and most states require the bond to equal
or exceed the size of the judgment. However, given the
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Philip Morris USA supports state legislation and/or
judicial rule changes, already implemented in more
than 35 states, that limit die size of appeal bonds(l).
Virtually every state requites a defendant who seeks to
appeal and automatically sray an adverse judgment to
post a bond, and most states require the bond to equal
or exceed the size of the judgment. However, given the
recent escalation in veidicrs, some states arc re-address
ing their bond cap requirements and are passing legis-
lation or implementing judicial rule changes, capping
the amount a defendant must post to stay a judgment

on appeal.

Appeal bonds arc intended re nrovidc the plainuffwith

some security in the judgment and to protect the
defendant from having the plaintiffseize its assets while

ment from the defendant

While many legislators or policymakers may have no
particular sympathy for tobacco companies, they have
recognized that every defendant is entitled to a full and
fair appeal. In addition, bond caps protect ongoing
tobacco settlement payments(2) to the states during

the appellate process.

Lcgislauon or judicial changes limiting appeal bonds
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mate .espiution ofany litigation, including tobacco-
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EDITORIAL DESK | April 4,2003, Fnuiy

Too Costly an Appeal

New York Times

Late Edition - Final, Section A , Page 20, Column |

When it comes to civil lawsuits, tobacco comparies are high on the list of disliked defendants. That makes it even
more important that judges be vigilant in making sure that cigarette maker;, like other unpopular parties, are given
the full [F))ro_t_ecnon of constitutional due process. Mindful ¢t that, an lllinois trial court acted w-ongly when it
required Philip Morris to post a SI2 billion bond before it could appeal an adversejudgment.

On March 21, Judge Nicholas Byron of Madison Countr,_lll_., found Philip Morris, now a subsidiary of the virtuous-
sounding Altria, liable in a class-action lawsuit. The plaintiffs, more than a million smokers, convinced the judge
that despite federally mandated warnings, they had been fraudulently misled by Philip Morris into behevm% that
|I%ht and Iow-_tar_mgare_ttes were less harmful. Thejudge awarded them $7.1 billion in damages, their lawyers $1.78
billion and Illinois $3 billion. He then set the appeal bond required at the total liability, plus interest.

Whatever the merits of the underlying decision, it is absurd to require someone — even a cigarette manufacturer —
to put up $12 billion to file an appeal. That is the kind of ruling that erodes the credibility ofour legai system.

Even if Philip Morris fails to overturn the judge’s ruling on appeal, it stauds a “jod chance of getting those da_ma%es
reduced. Yet in making an appeal so prohibitively costly — the company claims that it would have to file for
bankruptcy to post it — Judge Byron renders the right to an appeal nearly{]_meamngless, thus violating the
defendant’s due process rights. The plaintiffs may hope that the situation forces Philip Morris to settle now, but such

pressure would be akin to extortion.

Things get even stran?er, as they usually do when tobacco is involved. It turns out that this unpopular defendant
does have some poweriul allies, if not exactly friends: most of the states .hat have successfully sued the industry and
obtained a $246 billion settlement. Many “state governments, strapped fcr cash, have borrowed against those
expected payments. Judge Byron has managed to underscore the degree to which states have become hooked on
tobacco, and their paradoxical interest in seeing cigarette makers like Philip Mon.s continue to prosper. Its
liankniDtcy wouid imperil the ab|I|t}/ of states to continue plu gmg their budget gaps with settlement revenues.
;alifomia"has already had to put off a mid-April $2.3 lilion bond offering backed by its share of the tobacco

settlement.

Mary states will now be filing legal briefs and lobbying Illinois officials on Philip Morris's behalf. Still, the terms of
the appeal hond should not be struck down to ameliorate states' fiscal crises, but rather to uphold principles of due

process









1PR-11-2005 17:08 FROM:AK COALITION SM BUSI
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spfias IKACOAUHOWC SMALL BUSINESS

00 Mebesna = Ancltorajje, Alaska 99516 < 907*345-5131

April 11,2004

To: Rep. Leeil McGuire, Chair
House Judiciary Committee

Re: HB 260 hearing on April 13,2005

Dear Rep. McGuireand Members ofthe House Judiciary Comm ittee:
HB 260 is fairand responsible legislation thatdeservesyoursupport.

Ourcourtsystem isthe fundamental means by which parties are able to obtain a

fairand even-handed adjudication oftheirgrievances.

W e cannotallow one party to gain the upper hand using the courts, especially with

the growing tendency for huge plaintiffsjudgments beyond aO rhyme or reason.

That'swhy HB 260 isimportant. Parties to tobacco litigation must have the right

to a fairappeal, butthe requirementthata defendantposta huge bond to stay a
judgmenton appeal can preventa defendant from even mounting an appeal.
W e need to make cure the playing field stays level,and HB 260 willdo that Itwill
establish a bond cap of$100 million in Alaska, a level that isreasonable and that

will not force a defendantto settle atobacco case because itdoes not havethe

financial resources to posta bond.

Bond cap reform has been embraced in many other states because itisnotonly fair

butalso necessary to help preserve the continuing flow of M aster Settlement

Agreementfunds to Alaskaand other states. So HB 260 is also fiscallysound

legislation that will ensure Alaska continues to receive its share of M SA funds.

In addition, HB 260 also contains provisions that will strengthen our ability to
keep tobacco products outofthe hands ofour youth, and thatiscertainly an

importantgoal forus all.

Please support HB 260 and help keep our state courts open and accessible to

litigants who rely on the integrity itoffersasa means to resolve legal disputes.

Sincerely,

George Kallas



To: Representative Lesil McGuire, Chair

House Judiciary Committee

Jim Gardner, representing Philip Morris USA by its service company Altria

From:
Corporate Services, Inc.

Date: W ednesday, April 13,2005

Subject: SupportofH.B. 260, relating to supersedeas bonds

First, 1’d like to thank you, Chairwoman McGuire, for the opportunity to speak
with your committee today in support of House Bill 260, which provides a $100 million

limitation on bond requirements during appeal in litigation involving signatories to the tobacco

master settlement agreement or their successors or affiliates. My name isJim Gardner, and | am

here today on behalfofPhilip Morris USA.

The Tobacco Master Settlement Agreement (“MSA”) is very important to Alaska

and to the 45 other states that are parties to he settlement. Itdelivers millions of dollars in

revenues to the state annually.

Yet the continued receipt of these funds is threatened by the hugejudgments that

have been awarded against the tobacco companies that are funding the settlement. Defendants

facing such largejudgments almost always have a right to appeal them, and in many cases their
appeals are successful in obtaining a reduced judgment or in overturning the judgment entirely.
But in order to stay the execution ofajudgment on appeal, a defendant must post a supersedeas

(or appeal) bond, which, in the diminishing number of states that do not have limits on appeal

bonds, usually equals the amount ofthe judgment. In Alaska, the bond required is ordinarily the

amountofthejudgment remaining unsatisfied, plus appcJ costs and interest, although the courts

are permitted to set the bond in a different amount for good cause shown.1

Ifacompany cannot afford to posta bond in the amount set by the court, the

company may be forced to file for bankruptcy in order to stop the plaintiff from taking its assets
Such a stay could disrupt payments by the company, including payments to

during the appeal.
This problem was most vividly demonstrated by the

Alaska and the other states under the MSA.
Engle case in Florida, in which aclass of smokers was awarded $145 billion in punitive

dam Iges. Had there not been an appeal bond limit in place at that time, the defendant tobacco

companies would clearly have gone bam”upt, likely resulting in the termination ofall MSA

settlement payments nationwide. However, because Florida had previously enacted legislation

limiting the size ofthe appeal bond, the companies were able to post the limited bond required

under state law and pursue their appeal. During the appeal, settlement payments to the states

Alaska R. App. P. 204(d).



continued. The appellate court ultimately rejected and reversed the verdict in i»s entirety. The
case is now before the Florida Supreme Court.*

To date, 33 states have recognized the possibility that a large supersedeas bond
may cause the tobacco companies to be unable to meet their obligations to the states under the
MSA, and these states have passed legislation or amended court rules to limit the size of the
required bond in cases involving large judgments. In addition, five states do not require a
defendant to post a bond at all during an appeal. Some states have passed legislation that ipplies
broadly to all litigants, while other states have passed more limited legislation that applies only
to MSA signatories, successors, and affiliates. The bond limits vary in amount. Nearly all of the
statutes include a provision that allows the court to increase the bond amount up to the full value
of the judgment if the court determines that the appellant is dissipating iissets to avoid paying a

judgment.

H.B. 260 would impose a $100 million limit on the supersedeas bond that MSA
signatories, successors, and affiliates must post to stay the execution ofajudgment in Alaska
while a case is on appeal. This bond limit would not change the substantive law -- meaning it
does not affect who ultimately wins or loses the lawsuit -- or affect the lights of plaintiffs to
recover fully the damages to which they are entitled ifajudgment is upheld on appe .1 Plaintiffs
are also protected by the provision in the bill allowing the court to require a bond amount up to
the value of the judgment if the appellant is dissipating its assets to avoid paying f judgment.
H.B. 260 thus would not injure plaintiffs in any way, but would merely ensure th t the tobacco
companies are able to appeal ajudgment while continuing to make their MSA pa ymients to

Alaska and the other states.

For the foregoing reasons, | urge the committee to pass H.B. 260. Thank you.

Engle v. Liggett Group Inc.. 873 So. 2d 1222 (Fla. 2004) (review granted).



Headquarters:
217 2nd Street, Suite 201
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April 12, 2005

Representative Lesil McQuire, Chair
House Judiciary Committee

State Capitol, Room 118

Juneau, AK 99801-1182

The Honorable Chair and Members of the House Judiciary Committee

The Alaska State Chamber of Commerce would like to express our support for HB 260,
currently under consideration by the Judiciary Committee. The State Chamber supports
any action by the legislature that encourages development and construction within the
State of Alaska. Funds from the Tobacco Master Settlement Agreement (MSA) have
continually been utilized for bonding for state capital projects. These funds ultimately
have led to an increase in state capital projects and increases in employment within the
construction industry while also eliminating much of the backlog associated with
deferred maintenance. The State Chamber of Commerce fully supports the continued
used of settlement funds for future capital projects and to continue to pay for the

remainder of state bond indebtedness.

House Bill 260 seeks to cap the appeal bond required for a stay of execution in a civil
trial. While HB 260 doesn’t limit liability in a civil trial, it ensures that tobacco
companies will be able to continue to provide to the state, funds under the MSA.

Without tobacco settlement funds, the state would be hard pressed to come up with
additional funds that have bee*, leveraged to provide necessary capital dollars for state
infrastructure upgrades, and for the elimination of deferred maintenance projects. The
chamber of Commerce supports any action meant to protect funds collected by the state
that encourage business growth, construction and elimination of state deferred

maintenance.

Yours in economic prosperity,

President/CEO


http://www.alaskachamber.com
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April 13,2005

Representative Lcsil McGuire, Chair
House Judiciary Committee

State Capitol, Room

Juneau, Aluska 09801

RE: House Bill 206

Dear Representative McGuire:

Our Legislative Committee has reviewed HB 260 and we feel that the bill is fair and responsible
legislation. The bond cap of $100,000,000 appears to be appropriate to assure any litigation that
may arise and it uppcars that the state is benefiting from use of the MSA fiinds. It would be in
the best interest of the state to continue to keep tobacco out of the hands of our children, It also

appears that other stutes have accepted the bond cap reform act.

Thank you for your time. Wc will be sending a more detailed letter as soon as possible.

Sincerely,

Robert W. Loescher, Chair
Legislative AfTo s Committee

320 W. Willoughby Suite 100* Juneau, Aleak") 09801* 907-686-2040* Fax: 586-3301

Email: anbJnu2Qacaalaaka.r«t
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April 13. 2005

State of Alaska
House Judiciary & Finance Committees

Re: HB 260

To whom it may concern,

Upon review of the proposals contained within HB 260 (particularly penalties and taxes),
we have several thoughts to present for consideration:

Penalties:
As the state’s highest volume (single store) tobacco retailer we feel strongly about

tobacco enforcement for the protection of children. However, we feel that the current law
suspending a businesses license on a 1* offense of seling to a minor to be excessive.
Essentially, a single malicious person could put all of our (8) employees out of wor t. We suggest
joint penalties for both the person committing the offense and the business ($5,000 apiece for the
1* offense per year, $10,000 for the second). In addition, we feel that persons selling tobacco
should be trained and licensed as is done for the Alaska alcohol industry.

OTP Tax:
We are also aware that the majority of our OTP consumers (particularly cigars) already

purchase from the internet. Under current US laws, attempts to tax this activity are not expected
to succeed due to the lack of state-to-state reporting of OTP sales In other words, it's virtually
impossible to catch an offender purchasing through the internet. Increasing this tax and
attempting to force consumers to oay it will most likely have poor results. The attached chart
demonstrates how Alaska could become 100% higher in price on cigars than Florida (which has

zerc tax).

Cigarette Tax Acceleration:
The larger the price gap grows between states, the more opportunity exists for a

profitable black-market, and increased supply to juveniles. A single case of cigarettes shipped
from Kentucky to Anchorage or the bush areas of Alaska has a profit potential of $1,800 to

$2,400. The attached chart defines the issue.

Sincerely,

Mike Patterson, CEO, Lucky Raven, Inc.


mailto:lnfo@LuckyRaven.com

140%

120%

100%

80%

OTHER STATES
Alahama

Arizona
Forida
Georgia
North Dakota
Texas

PER 10 CIGARS
408-405/10cigars
26 X-R260 20cigars
0
23%Wholesale Price

10%150</10cigars

OTP FLAT TAX RATE

LITTLE CIGARS TOBA 3CO /SNUFF CIC\RS /TOBACCO
0 6x-5.2%/ ounce
13.X/ouree
25% Wholesale Price
25/10cigars
28% Wholesale Price
35.2% Manufacture Price

Sources. Bonnie Herzog (Citigroup) & www.taxadmin.org

CHEW/SNUFF

16<-60*/ounce


http://www.taxadmin.org

THE BIG CIGARETTE COMPANIES’PUSH FOR APPEAL BOND CAPS
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1See. e g., State Farm v. Campbell, 000 U.S. 01-1289, April 7, 2003, Foundation for Taxpayer and Consumer Rights,
The CALAFiles: The Secret Campaign by Big Tobacco end OtherMajor Industnes to Taka Away Your Rights. July
2000; RJ. Reynolds, Class Actions, httpV/www.rr* xm/TI/TILitioattonUtSumClasaAction.asp. downloaded March 8,
2004; Pennzoilv. Texaco, 481 U S 1,1987 [overruling the 2rdCircuit on jurisdictional grounds but leaving the 2rd
Circuit's ruling on appeal bonds and due process intact].

2Altria Group, Inc., 2002 Annual Report. For more on cigarette company assets see their filings with the U S
Securities and Exchange Commission, httD:/mww.sec.aov/edaar/searchedQar/webugers htm; and the TFKfactsheet
Philip Morris's Ability to Post Lawsuit Appeal Bondg. htto//tobaccofreekide.orn/rege9rch/factshe9t8/Ddf/0228. pdf

3At that time, Philip Moms's operating income was $5.01 billion, and its net revenues were $18 87 billion. Altria

Group, Inc., 2002 Annual Report.
4Judicial discretion with authority to make rulings to protect against defendants' diversion or waste of assets is at the

core* of the changes to the rules governing appeal bonds made by the Supreme Court Rulas Committee in lllinois
(hoim of the Miles lawsuit), http://www.state.il.us/ourt/SupremeCourt/Rules/MRAmMend0615Q4 htm#305.
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H o u s e F in a n c e C o m m it t e e
Representative Mike Chenault Representative Kevin Meyer

Co-Chairman Co-Chairman
(907) 46s 3779 (907) 465-4945

Fax: (907) 465-2833 Fax: (907) 465-3476

Representative Mike.Chenault@legis.state ak.us Representative.Kevin Meyer@legis.state ak.us
145 Main St. Loop #223 716 W 4’ Avenue
Kenai, Alaska 99611 Anchorage. Alaska 99501

State Capitol, Juneau, Alaska 99801-1182
MEMORANDUM

DATE: April 13, 2005

TO: Representative Lesil McGuire, Chair
House Judiciary Committee

CC: House Judiciary Committee Members

FROM: Representative Kevin Meyer yJWA

RE: Back-up Material for HB 260 Tobacco: Bonds; Tax; Possession by
Minors

Attached to this memo is back-up material on HB 260 Tobacco: Bonds; Tax; Possession by
Minors.

HB 260 will be heard in the House Judiciary Committee today, April 13. If you have any
questions prior to the committee hearing, please do not hesitate to contact my office.

Thank you for your consideration of this important legislation.
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LEGAL SERVICES

DIVISION OF LEGAL AND RESEARCH SERVICES

LEGISLATIVE AFFAIRS AGENCY )
State Capitol

465-3867 or 465-2450 STATE OF ALASKA
907) 465-2029 _Juneau, Alaska 99801-1182
top 3101 Deliveries to: 129 6th St., Rm. 329

MEMORANDUM April 12, 2005

SUBJECT: Sectional Summary of HB 260 (Work Order No. 24-LS0837\Y)

TO: Representative Kevin Meyer

Attn: Suzanne Cunningham
FROM: Kathryn L. Kurtz

Legislative Counsel

You have requested a sectional summary of the above-described bill.

As a preliminary matter, note that a sectional summary of a bill should not be considered
an authoritative interpretation of the bill and the bill itself is the best statement of its
contents. If you would like an interpretation of the bill as it may apply to a particular set

of circumstances, please advise.

Section 1. Adds language to AS 11.76.105 prohibiting purchase, attempted purchase,
and attempted possession of tobacco by a minor, as well as possession.

Section 2. Accelerates the existing increase in the excise tax on cigarettes under
AS 43.50.190(a).

Section 3. Increases the excise tax on tobacco products levied under AS 43.50.300 from
75 to 100 percent. Adds to the list of activities taxable under this section.

Section 4. Rewords AS 43.50.320(a), and adds a clause to reflect the addition of
activities in sec. 3.

Section 5. Adds language providing for a buyer's license, corresponding to the new
activities in sec. 3.

Section 6. Conforming change to AS 43.50.320(d) to reflect the existence of the new
buyer's licenses.

Section 7. Makes a conforming change to reflect the existence of the new buyer's
licenses, and sets the license fee for buyer's licenses at $25.

Section 8. Increases the scope of the licensee repoiting requirement to reflect tobacco
products imported for personal consumption under a buyer's license.



Representative Kevin Meyer
April 12, 2005
Page 2

Section 9. Expands the definition of "distributor” to include one who ships tobacco to an
individual in the state for personal consumption.

Section 10. Adds a buyer a holding buyer’s license to the definition of "licensee."

Section 11. Defines "buyer."

Section 12. Adds a new section to the statutes relating to the tobacco product master
settlement agreement in AS 45.53 setting a maximum bond amount to be furnished in

order to get a stay of execution on the judgment.

Section 13. Conforming change to AS 47.12.030(b) reflecting the additions to
AS 11.76.105 made in sec. 1, and treating them in the same way as possession of tobacco
by a minor for purposes of charging, prosecution, and sentencing.

Section 14. Amends a contingent amendment to the rate of the additionaltax on
cigarettes in AS 43.50.190. The contingent language increases the additional cigarette
tax in AS 43.50.190 rather than the original cigarette tax in AS 43.50.090, the proceeds of
which are dedicated to education under AS 43.50.140. The contingent language will take
effect if a court enters ajudgment finding that the 1997 increase to the cigarette tax in
AS 43.50.090 violated the constitutional provision prohibiting the dedication of funds.
The change to the contingent language reflects the acceleration of the tax increase in sec.

2 of this bill.

Section 15. Gives notice of indirect amendments to court rules relating to bonds made by
sec. 12 of the bill.

Section 16. Makes the limitation established in sec. 12 applicable to cases pending on or
after the effective date of the bill.

Sect! »n 17. Makes the tax increases and limit on the bond amount contingenton the
court rule change in sec. 15 receiving the required supermajority vote.

Section 18. Effective date.

KLK:Imb
05-116.Imb



Alaska Departm entof Revenue

Tax Division

Information Related to Taxation

a. FY 05 Cigarette and Other Tobacco Products Summary

b. Tobacco Tax Revenue Information

c. Tobacco Settlement

Compliant Tobacco Product Manufacturers: State of Alaska

e. Notices
i. Cigarette Tax Stamps
ii. Cigarette Shipping Requirements

f. Statutes pertaining to tobacco excise taxation and importation

requirements
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Total Cigarettes Purchased or .'old (SeaNote t)
Lesc Military Sales (Saa Note t;
Less Indian Sales
Less Other Credits
Net Taxable Volume
Tax Rate Per Cigarette
Gross Cigareite Tax Liability
Less Cigarette Stamp Discount
Net Cigarette Tax Liability

Total Wholesale Value
Less Military Sales
Less Indian S ales
Less Other Credits
Taxable Wholesale Value
Tax Rate
Other Tobacco Products Tax (OTP) Liability

Combined Cigarette arvt OTP Tax Liability
Less 0 4% Commission
Net Cigarette and OTP Tax

Al <o(* n updated monthly Any change' Irom previous mcKhi data can be due lo late h:ng amended Ningi or departmental ad|ullmenti

Jul-04

74.412,960
163,800
234,200
34,200
73,980,760
$0 05
$3,699,038
17,588
$3,681,451

$191,774
5,433
6,883
25,843
953.614
75%
$715,210

4,414.248
(2,861)
$4,411,387

Nolo 1: Manufacturers fired military sales not included

Aua-04 Sep-04

79.508,320 103.214,260
290,800 271.600

463,40b 28, %

78,754,120 105,660,460

$0 05 $0 05
$3 937,706  $5,283,023
23,396 11,225
$3,914,310 $5,271,798

$1,07 $906,962
7,547

6,793 4,678
21,976 14,984
1,036,537 879,753
75% 75%
$777,402 $659,815
4,715.108 5,942,838
(3.110) (2,639)
$4,711,999 $5,940,198

Alaska Department of Revenue
_ ax Division
FY 05 Cigarette and Other Tobacco Products Summary

Oct-04

73,121,920
148,200
463,400

6,400
72,503,920
$0 05
$3,625,196
17,417
$3,607,780

Rt-port Djt«  2/21/05

Cigarettes

Nov-04

73,842,920
228,000
329,400

7.080
73,278,440
$0.05
$3,663,922
8,803
$3,655,119

Dec-04

322,800
24,266,720
71,799,400

$005
$3,589,970
17,484
$3,572,486

Other Tobacco Products

$763,931
7,943
7,371
16,116
732,501
75%
$5*19.376

4.174.572

w28

$570,@

6,030
33,220
530,317
75%
$397,738

4,061,660
(1.K1)
$4,060,069

$656,319
2,600
4,184
4,206
645,329
75%
$483,997

4,073,907
(1.936)
$4,072,031

Jan-05

$0

8 Ho

Bo & o

Feb-05

8o & o

Mar-05

$0

8 8o

@’oéﬁo

Apr-05

May-05

0 o0
IR VA )
Yy 9

Jun-05

Grand Total

503.601,500
1.214,600

2,095.200
24,314,600
475,977,100

$0 $0 05
$23,798,855

95,913

$23,702,942

$4,961,232
$30,897
$35,939

$116,345

0 4,778,051
754 75%
@ $3,583,538
8 27,382,393
(14,334)

\]0 t27.368.059



G eneral Discussion

Income from sources other than oil and state investments includes non-oil taxes, user fees and licenses. Many of these
revenue sources are divided between unrestricted and restricted revenues; the amounts of each are reflected in Tables 4-
2 through 4-7. Restricted revenue includes money deposited in funds other than the Unrestricted General Fund. For
purposes of this forecast, restricted revenues also include receipts that the legislature customarily appropriates crsets
aside fora particular purpose or program, such as sharing of fish tax revenue with municipalities.

Other Taxes

Alcoholic Beverages Tax

Alcoholic beverage taxes are collected primarily from wholesalers and distributors of alcoholic beverages sold in Alaska.
The per-gallon tax rates on alcoholic beverages increased October 1,2002, from $0.35 to $1.07 for beer, $0.85 to $2.50
for wine, and $5.60 to $12.80 for liquor. Qualifying small brewers continue to pay tax at the $0.35 rate for beer. Also, starting
October 1,2002,50% ofthe revenue isdeposited in the Alcohol and Other Drug Abuse Treatment and Prevention Fund.
Because the legislature “may use the annual estimated balance in the fund to make appropriations to the Department of

Health and Social Services," this revenue is reflected as restricted in the Revenue Sources Book.

Charitable Gaming

Under Alaska law, municipalities and qualified nonprofit organizations may conduct certain charitable gaming activities.
The purpose of these activities is to derive public benefit in the form of money for the charities and revenues for the state.
The Department of Revenue collects permit and license fees, a 1% net proceeds fee, and a 3% puli-tab tax.

Corporate Income Tax

Corporations that do business in Alaska pay a corporate net income tax unless they are organized under a special IRS rule
(Subchapter S) that generally applies only to small, closely held companies. Subchapter S corporations, in general, pay

no state corporate income tax in Alaska. Other corporations that J'>business both inside and outside Alaska must
apportion their income to determine how much income they earned here. Corporations other than oiland gas corporations
apportion their U.S. income to Alaska by using a three-factor formula based on sales, property and payroll. Alaska taxable
income is determined by applying the apportionment factor to the corporation's modified federal taxable income.
Corporate tax rates are graduated from 1% to 9.4% in $10,000 increments of Alaska taxable income. The maximum rate of

9.4% applies to income over $90,000.

Electric Cooperative and Telephone Cooperative Taxes

The electric cooperative and telephone cooperative taxes date back to 1959, when the first Alaska legislature enacted the
electric and telephone cooperative tax to promote cooperatives around the state. The electric cooperative tax is based on
kilowatt hours furnished by qualified electric cooperatives recognized under Title 10 of AlasKn statutes; the telephone

cooperative tax is levied on gross revenue of qualified telephone cooperatives under Title 10. Revenue from co-ops
located in municipalities is treated as restricted revenue in this forecast because itis shared 100% with the municipalities.

J4- ARY<a Department of Revenue Tax Division



Estate Tax

This tax is levied on the transfer of an estate upon death. The Alaska estate tax is tieo to the federal tax. The amount of the
state tax equals the maximum state credit allowed on the estate's federal return. As a result ofchanges to the federal estate
tax, the Alaska estate tax will be phased out by calendar year 2005. However, revenues will continue past FY 2006 because

of the 15-month filing period. All revenue derived from estate taxes is deposited in the General Fund.

Fisheries Business Tax

The fisheries business tax is the oldest tax in Alaska, dating from 1913. The tax is levied on businesses that process or
export fisheries resources from Alaska. Although the tax usually is levied on the act of processing, the tax isoften.nferred to
as a “raw fish tax" because itis generally based on the value paid to commercial fishers for the raw fishery resource. Tax
rates vary from 1% to 5%, depending on whether a fishery resource is classified as "established" or "developing ." and
whether itwas processed by an on-shore or floating processor. All revenue from the tax is deposited in the General Fund,
but not all of it is considered unrestricted forthe purposes of this forecast. Each year, the legislature appropriates half the
revenue from the tax to qualified municipalities. Given that this sharing formula is in statute, and that the legislature

customarily follows the statutory formula, this forecast considers the shared revenues to be restricted.

Fishery Resource Landing Tax

The fishery resource landing tax was enacted in 1993. The tax is levied on processed fishery resources first landed in
Alaska, and is based on the unprocessed statewide average value of the resource. The tax is collected primarily from
factory trawlers and floating processors that process fishery resources outside the state's 3-mile limitand bring their
products into Alaska for shipment. The tax rates vary from 1% to 3%, based on whether the resource is classified as
“established" or “developing.” All revenue derived from the tax is deposited in the General Fund. However, by statute, 50% is
available for sharing with municipalities along the same lines as the fisheries business tax and this forecast considers the

shared revenues to be restricted.

Insurance Premium Tax

Insurance companies in Alaska do not pay corporate income tax or sales or other excise taxes Instead, they pay an

insurance premium tax. Almost 2% (1.82 percent) of the tax is deposited into the Workers Safety and Compensation Funa

end is reflected as restricted in this forecast.

Mining License Tax

This is a tax on the ne' income of all mining property in the: tate, ranging from 0% to 7%, less exploration and other
credits. Except for sand and gravel operations, new mining operations are exempt from the mining i,cense tax for a period

of 3'/j years after production begins.

Motor Fuel Tax

The motor fuel tax dates rom 1945 when a tax of 1 cent per gallon was imposed on all motor fuel. The tax is levied on
motor fuel sold, transferred or used within Alaska. Motor fuel taxes are collected primarily from wholesalers arl distributors
licensed as qualified dealers. Current per gallon rates are 8 cents for highway use, 5 cents for marine fuel, 4.7 cents for
aviation gasoline, 3.2 cents forjet fuel, and a variable rate of 8 cents to 2 cents for gasohol, depending on the season,
location and EPA mandate. Various uses of fuel are exempt from tax, including fuel used for heating or in flights to or from a
foreign country. All revenue derived from motor fuel taxes is deposited inthe General Fund, but 60% of the taxes
attributable to aviation fuel sales at municipal airports are shared with the respective municipalities, and hence considered

restricted for purposes of this forecast.

Spring 2005 Revenue Sources BooK Other Revenue (except Federal & Investrren -



Rental Vehicle Tax

This isa 10% tax on passenger vehicle rentals of 90 days or less, and a 3% tax on rentals of recreational vehicles for 90

days or less. Tn-1vehicle rental tax provisions became effective January 1,2004.

Segfood Assessments and Taxes

The Departmentof Revenue administers several different programs that raise money through seafood assessments. The
money raised is then set aside for the legislature to appropriate for the benefit of the seafood industry — either in marketing
or in management/development of the industry. The four programs are the salmon marketing tax, seafood marketing
assessment, salmon enhancement tax and dive fishery management assessment. On January 1,2005, the seafood
marketing assessment increased from 0.3% to 0.5% ofthe ex-vessel value of seafood products produced in Alaska and the
salmon marketing tax was eliminated. The rates for many of these assessments are determined by a vote of the
appropriate association within the seafood industry or by members of the Alaska Seafood Marketing Institute. Although all
revenue received under these assessments is deposited inthe General Fund, for purposes of this forecast itis treated as
restricted revenue. With the exception of the salmon enhancement tax, all other seafood assessments are reacted under

the Charges for Services section of this forecast.

Motor Vehicle Tire Fee

The tire fee has two  mponents. The firstcomponent is a tax of $2.50 on all new tires sold in Alaska for motor vehicles
intended for highway use. This part became effective September 26,2003. The second part of the law imposes an

additional $5 fee per tire on all new fires with heavv ~tuds, and $5 on the installation of studs on a previously un-studded

tire. Thiscomponent of the law became effective July 1, 2J04.

Tobacco Tax

The tobacco tax is levied on cigarettes and tobacco products sold, imported or transferred into Alaska. Tobacco taxes are

collected primarily from licensed wholesalers and distributors. The tax rate on cigarettes was increased from $1 to $1.60

per pack on January 1,2005 and will increase to 80 on July 1,2006 and to $2 on July 1,2007. Tax revenue is split

between the General Fund and the School Fund, as discussed below. Additionally, 8.9% ofthe General Fund cigarette tax
revenue is deposited into a subfund ofthe General Fund, the Tobacco Use Education and Cessation Fund. The tax rate

or, other tobacco products - such as cigars and chewing tobacco - is 75% of the wholesale price and is deposited entirely

in the General Fund.

The 76% of cigarette tax revenue that is deposited in the School Fund changed to 4i.5% on January 1,2005 and will
change to 42.2% on July 1,2006 and to 38% on July 1,2007. Thatis, increases in revenue as a result of the statewide tax
rate increase go to the General Fund. We expect that suhool fund revenue will decline because of lower consumption as a
result of the statewide and Anchorage tax rate increases (Anchorage increased the local tax on cigarettes by $1.00 per
pack on October 1,2004). In addition to tax revenue, all cigarette and tobacco products license fees are deposited in the
School Fund. Revenue deposited in (he School Fund is dedicated to the rehabilitation, construction, repair and insurance

costs of school facilities statewide.

+36- Aitiska Department of Revenue Tax Division



Table 4-2. Other Tax (except Federal & Invesnnent)
Actual FY 2004 and Projected FY 2005-2006

$ million Actual Pioiectsd

FY 2004 FY 2005 FY 2006

Unrestricted
Sales and Use Taxes

Alcoholic Beverages™ 16.4 17.1 17.1
Cigarette = 9.4 17.1 27.1
Cther Tobacco Products''l 6.6 6.7 7.1
Insurance Premium 43.7 48.6 51.1
Electric and Telephone Cooperative 0.2 0.2 0.2
Motor Fuel 41.2 39.2 39.2
Rental Vehiclell 2.7 7.4 7.4
Tire Fees'T* ty L fi 15
Subtotal 121.0 137.9 150.8
Corporate Income 39.6 53.3 53.3
Fish
Fisheries Business 14.9 13.0 11.7
Fishery Resource Landing 15 15 14
Subtotal 17.4 15.6 14.1
Other
Mining 3.2 6.3 6.3
Estate 2.3 1.3 05
Charitable Gaming u 1A 1A
Subtotal 7.9 10.0 9.2
Total Unrestricted 185.9 216.8 227.4
Restricted
Sales and Use Taxes
Alcoholic Beverages (Alcohol &Drug Treatment)(,) 16.4 17.1 17.1
Insurance Premium/Other (Workers Safety &Compensation)'Zl 6.2 7.1 72
Electric and Telephone Cooperative (Municipal Share) 3.8 3.8 3.8
Cigarette (School Fund)*' 32.9 29.0 27.0
Cigarette (Tobacco Use Cessation)"1 0.0 1.1 2.7
Motor Fuel - Aviation (Municipal Share) 12 12 12
Subtotal 59.5 58.3 58.0
Fish Taxes
Fisheries Business (Municipal Share) 144 14.5 13.2
Fishery Resource Landing (Municipal Share) 4.4 4.3 4.2
Salmon Enhancement (Aquaculture Association Share) 15 14 11
Subtotal 21.8 22.2 20.5
Total Restricted 81.3 80.5 78.5
267.2 297.3 305.9

Grand Total

(1) For those tax types revenues are accrued through August 15, instead of J:ty 3L
(@) In addition to the 182% from the Insurance Premium Tax, this also indudjs $1.8 million in servioe fees from employers who are

setf-insured.
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Fines and Forfeitures

This category includes civil and criminal fines and forfeitures, and money received by the state from the settlement of
various civil lawsuits. The majority of the receipts under this category are from tobacco litigation and other settlements.

Tobacco Settlement

The tobacco settlement was signed by 46 states (including Alaska) in November 1998. The first payment from the
settlement was made in FY 2000. In 2000 and 2001, the legislature authorized the sale of 80% of the future revenue
stream from the tobacco settlementto a new public corporation, the Northern Tobacco Securitization Corporation, a
subsidiary of the Alaska Housing Finance Corporation. The new corporation, in turn, sold bonds based on this revenue
stream, and paid to the state the money taised by the bond sale, whlh the legislature appropriated for schools, the
university and harbor projects. Starting FY 2002, the remaining 20% of the settlement revenue each year will be
deposited into the Tobacco Use Education and Cessation Fund. This forecast shows the 80% that goes directly to the
Northern Tobacco Securitization Corporation for payment of the bc”ds and the 20% that goes to the Tobacco Use

Education and Cessation Fund as restricted rewnue.

Table 4-4. Fines and Forfeitures
Actual FY 2004 and Projected FY 2005-2006

$ million
Actual Projected

FY 2004 FY 2005 FY 200<

Unrestricted

Fines and Forfeitures iy fi
Total Unrestricted 16.0 8.0 12.8
Restricted

Tobacco Settlement (Northern Tobacco Securitization Corporation) 171 17.7 16.9
Tobacco Settlement (Tobacco Use Education & Cessation Fund) 1l 4.3 4.4 4.2
Other 15 15 15
Total Restricted 22.9 23.6 22.6
38.9 31.6 35.4

Grand Total

(1) Revenue estimates assume all participants in the settlement pay the full amount to the state The FY 2005 revenue estimate is the amount
that PnceWaterhouseCoopers says Alaska will receive ifall participating inanufacturers pay inful. The FY 2006 estimate is from
Kentucky's tobacco settlement model moified for Alaska.

Spring 2005 Revenue Sources Book. Other Revenue .no.pt rederal & Investment) -39-



State ofA laska
Compliant Tobacco Product Manufacturers'

Cigarette Brands* D irectory
*0.09 ounces of "roll-your own' tobacco constitutes one individual ‘cigarette.

(Updated March 1, 2005)

The following cigarette manufacturers and their associated brands have been determined to be in compliance with Alaska law,
AS 45.53.020. Please be advised that cigarettes (to include roll our own) manufactured by companies not listed below may

not be sold in Alaska.

destruction.

Cigarettes that are not on this list found in Alaska are contraband and subject to seizure and
Violations of AS 45.53.020 may also be punished by revocation of the license issued under AS 43.50.010,

43.50.035, or 43.50.320 of any licensee and imposition of civil and criminal penalties.

Only "brand families" are listed below All variations, types, and sizes (e.g., "menthol," "light," "king," and "regular") are

included within the "brand family listed.
"Manufacturer T'/pe: "provides that the company is both a participating manufacturer (PM) and signatory tothe Tobacco
Master Settlement Agreement and all amendments to that agreement or a non-participating manufacturer (NPM) in full

compliance with Alaska Statute 45.43.

3rand Family

110/20's
10/20s
117
1st Choice
1st Class
4 Aces
ATouch of Clove
Ace
All American Value
All Star
Alpine
Always Save
Amazone Guarana

American Bison

Company
Dhanraj Imports, Inc.

Dhanraj Imports, Inc.

RBJ Sales, Inc.

R.J. Reynolds Tobacco Company
Premier Manufacturing Incorporated
Top Tobacco, LP

Sherman 1400 Broadway NYC LTD
King Maker Marketing, Inc.

Philip Morris USA Inc.

Liberty Brands, LLC

Philip Morris USA Inc.

Liberty Brands, LLC
VCT/Tobacco Specialties

Wind River Tobacco Company, LLC

Manufacturer
Type

232323233232 32333% 33

Tobacco
Type

cigarettes
roll your own
roll your own
cigarettes
cigarettes
roll your own
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes

ciga ettes

‘Brown ft Williamson U.S.A. Inc.’s (B6W) name has changed to R.J. Reynolds Tobacco Compaiy. However, B&W remains on
our list to remain compliant to the National Association of Attorneys General’s“Participating Manufacturers and Brand Names

under MSa" list.



Brand Family

American Bison
Andron
Arbo
Ashford
Austin

3ali

3ambu
3ambu
3arclay
3argain Buy
3asic

3astos
3eacon
3elair
3enson & Hedges
3est Buy
3est Choice
3est Value
3lack & Gold
Black Death
3lack Death

3tow Up Dark

Company

Wind River Tobacco Company, LLC
VCT/Tobacco Specialties
VCT/Tobacco Specialties

Von Efcken Group - Job WIlh. Von Eicken GmbH
R.J. Reynolds Tobacco Company
Peter Stokke bye International A/S
VCT/Tobacco Specialties
VCT/Tobacco Specialties

Brown 6 Williamson U.S.A. Inc.*
R.J. Reynolds Tobacco Company
Philip Morris USA Inc.
VCT/Tobacco Specialties

R.J. Reynolds Tobacco Company
Brown 6 Williamson U.S.A. Inc.*
Philip Morris USA Inc.

Philip Morris USA Inc.

Liberty Brands, LLC

R.J. Reynolds Tobacco Company
Sherman 1400 Broadway NYC LTD
VCT/Tobacco Specialties
VCT/Tobacco Specialties

VCT/Tobacco Specialties

turers’

MSA

Participant

PM
KPAR

NPM

2

NPM

NPM

2223233332333

Z
3
<

Tobacco
Type

roll your own
cigarettes
roll your own
cigarettes
cigarettes
roll your own
cigarettes
roll your own
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes |
cigarettes 1
roll your own 1

roll your own 1

*Brown 6 Williamson U.S.A. Inc.’s (B&W) name has changed to R.J. Reynolds Tobacco Company. However, B&W name is
unchanged to remain compliant to the National Association of Attorneys General’s (NAAG) “Participating Manufacturers and

Brand Names under MSA" list.
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Brand Family

3lunt Wra,

3lunt Wrap

3onus Value
3rand Marketing
3rentwood
ristol

3ronco

3ronsoti

3ucks

3ugler

Bull Brand Dark

3ull Brand Half Dark

Bull Brand Light

3ull Snit

Caballero

Cabin

Cabo Gold

Calume Full Flavor
Calume Lights

Cambridge

Company

Companfa Industrial de Tobacos Monte Paz S.A. ((Aonte
Paz)

Companla Industrial de Tobacos Monte Paz S.A. (Monte
Paz)

R.J. Reynolds Tobacco Company
Liggett Group Inc.

R.J. Reynolds Tobacco Company
Philip Morris USA Inc.

General Tobacco

Philip Morris USA Inc.

Philip Morris USA Inc.

Brown & Williamson U.S.A. Inc.*

Von Eicken Group - Charles Fairmorn Handelsgesellschaft
GmbH

Von Eicken Group - Charles Falrmom Handelsgesellschaft
GmbH

Von Eicken Group - Charles Fairmorn Handelsgesellschaft
GmbH

CT/Tobacco Specialties
VCT/Tobacco Specialties
Japan Tobacco International USA, Inc.
Liberty Brands, LLC
Von Eicken Group - Joh. Wilh. Von Eicken GmbH

Von Eicken Group - Joh. Wilh. Von Eicken GmbH

Philip Morris USA Inc.

turers’

MSA
Participant

PM

2

Tooacco
Type

cigarettes

roll your own
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes

roll your own

roll your own

roll your own

roll your own

roll your own
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes

cigarettes

Brown 6 Williamson U.S.A. Inc.’s (B&W) name has changed to R.J. Reynolds Tobacco Company. However, B&W name is
unchanged to remain compliant to tiie National Association of A torneys General’s (NAAG) “Participating Manufacturers and

Brand Names under MSA” list.

Page 3of 18



Brand Family

Camel

Camel Wides
Canadian Style Player's
Canoe

Canyon

Capri

Carlton

Carnival

Cartier Vendome
Caster

Castle

Cavalier

Century
Champion

Charles Fairmorn Bright
ifirginia Shag

Charles Fairmorn Dark Fired

Shag

Charles Fairmorn Straight
Virginia

Charter
Checkers
Checkers

Chesterfield

Company

R.J. Reynolds Tobacco Company
R.J. Reynolds Tobacco Company
Philip Morris USA Inc.

Wind River Tobacco Ccmpany, LLC
Liggett Group Inc.

Brown & Williamson U.S.A. Inc.*
Brown & Williamson U.S.A. Inc.*
Korea Tobacco & Ginseng Corp.
Lane i imited

Japan Tobacco International USA, Inc.
Dhanraj Imports, Inc.

R.J. Reynolds Tobacco Company
R.J. Reynolds Tobacco Company

General Tobacco

Von Eicken Group - Charles Fairmorn Handelsgesellschaft
GmbH

Von Eicken Group - Charles Fairmorn Handelsgesellschaft
GmbH

Von Eicken Group - Tabak-Haus Diugelstadt GmbH

R.J. Reynolds Tobacco Company
King Maker Marketing, Inc.
King Maker Marketing, Inc.

Philip Morris USA Inc.

turers’

MSA
Participant

2 22 2 2 2 3

NP

2 2332 2233 i

2

2 2 2 2

Tobacco
Type

cigarettes
cigarettes
cigarettes
roll your own
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cig.- ttes
cigarettes
cigarettes

cigarettes

roll your own

roll your own

cigarettes

cigarettes

cigarettes
roll your own

cigarettes

‘Brown & Williamson U.S.A. Inc.’s (B&W) name has changed to R.J. Reynolds Tobacco Company. However, B&W name is
unchanged to remain compliant to the National Association of Attorneys General’s (NAAG) “Participating Manufacturers and

Brand Names under MSA” list.
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Brand Family

Chills Americana
Cigarettellos
3igaronne
Cimarron

Circle Z

Citation

Class A

Classic Canadian
CN101
Collector’s Choice
Collorys
Commander
Connect
Conway Geld
Coronas

Courier

CP101

Craven "A"
Davenport
Dave's

Desert Sun

Dhyan (Bidis)

Company

VCT/Tobacco Specialties
Sherman 1400 Broadway NYC LTD
VCT/Tobacco Specialties

R.J. Reynolds Tobacco Company
Liberty Brands, LLC

R.J. Reynolds Tobacco Company
Liggett Group Inc.

Top Tobacco, LP

Top Tobacco, LP

Philip Morris USA Inc.
VCT/Tobacco Specialties

Philip Morris USA Inc.

Dhanraj Imports, Inc.

Virginia Carolina Corporation, Inc.

Canary Islands Cigars Company
R.J. Reynolds Tobacco Company
Top Tobacco, LP

Lane Limited

Caribbean mAmerican Tobacco Corp.

Philip Morris USA Inc.
Prime Mover Manufacturing Corp

Dhanraj Imports, Inc.

turers'

MSA
Participant

NPM

PM

22222§§£§§£££££££§

<
3
<

2

Tobacco
Type

roll your own
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
roll your own
roll your own
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
roll your own
cigarettes
cigarettes
cigarettes
cigarettes

cigarettes

‘Brown 6 Williamson U.S.A. Inc.’s (B&W) name has changed to R.J. Reynolds Tobacco Company. Howevei, B&W name is
unchanged to remain compliant to the National Association of Attorneys General’s (NAAG) “Participating Manufacturers and

Brand Names under MSA” list.
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Brand Family

Dimitrino Botschafter
Djarum

Dorai

Dreams

Drum

Ju Maurier

Ducados

Dunhill

Dunhill International
Duo Blend

Eagle

Eclipse

Emerald

English Ovals

Epic

B

Be

Exact

Exact

Exact American Blend
Exact Canadian Blend

Export A’

State o fA lask a
Compliant Tobacco Product Manufacturers’

MSA
Company Participant

Von Eicken Group ¢ Tabak-Haus Dingelstadt GmbH PM
P.T. Djarum PM
R.J. Reynolds Tobacco Company PM
Kretek International-Flandria Tobacco PM
Top Tobacco, LP PM
Imperial Tobacco Limtted/ITL (USA) Limited PM
VCT/Tobacco Specialties NPM
Lane Limited PM
Lane Limited PM
VCT/Tobacco Specialties NPM
Vector Tobacco Inc. PM
R.J. Reynolds Tobacco Company PM
Cutting Edge Enterprises, Inc. PM
Philip Morris USA Inc. PM
Liggett Group Inc. PV
Korea Tobacco & Ginseng Corp. NPM
Liggett Group Inc. PM
Smokin Joe. NPM
Smokin Joes NPM
Smokin Joes NPM
Smokin Joes NPM
PM

Japan Tobacco International USA, Inc.

Tobacco
Type

cigarettes
cigarettes
cigarettes
cigarettes
roll your own
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
roll your own
cigarettes
cigarettes

cigarettes

‘Brown 5 Williamson U.S.A. Irc.'s (B6W) name has changed to R.J. Reynolds Tobacco Company. However, B&WN name is
unchanged to remain compliant to the National Association of Attorneys General’s (NAAG) “Participating Manufacturers and

Brand Names under MSA” list.
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Brand Family

Export A" Select
Extra Value
rantasia Lights
rarmers Gold

rine Cut Cherry

rine Cut Chocolate

7ine Cut Menthol

rine Cut No. 1-5

rine Cut Vanilla

rocus
rreemont
rreeway
Gambler

Gauloises

Gauloises

Genco

Generals

Gitanes

Company

Japan Tobacco International USA, Inc.
R.J. Reynolds Tobacco Company
Sherman 1400 Broadway NYC LTD

M & R Holdings, Inc.

Von Eicken Group - Charles Fairmorn Handelsgesellschaft
GmbH

Von Eicken Group ¢ Charles Fairmorn Handelsgesellschaft
GmbH

Von Eicken Group - Charles Fairmorn Handelsgesellschaft
GmbH

Von Eicken Group - Charles Fairmorn Handelsgesellschaft
GmbH

Von Eicken Group - Charles Fairmorn Handelsgesellschaft
GmbH

R.J. Reynolds Tobacco Company
Caribbean - American Tobacco Corp.
Virginia Carolina Corporation, Inc.

Top Tobacco, LP

Societe National <fExploitatlon Industrielle des Tabacs et
Allumettes (Sc..A)

Societe National cfExploitation Industrielle des Tabacs et
Allumettes (SEITA)

Philip Morris USA Inc.
Philip Morris USA Inc.

Societe National cfExploitation Industrlelte des Tabacs et
Allumettes (SEfTA)

turers'

MSA
Participant

PM
PM
PM

NPM

PM

PM

2

PM

PM

PM

Tobacco
1X22.

roll your own
cigarettes
cigarettes

roll your own

roll your own

roll your own

roll your own

roll your own

roll your own
cigarettes
cigarettes
cigarettes

roll your own

cigarettes

roll your own
cigarettes

cigarettes

cigarettes

‘Brown & Williamson U.S.A. Inc.’s (B&W) name has changed to R.J. Reynolds Tobacco Company. However, B&W name is
unchanged to remain compliant to the National Association of Attorneys General’s (NAAG) "Participating Manufacturers and

Brand Names under MSA” list.

Page 7of 18



Brand Family

Glory

Go To Hell
Gold & Black
Gold Coast
Gold Crest
Gold Crest
Golden Eagle
Golden Virginia
GP'

Grand Prix
Gsmoke

GT One
Gudang Garam
H& R Tobacco
Harper

Harvest Cherry
Harvest Menthol
Harvest Peach
Harvest Vanilla
Havana Ovals
HB

Highway

Company

Smokin Joes
VCT/Tobacco Specialties

VCT/Tobacco Spec’sltles

R.J. Reyn Hds Tobacco Company

King Maker Marketing, Inc.

King Maker Marketing, Inc.

International Tobacco Group (Las Vegas) Inc.
Lane Limited

Brown & Williamson U.S.A. Inc.*

Liggett Group Inc.

Star Scientific, Inc.

General Tobacco

P.T. Gudang Garam Tbk.

Opportunities Unlimited dba H & R Tobacco
Liberty Brands, LLC

Von Eicken Group ¢ Tabak-Haus Dingelstadt GmbH
Von Eicken Group - Tabak-Haus Dingelstadt GmbH
Von Eicken Group - Tabak-Haus Dingelstadt GmbH
Von Eicken Group - Tt bak-Haus Dingelstadt GmbH
Sherman 1400 Broadway NYC LTD

VCT/Tobacco Specialties

R.J. Reynolds Tobacco Company

turers’

MSA
Participant

NPM

NPM

PM
PM
PM
NPM
PM
NPM
NPM
PM
PM
PM
PM
PM
PM
NPM
PM

Tobacco
Type

cigarettes
cigarettes
cigarettes
cigarette:
cigarettes
roll your own
cigarettes
roll your own
cigarettes
cigarettes
cigarettes
cigar® *es
cigarettes
roll your own
cigarettes
roll your own
roll your own
roll your own
roll your own
cigarettes
cigaiettes

cigarettes

‘Brown & Williamson U.S.A. Inc.’s (B&W) name has changed to R.J. Reynolds Tobacco Company. However, B&W name is
unchanged to remain compliant to the National Association of Attorneys General's (NAAO) “Participating Manufacturers and

Brand Names under MSA” list.
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Brand Family

Hint of Mint
Hi-Val

Hi-Val

House Blend 4
House of Windsor
ceberg

Jacks

Jade

Jan Willem
Jester

Jezebel

Jim Porter

Jockev Club

John Players Special
<amel Red

<ent

<ent Golden

<ent Il

<im

<ingsport

<ite

<nights

Company

Sherman 1400 Broacwr.y NYC LTD
King Maker Marketing, Inc.
King Maker Marketing, ,'nc.
Peter Stokkebye International A/S
House of Windsor
RBJ Sates, Inc.
R.J. Reynolds Tobacco Company
SHE oleee |
Liggett Group Inc.
Von Eicken Group ¢ Tabak-Haus Dingelstadt GmbH
Lane Limited
VCT/Tobacco Specialties

Compania Industrial de Tobacos Monte Pazr . (Monte

Paz)

VCT/Tobacco Specialties
VCT/Tobacco Specialties

R.J. Reynolds Tobacco Company
Lorillard Tobacco Company
Lorillard Tobacco Company
Lorillard Tobacco Company
VCT/Tobacco Specialties

Liggett Group Inc.

Brown & Williamson U.S.A. Inc.*

Liberty Brands, LLC

£

turers'

MSA
Participant

PM
PM

PM

2

NPM

NPM

2 232 3 3 3

NPM

NPM

2

2

2

NPM

PM

PM

PM

Tobacco
Type

cigar :tes
cigarettes
roll your own
roL your own
roll your own
roll your own
cigarettes
cigarettes
roll your own
roll your own

cigarettes

cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
roll your own

cigarettes

*Brown & Williamson U.S.A. Inc.’s (B&W) name has changed to R.J. Reynolds Tobacco Company. However, B&W name is
unchanged to remain compliant to the National Association of Attorneys General’s (NAAG) "Participating Manufacturers and

Brand Names under MSA” list.
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State o fA lask a
Compliant Tobacco Product Manufacturers'

MSA Tobacco
Brand Family Company Participant Type
<ool Brown 6 Williamson U.S.A. Inc.* PM cigarettes
-6M Philip Morris USA Inc. PM cigarettes
.ark Philip Morris USA Inc. PM cigarettes
.eawood Liberty Brands, LLC PM cigarettes
.egend RJ. Reynolds Tobacco Company PM cigarettes
.ewiston Smokin Joes NPM cigarettes
.iberty Liberty Brands, LLC PM cigarettes
.iberty Gold Liberty Brands, LLC PM cigarettes
.iberty Seect Liberty Brands, LLC PM cigarettes
Jggett Select Liggett Group Inc. PM cigarettes
.iquid Zoo Kretek Intematlc il-Alternative Brands, Inc. PM cigarettes
.ong Peter Stokkebye International A/S PM roll your own
.0ookout Kretek International-Hueplnk 6 Bloemen Tabak PM roll your own
.ucky Strike Brown & Williamson U.S.A. Inc.* PV cigarettes
.ush Hard Kretek Internatkmal-Montepaz Industrial Tobacco PM
Company cigarettes
Main Street Star Scientific, Inc. NPM cigarettes
Major VCT/Tobacco Specialties NPM cigarettes
Makro Cutting Edge Enterprises, Inc. PM cigarettes
Malibu Commonwealth Brands, Inc. PM cigarettes
Manitou Full Flavor Von Eicken Group - Tabak-Haus Dingelstadt GmbH PM cigarettes
Manitou Golden Virginia Von Eicken Group ¢ Tabak-Haus Dingelstadt GmbH PM roll your own
PM cigarettes

Manitou Mild Blend Von Eicken Group - Tabak-Haus Dingelstadt GmbH

‘Brown & Williamson U.S.A. Inc.’s (B&W) name has changed to R.J. Reynolds Tobacco Company. However, B&W r.ame is
unchanged to remain compliant to the National Association of Attorneys Gen.'ral’s (NAAG) “Participating Manufacturers and

Brand Names under MSA” list.
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o p”ammturers‘

MSA Tobacco
Brand Family Company Participant IXBS.
Manitou Orig'nal Virginia Von Eicken Group - Tabak-Haus Dingelstadt GmoH, % *fl <"’ PM roll your own
A WG e KT
Marker R.J. Reynolds Tobacco Company PM cigarettes
Market Smokin Joes NPM cigarettes
Marks Dhanraj imports, Inc. T\ ete W PM cigarettes
Marlboro Philip Morris USA Inc. PM cigarettes
Master Roll Peter Stokkebye International A/S PM roll your own
Matinee Imperial Tobacco Limited/m fUSA) Limited PM cigarettes
Maverick Lorillard Tobacco Company PM cigarettes
Max Lorillard Tobacco Company PM cigarettes
Maxxon Liberty Brands, LLC RM cigarettes
McClintock Peter Stokkebye International A/S PM roll your own
MCD Sherman 1400 Broadway NYC LTD PM cigarettes
Melbourne Prime Mover Manufacturing Corp NPM cigarettes
Memphis VCT/Tobacco Specialties NPM cigarettes
Meridian Vector Tob o Inc. PM cigarettes
Merit Philip Morris USA Inc. M cigarettes
Midnight Special Lane Limited o PM roll your own
Mild Seven Japan Tobacco International USA, Inc. PM cigarettes
Milde Sorte VCT/Tobacco Specialties NPM cigarettes
Millport Pacific Stanford Manufacturing Corporation PM roll your own
Misty Brown ft Williamson U.S.A. Inc.* PM cigarettes
Monarch R.J. Reynolds Tobacco Company PM cigarettes

‘Brown 6 Wiiliamson U.S.A. Inc.’s (B6W) name has changed to R.J. Reynolds Tobacco Company. However, B6W name is

unchanged to remain comFIiant to the National Association of Attorneys General’s (NAAG) “Participating Manufacturers and
Brand Names under MSA” list.
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State o fA laska
Compliant Tobacco Product Manufacturers'

Cigarette Brands D irectory

MSA Tobacco
Participant Type
Montclair Commonwealth Brands, Inc. cigarettes
More 100 R.J. Reynolds Tobacco Company cigarettes
Vil LI VA ikl
More 120 R.J. Reynolds Tobacco Company cigarettes
Muratti Ambassador VCT/Tobacco Specialties cigarettes
Mustang R.J. Reynolds Tobacco Company cigarettes
Mynheer Von Eicken Group - Joh. Wilh. Von Eicken GmbH roll your own

'(at Sherman Classic

Sherman 1400 Broadway NYC LTD

cigarettes

roll your own

Native Sun Single Stick, Inc.
Natural Smokin Joes cigarettes
atural American Spirit Santa Fe Natural Tcbacco Company, Inc. cigarettes

Santa Fe Natural Tobacco Company, Inc.

ggggggggggggggggggéggé

roll your own

Natural American Spirit Commonwealth Brands, Inc. cigarettes
Natural Blend Sherman 1400 Broadway NYC LTD cigarettes
Naturals Sherman 1400 Broadway NYC LTD cigarettes
"lew York Cut Lorillard Tobacco Company cigarettes
Newport Lorillard Tobacco Company cigarettes
NegssHestripes M & R Holdings, Inc. roll your own
‘Jo. 1 RBJ Sales, Inc. roll your own
No. 2 RBJ S"les, inc. roll your own
North Pacific Stanford Manufacturing Corporation roll your own
Now P J. Reynolds Tobacco Company cigarettes
Did Gold Lorillard Tobacco Company cigarettes

‘Brown 6 Williamson U.S.A. Inc.’s (B&W) name has changed to R.J. Reynolds Tobacco Company. However, 3&W name is
unchanged to remain compliant to the National Association of Attorneys General’s (NAAG) “Participating Manufacturers and

Brand Names under MSA” list.
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Brand Family

Did Hillside
DM Biitiis
Dmni
Oriental #1
Dur Advertiser
"alacu

“all Mail
‘arliament
‘assion
"hantoms
“ilot

“irat American Blend

“irat Halfzware

"layers
‘remium
‘remium
‘remium Buy
‘ride

‘rince
‘rivate Stock

'S 90 RYO

Company

RBJ Sales, Inc. m
Kretek Intematlonal-M/S Arav Tobacco
Vector Tobacco Inc.

Lane Limited

Top Tobacco, LP

Canary lIslands Cigars Company

Brown ft Williamson U.S.A. Inc.*

Philip Morris USA Inc.

VCT/Tobacco Specialties

Sherman 1400 Broadway NYC LTD

R.J. Reynolds Tobacco Company

Von Eicken Group - Chartes Fairmorn Handelsgesellschaft
GmbH

Von Eicken Group mCharles Fairmorn Handelsgesellschaft
GmbH

Philip Morris USA Inc.

Smokin Joes

RBJ Sales, Inc.

Philip Morris USA Inc.

M 6 Rrlolcfaj*, Inc.

House of Prince A/S

Brown i Williamson U.S.A. Inc.*

Peter Stokkebye international A/S

turers'

MSA
PartiTdpant

kR

PM

PM

PM

2

PM

NPM

PM

NPM

NPM

NPM

PM

IHIHH

~jpe

roll your own
cigarettes
cigarettes

roll your own

roll your own
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes

cigarettes
roll your own

roll your own
cigarettes
cigarettes

roll your own
cigarettes

roll your own
cigarettes
cigarettes

roll your own

‘Brown a Williamson U.S.A. Inc.’s (B&W) name has changed to R.J. Reynolds Tobacco Company. However, BBW name is
unchanged to remain compliant to the National Association of Attorneys General’s (NAAG) “Participating Manufacturers and

Brand Names under MSA" list.
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Brand Family

=5 95 RYO
‘ure

Sure 6 Natural
pyramid
Quality
Quality Smoke
luest
Raleigh

lav*

lave 85
Record
Reemstma
Republicana
Reval
Rivermont
Riviera
Roger

Roll Rich
Rook

Rook

Ropers

Rosebud

Company

Peter Stokkebye Internationa! A/S
Smokin Joes

RBJ Sales Inc.

Liggett Group Inc.

Liggett Group Inc.

R.J. Reynolds Tobacco Company
Vector Tobacco Inc.

Brown & Williamson U.S.A. Inc.*
Lignum-2, inc.

Lfgnum-2, Inc.

Canary Islands Cigars Company
VCT/Tobacco Specialties
VCT/Tobacco Specialties
VCT/Tobacco Specialties

RBJ Sales, Inc.

Commonwealth Brands, Inc.
Carolina Tobacco Company
Lane Limited

Dhanraj Imports, Inc.

Dhan aj imports, Inc.

Liberty Brand:, LLC

Mz hnm

Von Eicken Group ¢ Joh. Wilh. Von Eicken GmbH

2222323523835 52%2 3333335 33

turers’

MSA
Participant

Tobacco

He*
roll your own
cigarettes
roll your own
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
roll your own
cigarettes
cigarettes r
roll your own |
cigarettes
roll your own
cigarettes

cigarettes

‘Brown & Williamson U.S.A. Inc.’s (B6W) name has changed to R.J. Reynolds Tobacco Company. However, B&W name is
unchanged to remain compliant to the National Association of Attorneys General's (NAAG) “Participating Manufacturers and

Brand Names under MSA" [ist.
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Brand Family

Roth-haridle
Rothman

RYO Fine Cut
ialem
iampoerna
Samson (blue)
Samson (brown)
Saratoga
Satin

Scotch Buy
Sebring

Seven Stars
Shield
Signature

Sik Cut

Silver
Sincerely Yours
Single Stick
Single Stick
Slim Price
Smoke 1

Smoker Friendly

C om plia

Company

VCT/Tobacco Specialties

Philip Morris USA Inc.

Lane Limited

R.J. Reynolds Tobacco Company
Lignum-2, Inc.

Lane Limitid

Lane Limited

Philip Morris USA Inc.

Lorillard Tobacco Company

R.J. Reynolds Tobacco Company

R.J. Reynolds Tobacco Company

Japan Tobacco International USA, Inc.

Premier Manufacturing Incorporated
R.J. Rey.olds Tobacco Company
VCT/Tobacco Specialties

General Tobacco

Liggett Group IriC.

Single Stick, Inc.

Single Stick, Inc.

R.J. Reynolds Tobacco Company
R.J. Reynolds Tobacco fompany

King Maker Marketing, Inc.

turers'

MSA
Participant

ggggggggggggggggg

Nrm

NPM

2

2

Tc HCCO
Type

cigarettes
cigarettes
roll your own
cigarettes
cigarettes
roll your own
roll your own
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
roll your own
cigarettes
cigarettes

cigarettes

‘Brown 6 Williamson U.S.A. Inc.’s (B&W) name has changed to R.J. Reynolds Tobacco Company. However, B&W name is
unchanged to remain compliant to the National Association of Attorneys General’s (NAAG) “ Participating Manufacturers and

Brand Names under MSA” list.
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_7*

Com plia

Brand Family

jmokin Joes
Smokin Joes American
Smokin Joes Canadian
Smokin Joes Natural
Soex
Sonic
Sonoma
Sport
Springwater
St. Moritz
State Express 555
Stockton
Sundance
Sweet Afton
Taj Mahal Bidis
Tareyton
Tekel 2000
Tempo
Teton
Texas
| Texas

j The Brave

Company

Smokin Joes

Smokin Joes

Smokin Joes

Smokin Jo< j

Soex India Pvt. Ltd.

Liberty Brands, LLC
Cormonwealth Brands, Inc.

Star Scientific, Inc.

Von Eicken Group - Joh. Wilh. Von Eicken GmbH

Lane Limited

Brown & Williamson U.S.A. Inc.*
R.J. Reynolds Tobacco Company
R.J. Reynolds Tobacco Company
VCT/Tobacco Specialties

Kretek intematicnal-KMZEE Impex
Brown & Williamson U.S.A. Inc.*
VCT/Tobacco Specialties

R.J. Reynolds Tobacco Company
Wind River Tobacco Company, LLC
VCT/Tobacco Specialties
VCT/Tobacco Specialties

Bekenton, S.A.

turers’

MSA
Participant

NPM
NPM
NPM
NPM
NPM
PM
PM
NPM
PM

PM

2

NPM

PM

NPM

Tobacco

cigarettes j
rofi your own
roll your own
roll your own

cigarettijs

cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes

roll your own
cigarettes

roll yourown |
cigarettes

roll your own |

cigarettes

'Brown 6 Williamson U.S.A. Inc.’s (B&W) name has changed to R.J. Reynolds Tobacco Company. However, B&W name is
unchanged to remain compliant to the National Association of Attorneys General's (NAAG) "Participating Manufacturers and

Brand Names under MSA" list.
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Brand Family

Top

Tourney
Tourney Slim
Tri-Brand
Triumph

True

Turkish Special
Turkish Special
Jltra Buy
Jnify

Js1

JSA

JSA Gold
Value Sense
Value & Quality
Value Pride
Vantage

Vegas

Viceroy
Virginia Circles
Virginia Slims

Visions

Comp, nv

Top Tobacco, LP

Liggett Group Inc.

Liggett Group Inc.

R.J. Reynolds Tobacco Company
Lorillard Tobacco Company
Lorillard Tobacco Company
VCT/Tobacco Specialties
VCT/Tobacco Specialties
Premier Manufacturi;g Incorporated
Prime Mover Manufacturing Corp
VCT/Tobacco Speclaities

Vector Tobacco Inc.
Commonwealth Brands, Inc.

R.J. Reynolds Tobacco Company
R.J. Reynolds Tobacco Company
R.J. Reynolds Tobacco Company
R.J. Reynold, tobacco Company
Star Scientific, Inc.

Brown & Williamson U.S.A. Inc.*
Sherman "400 Broadway NYC LTD
Philip Morris USA Inc.

Single Stick, Inc.

MSA
Participant

PM

PM

2

2

NPM

NPM

NP

<

2 2 2 3

Tobacco
Type

roll your own
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
sigarettes
roll your own
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes
cigarettes

roll your own

‘Brown 6 Williamson U.S.A. Inc.’s (B6W) name has changed to R.J. Reynolds Tobacco Company. However, B&W name is
unchanged to remain compliant to the National Association of Attorneys General’s (NAAG) “Participating Manufacturers and

Brand Names under MSA” list.
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Brand Family

W

Wave

White Rhino Classic Bidis

Wild Geese

Wildfire

Winston

Wolf Bros

Worth

fours

Zanzibar

Zen

Zig Zag Classic American Blend
Zig Zag Classic American Blend
Zig Zag Gold Standard

Zig Zag Gold Standard

Company

Canary Islands Cigars Company

Japan Tobacco International USA, Inc.
Kretek Intemational-Shree International
Von Eicken Group - Joh. Wilh. Von Eicken GmbH
Top Tobacco, LP

R.J. Reynolds Tobacco Company

House of Windsor

R.J. Reynolds Tobacco Company
Liggett Group Inc.

Dhanraj Imports, Inc.

M & R Holdings, Inc.

North Atlantic Operating Company, Inc.
North Atlantic Operating Company, Inc.
North Atlantic Operating Company, Inc.

North Atlantic Operating Company, Inc.

turers'

MSA
Participant

2 2 2 2 2

NPM

2

2

NPM

NPM

NPM

N'M

NPM

Tobacco
Type

cigarettes
cigarettes
cigarettes
cigarettes
roll your own
cigarettes
roll your own
cigarettes
cigarettes
cigarettes
roll your own
roll your own
roll your own
roll your own

roll your own

*Brown 6 Williamson U.S.A. Inc.’s (B&W) name has changed to R.J. Reynolds Tobacco Company. However, B&W name is
unchanged to remain compliant to the National Association of Attorneys General’'s (NAAG) “ Participating Manufacturers and

Brand Names under MSA" list.
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PUBLIC NOTICE

Regarding Cigarette Tax Stamps and Cigarette Shipping
Restrictions frr m the Alaska Department of Revenue

Cigarette Tax Stamps
Effective July 1, 2004, a person may not acquire, hold, own, import, possess, sell, distribute or

consume cigarettes unless the package of cigarettes is affixed with a tax stamp issued by the Alaska
Department of Revenue showing that the Alaska cigarette tax has been paid. This includes mail order
and Internet purchases of cigarettes for personal consumption. In other words, if the cigarette

package is not properly stamped, don’t buy it or sell it.

Individuals may personally carry into the state of Alaska up to 5 packs of unstamped cigarettes each
month for their own consumption. This exemption, however, does not apply to cigarettes received

through the mail.

Unstamped cigarettes found in Alaska are contraband and may be seized by the State.

Cigarette Shipping Restrictions
Generally, it is illegal to ship or receive cigarettes through the mail unless the person shipping the

cigarettes holds a current cigarette license issued by the Department of Revenue and the person
receiving the cigarettes holds a current tobacco endorsement issued by the Alaska Department of
Community and Economic Development or the person receiving the cigarettes provides the shipping

company an affidavit stating they are 19 years ofage or older and are receiving the cigarettes for
personal consumption. In the above cases, the cigarettes must be stamped showing that the cigarette

tax has been paid. However, the following entities may recede stamped or unstamped cigarettes
through the mail from any source:

1) A person who holds a current cigarette lice, sc issued by the Alaska Department of llevenue.
2) An operator of a customs bonded warehouse under 19 USC 1311 or 19 USC 1555.

3) An instrumentality of the federal government.
4) An Indian tribal organization authorized to possess untaxed cigarettes.
Please note: Only the Metlakatla and Klawock Indian Communities are Indian tribal organizations

authorized to possess untaxed, unstamped cigarettes. Individual members of these communities
may not purchase cigarettes through the mail unless they provide the affidavit described
above and purchase cigarettes from an entity licensed by the Department of Revenue.

When shipping cigarettes, the package containing the cigarettes must be clearly marked with the word
“cigarettes”.

Penalties, fines and imprisonment may result from failure to comply with Alaska tax laws.

If you have questions regarding this Notice or Alaska’s Cigarette and Tobacco Products Tax laws,
contact the Alaska Department of Revenue, Tax Division at (907) 269-6620.

Authority: AS 43.05.290, AS 43.50.105, AS 43.50.520, AS 43.50.580, AS 43.50.610



United States Department of Health and Human Services
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1. 2003 National Survey on Drug Use and Health

a. Statistical Information Pertaining To:
\ Numberof New Users of Tobacco: 1%5-2002

Vi.

Tobacco Use Among Persons Aged 12 or Older
Cigarette Use by Age Group and Gender
Cigarette Use by Race/Ethnicity

Cigarette Use by Geographic Areas

Frequency of Cigarette Use

Association with Illicit Drug and Alcohol Use
Youth Access to Cigarettes

Nicotine Dependence by Age



Tobacco

The number of Americans who smoke cigarettes for the first time each year has
remained above 2.5 million in nearly every year since 1965. In 2001, the most
recent year for which cigarette incidence estimates are made, an estimated 2.7
million Americans used cigarettes for the first time. This translates to an average
of more than 7,000 new smokers each day. About three quarters (76 percent) of
these initiates were under age 18, and about half (51 percent) were males.

Following a period of increase from 1990 to 1997, cigarette initiation decreased
from 3.3 million in 1997 to 2.7 million in 2001 (Figure 5.4). The number of new
daily smokers decreased from 2.0 million in 1997 to 1.4 million in 2002. Among
youths under age 18, the number of new daily smokers decreased from 1.1 million
per year between 1997 and 2000 to 734,000 in 2002. This corresponds to a
decrease from about 3,000 to about 2,000 new youth daily smokers each day.

Figure 5.4 Annual Numbers of New Users of Tobacco: 1965-2002

of New Users

Thousands

Cigars

mCigarettes

Daily
-Cigarettes

-Smokeless
Tobacco

moi LR i i e i i)

1965 1S70 1975 1980 1985 1990 1995 2000

Initiation of cigar smoking more than doubled between 1990 and 1998, reaching a
peak of 3.7 million new users in 1998. Between 2000 and 2002, cigar initiates
declined from 3.6 million to 3.0 million. Since 1990, youths under 18 have
constituted an increasingly greater proportion of the number of new cigar
smokers, from 23 percent in 1990 to 46 percent in 2002. During that period, the
proportion of cigar initiates that was female also increased, from 24 to 45 percent.

2003 National Survey on Drug Use and Health
Department of Health and Human Services
Substance Abuse and Mental Health Services Administration
Office of Applied Studies



4. Tobacco Use

The National Survey on Drug Use and Health (NSDUH) includes a series of questions about
the use of tobacco products, including cigarettes, chewing tobacco, snuff, cigars, and pipe
tobacco. For analytic purposes, data for chewing tobacco and snuff are combined as
"smokeless tobacco." Cigarette use is defined as smoking "part or all of a cigarette.” Ouestions
to determine nicotine dependence among current cigarette smokers also are included in the
NSDUH. Nicotine dependence is based on criteria from the Nicotine Dependence Syndrome
Scale (NDSS) or the Fagerstrom Test of Nicotine Dependence (FTND) (see Appendix B.

Section B.4.2. of this report).

e An estimated 70.8 million Americans reported current (past month) use of a tobacco
product in 2003. This is 29.8 percent of the population aged 1- or older, similar to the rate

in 2002 (30.4 percent) (Figure 4.1).

Figure 4.1 Past Month Tobacco Use among Persons Aged 12 or Older: 2002 and

2003

35.0 i
m 2002
0 2003
Any Cigarettes Cigars Smokeless Pipes
Tobacco Tobacco

Note: Statistically significant differences (at 0.05 level) betwe n 2002 and 2003 are denoted by" +".

Among that same population, 60.4 million (25.4 percent of the total population aged 12
or older) smoked cigarettes in the past month, 12.8 million (5.4 percent) smoked cigars,

2003 National Survei/ on Drug Use and Health
Department of Health and Human Services
Substance Abuse and Mennl Health Services Administration
Office of Applied Studies



Age

7.7 million (3.3 percent) used smokeless tobacco, and 1.6 million (0.7 percent) smoked
tobacco in pipes. These rates remained unchanged from 2002.

Young adults aged 18 to 25 reported the highest rate of current use of any tobacco
products (44.8 percent). Past month rates of use for this age group were 40.2 percent for
cigarettes, 11.4 percent for cigars, 4.7 percent for smokeless tobacco, and 0.9 percent
for pipes. These rates were unchanged from 2002 (45.3 percent for any tobacco
product, 40.8 percent for cigarettes, 11.0 percent for cigars, 4.8 percent for smokeless

tobacco, and 1.1 percent for pipes).

An estimated 3.6 million youths aged 12 to 17 (14.4 percent) reported past month use
of a tobacco product in 2003 (Figure 4.2). There were no statistically significant
changes in past month rates of the different tobacco products among this age group
between 2002 and 2003. However, there were significant declines in past year (from
20.3 to 19.0 percent) and lifetime (from 33.3 to 31.0 percent) cigarette use between
2002 and 2003. In addition, the rate of past month cigarette use decreased among 13
year olds (from 4.7 percent in 2002 to 3.3 percent in 2003) (Figure 4.3).

Figure 4.2 Past Month Tobacco Use among Youths Aged 12 to 17: 2002 and 2003
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Note: Statistically significant differences (at 0.05 level) between 2002 and 2003 are denoted by" +".

2003 National Survey on Drug Use and Health
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Figure 4.3 Past Month Cigarette Use among Youths Aged 12 to 17, by Age: 2002 and
2003
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Note: Statistically significant differences (at 0.05 level) between 2002 and 2003 are denoted by " +

In 2003, current cigarette smoking rates increased steadily with age up to age 20, from
1.7 percent at age !2 to 26.4 percent at age 17. The rate peaked at age 20 (44.1 percent).
After age 22, rates generally declined with age: 30.9 percent for 30 to 34 year olds; 31.1
percent for 40 to 44 year olds; 25.0 percent for 50 to 54 year olds; 16.5 percent for 60 to
64 year olds; and 10.0 percent for persons aged 65 or older.

Smokeless tobacco use was most prevalenlamong young adults aged 18 to 25. Past
month use was reported by 4.7 percent of young adults in 2003, which was similar to
the 2002 rate (4.8 percent). Rates also did not change bc*ween 20C2 and 2003 for
youths aged 12 to 17 (2.0 percent in both years) or among persons aged 26 or older (3.2
percent in both years).

Current cigar use among the three age groups also was unchanged between 2002 and
2003. The rate was 4.5 percent in both years among youths aged 12 to 17; 11.4 percent
in 2003 and 11.0 percent in 2002 among young adults aged 18 to 25; and 4.5 percent in
2003 and 4.6 percent in 2002 among adults aged 26 or older.

2003 National Survey on Drug Use and Health
Department of Health and Human Services
Substance Abuse and Mental Health Services Administration
Office of Applied Studies



Gender

* Males were more likely than females to report past month use of a tobacco product. In
2003, 35.9 percent of males aged 12 or older were current users of any tobacco product,
a significantly higher proportion than among females (24.0 percent).

* A higher proportion of males than females aged 12 or older smoked cigarettes in 2003
(28.1 vs. 23.0 percent). Among youths aged 12 to 17, however, girls (12.5 percent)
were as likely as boys (11.9 percent) to smoke (Figure 4.4). There was no change in
cigarette use among boys aged 12 to 17 between 2002 and 2003. However, among girls,
cigarette use decreased from 13.6 percent in 2002 to 12.5 percent in 2003.

Figure 4.4 Past Month Cigarette Use, by Age Group and Gender: 2002 and 2003
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Note: Statistically significant differences (at 0.05 level) between 2002 and 2003 are denoted by “+

* Males were much more likely than their female counterparts to report current use of
smokeless tobacco (6.2 percent of males aged 12 or older vs. 0.5 percent of females).
This pattern remained consistent across age groups (12 to 17, 18 to 25, and 26 or older).

2003 National Survey on Drug Use and Health
Department of Health and Human Services
Substance Abuse and Mental Health Services Administration
Office of Applied Studies



Pregnant Women

» Based on combined data from 2002 and 2003, an estimated 18.0 percen; of pregnant
women aged 15 to 44 smoked cigarettes in the past month. Among nonpregnant women
of the same age group, 30.7 percent smoked cigarettes in the past month.

Race/Ethnicity

* American Indians or Alaska Natives were more likely than any other racial/ethnic
group to report the use of tobacco products in 2003. Among persons aged 12 or older,
41.8 percent of American Indians or Alaska Natives reported using at least one tobacco
product in the past month. The lowest current tobacco use rate among racial/ethnic
groups in 2003 was observed for Asians (13.8 percent), which was a decrease from the
2002 rate (18.6 percent).

* Among youths in different racial/ethnic groups, the highest rate of past month cigarette
use in 2003 was among American Indians or Alaska Natives (23.2 percent), while the

lowest was among Asians (3.7 percent) (Figure 4.5).

Figure 4.5 Past Month Cigarette Use among Youths Aged 12 to 17, by Race/Ethnicity:
2003

250 23.2
White Black or Amencan Asian TVWo or  Hisoanic
African Indian or More or Latino
Amencan Alaska Races
Native

2003 National Survey ori Drug Use and Health
Department of Health and Human Services
Substance Abuse and Mental Health Services Administration
Office of Applied Studies



Education

* Asin 2002, the prevalence of cigarette smoking decreased with increasing levels of
education. Among adults aged 18 or older in 2003, college graduates were the least
likely to report smoking cigarettes (14.0 percent) compared with 35.3 percent of adults

who lacked a high school diploma.

College Students

* Young adults aged 18 to 22 enrolled full time in college in 2003 were less likely to
report current cigarette use than their peers not enrolled full time (i.e., part-time college
students and persons not enrolled in college). Past month cigarette use was reported by
31.4 percent of full-time college students compared with 45.3 percent of their peers

who were not enrolled full time.

Employment

« A.mong unemployed adults aged 18 or older, rates of current cigarette smoking declined
from 49.8 percent in 2002 to 42.7 percent in 2003. Current smoking rates among full-
time and part-time workers in 2003 were 29.5 and 25.2 percent, respectively.

Geographic Area

Cigarette use rates among persons aged 12 or older in 2003 varied by region of the
country. Past month cigarette use ranged from a low of 19 3 percent for persons living
in the Pacific Division to 29.5 percent of persons living in the East South Central part
of the country. This same pattern was noted in 2002.

» Rates of current cigarette uae among persons aged 12 or older were higher in less
densely populated areas. In large metropolitan areas, 23.7 percent smoked in the past
month compared with 26.9 percent in small metropolitan areas and 28.3 percent in
nonmetropolitan areas (Figure 4.6). The highest rate of smoking occurred in urbanized
nonmetropolitan areas (29.6 percent). However, this rate was not statistically different
from rates in less urbanized nonmetropolitan areas (27.1 percent) and completely rural

nonmetropolitan areas (28.0 percent).

2003 National Survey on Drug Use and Health
Department of Health and Human Services
Substance Abuse and Mental Health Services Administration
Office of Applied Studies



Figure 4.6 Past Month Cigarette Use among Persons Aged 12 or Older
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Rates of current cigarette use declined between 2002 and 2003 in large metropolitan
areas overall, from 25.1 to 23.7 percent. The decline was evident among adults aged 18
or older (from 26.7 to 25.3 percent) and for youths aged 12 to 17 (from 11.5to 10.2

percent).

Frequency of Cigarette Use

Of the 60.4 million past month cigarette smokers, 62.9 percent (38.0 million) reported
smoking every day in the past 30 days. Among youths aged 12 to 17 who smoked in the
past month, 29.7 percent (900,000) were daily smokers.

Past month cigarette smokers in 2003 smoked an average of 13 cigarettes per day on
the days they smoked. The average number of cigarettes smoked per day increased with
age from 2 per day among 12 year olds to 6 per day among 17 ycai olds; 12 per day
among 30 to 34 year olds; and 15 per day among 40 to 44 year olds, peaking at 19 per
day among smokers aged 55 to 59. Smokers aged 60 to 64 averaged 14 per day, and
smokers aged 65 or older averaged 15 per day.

2003 National Survey on Drug Use and Health
Department of Health and Human Services
Substance Abuse and Mental Health Services Administration
Office of Applied Studies



Association with lllicit Drug and Alcohol Use

Current cigarette smokers were more likely to use other tobacco products, alcohol, and
illicit drugs than were current nonsmokers. Comparing current smokeis and
nonsmokers, rates of binge alcohol use were 43.4 versus 15.5 percent, rates of heavy
alcohol use were 16.5 versus 3.5 percent, and rates of current (past month) illicit drug
use were 19.8 versus 4.2 percent. Rates of use of smokeless tobacco and cigars also
were higher among current smokers compared with current nonsmokers (4.9 vs. 2.7
percent for smokeless tobacco; 12.2 vs. 3.1 percent for cigars).

Usual Brand of Cigarettes Smoked

«

Among past month cigarette smokers aged 12 or older, the most commonly smoked
brands were Marlboro (41.3 percent), Newport (10.8 percent), and Came! (7.0 percent).
These brands also were the most commonly reported in 2002.

Notable racial/ethnic differences existed with regard to brand of cigarettes smoked most
often in the past month. In 2003,43.8 percent of white smokers and 58.5 percent of
Hispanic smokers reported smoking Marlboro cigarettes. Among black smokers, 7.2
percent smoked Marlboro cigarettes, while 46.0 percent smoked Newport cigarettes.

The same three brands accounted for most of the youth cigarette smoking in 2003.
Among current smokers 12 to 17 years of age, 49.2 percerl reported Marlboro, 23.4
percent reported Newport, and 9.7 percent reported Camel. No other individual
cigarette brand was reported by more than 3.0 percent of youths. These three brands

were also most commonly reported by youths in 2002.

Youth Access to Cigarettes

Youths who had smoked in the past 30 days were asked to report all the different
sources from which they had obtained cigarettes in the past 30 days. Among youth
smokers aged 12 to 17 in 2003, 77.0 percent reported that they or someone else
purchased the cigarettes. The most commonly reported way that youth smokers
obtained cigarettes was having a friend or relative buy the cigarettes (63.3 percent).

More than half of youth smokers aged 12 to 17 (53.3 percent) reported that they
personally bought cigarettes at least once in the past month. More than one fourth of
youth smokers (29.0 percent) reported buying cigarettes at a store where a clerk hands
out the cigarettes, and 28.3 percent reported buying cigarettes in a small store,
convenience store, or gas station. These percentages were all slightly lower than the
corresponding estimates for 2002, but none of these differences was statistically
significant. However, a significantly lower percentage of youth smokers in 2003 bought
cigarettes in a drugstore (7.6 percent) compared with youth smokers in 2002 (9.8

percent).

2003 National Survey on Drug Use and Health
Department of Health and Human Services
Substance Abuse and Mental Health Services Administration
Office of Applied Studies



Among youth smokers aged 12 or 13, 32.3 percent reported that they personally bought
cigarettes in the past month. However, only 7.3 percent of smokers aged 12 or 13
reported buying cigarettes at a store where a clerk hands out the cigarettes.
Approximately one fourth (24.1 percent) of smokers aged 12 or 13 reported buying
cigarettes from a friend, relative, or someone at school.

Nicotine Dependence

An estimated 35.7 million Americans aged 12 or older in 2003 were classified as
nicotine dependent in the past month because of their cigarette use (15.0 percent of the
total population). These estimates are similar to the estimates for 2002.

Among the 60.4 million past month cigarette smokers aged 12 or older in 2003, 59.0
percent were nicotine dependent. The proportion of current cigarette smokers who were
dependent increased with age. Among youths aged 12 to 17 who were current smokers,
38.4 percent were dependent. The dependence rote was 46.9 percent among smokers
aged 18 to 25, 51.5 percent among smokers aged 26 to 34, 67.0 percent among smokers
aged 35 to 49, and 70.1 percent among smokers aged 50 or older (Figure 4,7).

Figure 4.7 Past Month Cigarette Use and Nicotine Dependence, by Age: 2003
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Of the 35.7 million nicotine-dependent smokers in 2003, 1.2 million were youths aged
12 to 17 (4.7 percent of youths), 6.0 million were young adults aged 18 to 25 (18.9
percent of young adults), and 28.5 million were aged 26 or older (15.8 percent of older

adults).

Nicotine dependence among adult smokers was more likely among those who first used
cigarettes at a young age than among those who first used at later ages. In 2003, current
smokers aged 18 or older who had first smoked at age 14 or younger had a nicotine
dependence rate of 66.9 percent compared with a dependence rate of 51.1 percent
among current smokers who had smoked their first cigarette at age 18 or older.

2007 National Survey on Drug Use and Health
Department of Health and Human Services
Substance Abuse and Mental Health Services Administration
Office of Applied Studies
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THE SURGEON GENERAL'S

REPORT ON

REDUCING TOBACCO USE

Tobacco Products

Fact Sheet

« More than 4,000 chemical compounds have been identified in
tobacco smoke. Of these, at least 43 are known to cause cancer’

Current tobacco product regulation requires cigarette manufac-
turers to disclose levels of tar and nicotine. Smokers receive very
little information regarding chemical constituents in tobacco
smoke, however, and the use of terms such as “light” and “ultra
light” on packaging and in advertising may be misleading.1

«Cigarettes with low tar and nicotine contents are not sub-
stantially less hazardous than higher-yield brands. Con-

sumers may be misled by the implied promise of reduced
toxicity und lying the marketing of such brands.1

eVents are used in cigarette filters to lower tar and nicotine
yields in smoke, but they may be difficult to see. To examine
ihe vents in some brands, the smoker would have to lake off
the filter wrapping, hold the filter up to a bright light, and
look through a magnifying glass."

The potential health benefit of low tar cigarettes has been
challenged. Smokers who switch to lower-tar and -nicotine
cigarettes frequently change their smoking habits. They may
block the vents in the filter portion of a cigarette, pulf more
frequently, inhale more deeply, oi stnoke more cigarettes per
day, thus negating any risk reduction from low-tar and
-nicotine cigarettes.’

«Early data showed a lower cancer risk from low-tar ciga-
rettes; however, more recent data suggest otherwise.
Lower- yield cigarettes may be somewhat better than very’
high-yield cigarettes; but, when compaiing full-flavor ciga-
rettes and current light cigarettes, there is no evidence to
suggest a lower cancer risk from the low-tar cigarettes.1

CIGARETTE ADDITIVES
eFederal 1w (the Compiehensive Smoking Education Act of
1984 and the Comprehensive Smokeless Tobacco Health

Education Act of 1985) requires cigarette and smokeless
tobacco manufacturers to submit a list of ingredients added
to tobacco to the Secretary of He;Ith and Human Services.1

ehundreds of ingredients arc used in the manufacture of
tobacco products. Additives make cigarettes more acceptable
to the consumer — they make cigarettes milder and easier to
inhale, improve taste, and prolong burning and shelf life.1

eIn 1994 si:; major cigarette manufacturers reported 599

ingredients that were added to the tobacco of manufactured
C|ﬁaret1es. AIthpu%h, these ingredients are regarded as safe
when ingested in foods, some may form carcinogens when

heated or burned.

Knowledge about the impact of additives in tobacco products is
negligible and will remain so as long as brand-specific informa-
tion on the identity and quantity of additives is unavailable.1

SMOKELESS ADDITIVES

«In 1994 ten manufacturers of smokeless tobacco products
released a list of additives used in their products. The additives
list contained 562 ingredients approved for foods by the FDA.1

eThe list of additives to smokeless tobacco includes sodium car-
honate and ammonium carbonate, which increase the level of
“free" nicotine in 1.'oist snuff by raising the PH level.
Unprotonated (free) i icotine is the chemical form of nicotine
that is most readily absorbed through the mouth into the blood-
stream. Therefore, increases in pH can increase the snuff users
nicotine absorption rate. Studies with nicotine and other addic-
tive drugs suggest that the absorﬁtion rate of drugs into the body
is an important determinant of their addiction potential.”

Moist snuff products with low nicotine content and pH lev-
els have a smaller proportion of free nicotine. In contrast,
moist snuff products with high nicotine content and pH lev-
els have a higher proportion of free nicotine.1

*The epidemiology of moist snuff use among teenagers and
Kou_ng adults indicates that most novices start with brands
aving low levels of free nicotine and then “graduate” to

brands with higher levels.1

«Sweeteners and flavorings, such as cherry juice concentrate,
apple juice, chocolate liqueur, or honey are used in various
smokeless tobacco products. As with manufactured ciga-
rettes, these additives increase palatability and may increase
the use of smokeless tob, cro, at least among novices.1
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Tobacco Taxation

Fact Sheet

Substantial scientific evidence shows that higher cigarette
prices result in lower overall cigarette consumption. Most
studies indicate that a 10% increase in price will reduce
overall cigarette consumption by 3% to 5%.

Youth, minorities, and low-income smokers are two to three
times more likely to quit or smoke less than other smokers

in response to price increases.

eIncreases in cigarette excise taxes are an effective policy tool in
deterring smoking initiation among youth, prompting smoking
cessation among adults, and reducing the average cigarette
consumption among continuing smokers.

Despite the proven effects of increasing both the price of
cigarettes and tobacco excise taxes, the average price and
excise tax on cigarettes in the United States is well below
those of most other industrialized nations.

eHigher cigarette prices will not simply reduce average
cigarette consumption but also will reduce overall smoking
prevalence. Higher prices will result in more smokers
deciding to quit and fewer young people opting to

begin smoking.

«Studies of smokeless tobacco products suggest that increasing
their prices would reduce me prevalence of smokeless tobacco

use as well.

Taxes on smokeless tobacco products arc much low r than
taxes on cigarettes, particularly at the federal level Research
suggests that increases in cigarette excise taxes, while teducing
cigarette smoking, may have contributed to greater use of
smokeless tobacco products. Some public health advocates
and others have therefore called for the equalization of taxes

on tobacco.

eHealthy People 2010 calls for state and federal taxes to
increase to an average of $2.00 for both cigarettes and
smokeless tobacco products by the year 2010.

The importance of tobacco to the U.S. economy has been
overstated. Judicious policies combined with higher tobacco
taxes and stronger prevention policies can help foster
economic diversification in tobacco-producing areas.
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REDUCING TOBACCO USE

Minors’ Access to Tobacco

Fact Sheet

It is illegal in all states tu sell cigarettes to persons under age
18. Progress has been made in the past several years in
reducing the percentage of retailers willing to sell tobacco to

minors.

eIn 1991 an estimated 225 million packs of cigar, ties were
sold illegally to minors, and in 1997 daily smokers aged 12
to 17 years smoked approximately 924 million packs of ciga-

rettes.’

* An estimated 20% to 70% of teenagers .vho smoke report
purchasing their own tobacco; the proportion varies by age,
social class, amount smoked, and factors related to availabili-
ty.

mThe CDC% 1999 Youth Risk Behavior Surveillance (YRBS)
survey found that among grade 9-12 students who smoked,
23.5% purchased their tobacco products from a store or gas
station. However, there is growing evidence that many of the
cigarettes these students obtain from other students were
originally illegally sold to minors.l

* According to the 1999 YRBS survey, about two-thirds of stu-
dents (69.6%) who purchased or tried to purchase cigarettes
during the past month in a store or gas station were not
asked to show proof of age. African American male students
(19.8%) were significantly less likely to be asked to show
proof of age than white (36.6%) and Hispanic (53.5%) male

students.’

«The 1999 Monitoring the Future Survey found that about
72% of 8th-grade students and 88% of 10th-gradc students
believe they can get cigarettes “fairly easily” or “very easily"
if they wanted to purchase them.l

«Since 1996, the accessibility of cigarettes among 8 th-grade
students has been falling, which may be an indicator that
federal and stale government tobacco prevention efforts are

starting to have an effect.l

*More than two-thirds of states restrict cigarette vending
machines, but many of these restrictions are weak. Only two
slates (ldaho and Vermont) have total bans on vending

machines.l

e Results from nine published studies found illegal vending
machine sa.. 0 minors ranged from 82% to 100)6 between

1989 and 199z.

* More than 290 local jurisdictions, including New York City,
successfully adopted and enforced outright bans on cigarette
vending machines or restricted them to locations such as tav-
erns and adult clubs where minors often are denied entry.l

¢ Almost two-thirds of the states and many local jurisdictions
require retailers to display signs that state the minimum age
for purchase of tobacco products. Some regulations specify
the size, wording, and location of these signs.'

« All states have a specific restriction on the distribution of free
tobacco samples to minors, and a few states or local jurisdic-
tions prohibit free distribution altogether because of the diffi-
culty of controlling who receives free samples.’

«Several studies have found that single or loose cigarettes are
sold in some locations. Such sales often are prohibited by
state or local law, given single cigarettes do not display the
required state lax stamp or federal health warning.'

*Other regulations specify a minimum age for salespersons.
These regulations recognize the difficulty young salespersons
may have in refusing to sell cigarettes to their peers.'

» Many state or local iasvs specify penalties only for the sales-
person. However, applying penalties to business owners,
who generally set hiring, training, supervising, and selling
policies, is considered essential to preventing the sale of
tobacco to minors.'

« License suspensions or revocations imposed as penalties for
repeated violation of youth access laws would communicate
clear message that illegal tobacco sales to minors should
never be accepted or tolerated. Revenues from fines could be

used for enforcement and retailer education programs.'

Numerous studies have shown that comprehensive merchant
education and training pr grams help reduce illegal sales to

minors.'



*Growing number of states and local jurisdictions are imﬁosing
sanctions against minors who purchase, attempt to purchase, or
possess tobacco products. Although these laws are a potential
deterrent, some tobacco control advocates believe such laws
deflect responsibility from retailers to underage youth.'

e|n 1992 the Synar Amendment (Public Law 102-321), was
passed to curb the illegal sale of tobacco products to minors.
An amended Synar Re(11ulation, was issued by the Substance
Abuse and Mental Health Services Administration in January
1996, and requires each state receiving federal grant money
to conduct annual random, unannounced inspections of
retail tobacco outlets to assess the extent of sales to minors.
In 1999, seven states and the District of Columbia failed to
attain their Synar Amendment targets. Failure to comply
with the law puts states at risk of forfeiting federal block
grant funds for substance abuse prevention and treatment

services.'

e|n 1996, the Food and Drug Administration issued a regula-
tion prohibiting the sale of tobacco products to persons
under the age of 18years and requiring that all persons
under the age of 27 years show a photograph identification
to purchase cigarettes or smokeless tobacco. The regulation
also banned cigarette vending machines and self-service dis-
plaﬁs, except in certain venues for adults only (e.g., bars and

nightclubs).

«On March 21, 2000, the Uni‘cd States Supreme Court ruled
that the FDA lacked jurisdiction to regulate tobacco products
and to enforce rules to reduce the access and aneaI of tobac-
Co Xroducts for children and adolescents. The loss of the
FDAIs education and enforcement program eliminates vital
federal support for state tobacco control programs.1

=The 2010 national health objectives call for reducing the per-
centage of retailers willing to sell tobacco products to minors
to 5% or less through enforcement of existing laws. To date,

no state has met this objective.4
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At A G lance

T obacco use, particularly smoking, remains
the number one cause of preventable
disease and death in the United States.

This report of the Surgeon General on smoking

and health is the first to offer acomposite review

of the various methods used to reduce and
prevent tobacco use. The topic isa new one in
this series of reports, although previous reports
have looked at aspects of such strategies. This
report evaluates each of five major approaches to

reducing tobacco use: educational, clinical, regu-
latorv economic, and comprehensive. Further,
the r.port attempts to place rhe approaches in
the larger context of tobacco control, providing a
vision for the future of tobacco use prevention
and control based on these available tools. The
report is clear in its overriding conclusion:
Although our knowledge about tobacco control
remains imperfect, we know more than enough
to act now.

& | fthe recommendations in this report werefully implemented, the Healthy People 2010

objectives related to tobacco use could be met, including cutting in halfthe rates oftobacco

useamongyoungpeople and adults. It isclear that the major barrier to more rapid,

reductions in tobacco use is the effort o fthe tobacco industry topromote the use o ftobacco

products. Our lack o fgreaterprogress in tobacco controlis more the result o ffailure to

implementproven strategies than it is the lack o fknowledge aboutwhatto a \ As a result,

eachyear, more than I millionyoungpeople continue to become regular smokersand more

than 400,000 adults diefrom tobacco-related diseases. Tobacco use will remain the leading

cause o fpreventable illnessand death in this Nation and agrowing number ofother

countries until tobacco prevention and control efforts are commensurate with the harm

caused by tobacco use. m

-David Satcher, MD, PhD, Surgeon General

U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES

Centers tor Disease Control and Prevention
National Center for Chronic Disease Prevention and Health Promotion
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Ortiec on Smoking and Health
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Issues in Reducing Tobacco Use

Two themes have permeated the history of to-
bacco use in the United States. First, and most obvi-
ously, tobacco is an extraordinary economic fuel, and
its powerful economic impact comes into direct con-
flict with its vast social costs. Second, antitobacco ac-
tivity has a continuous history characterized bywaxing
and waning and by a changing mix of motivations an
strategies. These two themes are inextricably linked,
and their interaction provides a hackdrop for current
efforts to reduce tobacco use.

Such efforts take Flace in a complicated context.
Chronic diseases have largely replaced infectious pro-
cesses as the leading causes of death during the 20th
century (Rothenberg and Koplan 1990). Butthis replace-
ment hasoccurred during a period of remarkable gains
in life expectancy. Mortality is now less than half of
what it was in 1900. The sm%Ie most important risk
associated with the leading chronic diseases is ciga-
rette smoking; the evidence for that statement fills
volumes ofburgeon General's reports on smoking and
health, and these volumes are merely summaries of a
massive literature. Since the tirst of these reports in
1964, the prevalence of smoking has declined by nearly
half, and it is clear that the declining use of tobacco
has contributed io the observed decline in mortalitr.
But the decline has been a . lower decline than would
be warranted by awareness of the well-publicized
public health threat that smoking poses. The iorces
thathave tried to accelerate the decline may be thought
of collectively as "intervendons," although the term,
in a more narrow sense, is often reserved for circum-
scribed, planned, and measurable activities. Many of
the maneuvers described in this report do not meet
the narrower definition, but all share the common
characteristic of being directed toward a reduction in
tobacco use.

The result isa considerable challenge for evalua-
tion. Inan environment in which multiple interven-
tions are in play, the ability to attribute an individual
positive outcome Se.g., smoking cessation, prevention
ofsmokin% uptake) to one of them is virtually impos-
sible. Although the epidemiologic methods exist to
evaluate atl ibution in the aggregate, data are rarely
available to make such judgments. The challenge of
evaluating these separate efforts and strategies results
from their dispa: ate nature and the type of metre that
may be appropriate to their evaluation,

6 Executive Summary

Management of nicotine addiction (Chapter 4),
forexample, is usually studied by using standard epi-
demiologic study design—often a prospective com-
parison of a study group and a control group—and
the effect is measured by some form of the relative or
attributable risk statistic. Educational strategies (Chap-
ter 3), like other behavioral studies, may use similar
statistics but usually invoke a different set of confound-
!n? factors to be considered; sorting out the relative
influence of such factors often requires complex multi-
variate procedures. Re?ulatory efforts (Chapter 5)are
frequently evaluated after the effect (with a pre- and
post—trpe of study design) or are evaluated according
to ecological correlations with changes in epidemio-
logic trends. Economic measures (C apterﬁgdepend
for their evaluation on econometric information— that
is, on administrative data sets and survely results that
are subjected to correlation and trend analysis. Finally,
comprehensive program strategies are often evaluated
using surveillance data systems, trend analyses, and
case studies.

In each instance, some form of evaluation is pos-
sible, but the ability to connect the intervention to the
outcome differs greatly among these efforts, as does the
abilitg to estimate impact. Theoretically, it might be
possible to associate each effort with some presumed
number of persons who start smoking or some num-
ber who quit, but to do so would usually require nu-
merous assertions and assumptions. Without a
common metric, the various types of efforts to reduce
tobacco use are difficult to compare ci]uantitatively, and
perhaps a more qualitative approach should be used.
One approach would be to consider the potential span
of impact (the proportion of the pogulation, orpopu-
lation sectors) that the particular effort can exercise in
the context of a qualitative estimate of its potential
impact. Forexample, clinical methods to mana?e nico-
tine addiction may now be thought to have relatively
high impact, but a relative small span. Economic mea-
surescan be judged to have both hiﬁh impactand large
span. Each of the intervenvlor.c has its appropriate
place and context: they line up side by side and not in
relative order. Their use is predicated on the particu-
lar context in which they are to op irate. Because they
all face the same counterinflueme of the industry's
tobacco promotion, a reasonable case can be made that
the large-scak sb-ategies (economic and regulatorK)
have the greatest direct impacton that barrier. But the



context necessary for those large-scale efforts to work
dependson publicattitudes and social norms that must
be influenced by other means.

In the 1990s, k became increasingly apparent that
apublic health success in reducing tobacco use requires
activity on all fronts. A comprehensive approach—one
that optimizes synergy from a mix of strat: jies—nas
emerged as the guiding principle for future efforts to
reduce tobacco use. Such an approach makes moot
the issue of a hierarchy of interventions, since a com-
prehensive approach presupposes an interdependence
of the available strategies. A coordinated, cohesive
infrastructure makes intuitive sense, since it permits a
modularapproach to the interventions themselves, but
has been challenged on analytic grounds. In such a
framework, attribution of success to particular pro-
gram elements is difficult, and there is no experimen-
tal evidence (nor is there likely to be) that an approach
that is comprehensive is superior to one that is not.
Nonetheless, the 20th century's difficult experience
with tobacco control (as described in Chapter 2) and
the previous decade's success in changing social norms

Findings

Each of the approaches described in this report
shows evidence of effectiveness. In some instances,
the synergism that might be expected through inter-
action among these various efforts has been docu-
mented, and the implications for future tobacco control
and prevention activities are noted.

Historical Review (Chapter 2)

The forces that have shaped the mo 'ement to
reduce tobacco use over the past 100 years art com-
plex and intertwined. In the early years (1880-1920),
antitobacco activity—some of it quite successful—was
motivated by moral and hygienic principles. After
important medical and epidemiologic observations of
the midcentury linked smoking to lung cancer and
other diseases, and after the si bsequent appearance
of the 1964 report of the advisory committee to the
Surgeon General on smoking and health (U.S. Depart-
ment of Health, Education, and Welfare 1964), the
movement to reduce tobacco use was fueled by knowl-
edge of the health risks that tobacco use poses and by

Reducing Tobacco Use

and generating assets (as discussed in Chapter 7) lend
empirical credibility to the comprehensive approach.

Finally, a separate theme—not a major focus of
the current report because two other recent, important
publications have emphasized this istje—is the
elimination of health disparities related to tobacco use,
which poses a great challenge to this nation. The 1998
Surgeon General's report, Tobacco Use Among U S.
Racial/Ethnic Minority Groups (USDHHS1998), was the
first to address the diverse tobacco control needs of
the four major U.S. racial/ethnic minority groups—
African Americans, American Indians and Alaska
Natives, Asian Americans and Pacific Islanders, and
Hispanics. Healthy People 2010 has two overarching
goals: increase quality and years of healthy life and
eliminate health disparities among different segments
of the U.S. population. Evidence reviewed in these
two publications highlights the significant disparities
in health that exist in the United States. These publi-
cations also highlight the critical need for a greater
focuson thisissue, both in research and in public health

action.

reaction against the continued promotion of tobacco
in the face of such known risks. Despite overwhelm-
ing evidence of adverse health consequences of smok-
ing, the stubborn norm of smoking in the United States
has receded slowly, in part because of such continued
promotion that works synergistically with tobacco
addiction. Although strategies have varied, health ad-
vocates have focused in recent years on the preven-
tion of harm to nonsmokers and on the concept of
smoking as a pediatric disease, with the consequent
need for protecting young persons from forces influ-
encing them to smoke.

Educational Strategies (Chapter 3)

The design of educational programs for tobacco
use prevention and the methods used to evaluate them
have become increasingly refined over the past two
decades. Early studies tended to be confined to the
school context, to have short duration, and to be of low
intensity. Studies tended to focus on a single modality
and to ignore the larger context in which prevention
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takes place. The reported size, scope,a ’duration of
program effects have become larger in recent reports.
In particular, several large programs have attempted
a multifaceted approach that incorporates other than
school-hased modalities. ImProvements in evaluation
designs have increased confidence in the validity of
these reports. The pattern of consistency across this
groupo Iar%estudlesalsoprowdesassurancethatthese
effects can be achieved in a variety of circumstances
when programs include the critical multiple elements
that have been defined bv this research literature.

To summarize the major findings, school-based
social influences programs have significant and sub-
stantial short-term Impacts on smoking behavior.
Those program™ with more frequent educational con-
tacts during the critical years for smoking adoption
are more likely to be effective, as are programs that
address a broad range of educational needs. These
effects have been demonstrated in a range of imple-
mentation models and student populations. The smok-
ing prevention effects of stron% school programs can
be extended through the end of high school or longer
when combined with relatively intensive efforts di-

rected through other powerful channels, such as strat-

egies that vigorously engage the influences of parents,
the mass media, and other community resources.
These conclusions have been codified in national
guidelines for school programs to prevent tobacco use.
Thus, an extensive bodg of research findings
document the most effective educational programs for
preventing tobacco use. This research has produced a
wide array of curricula, protocols, and recommenda-
tions that have been codified into national guidelines
forschools. Implementing guidelines could postpone
or prevent smoking onset in 20 to 40 percent of U.S.
adolescents Unfortunately, existing data suggest that
evidence-based curricula anu national guidelines have
not been widely adopted. By one set of criteria, less
than 5 percent of schools nationwide are implement-
ing the major components of CDC'S Guidelines for
School Health Programs to Prevent Tobacco Use and Ad-
diction (CDC 19%4). Almost twc-thirds of schools (62.8
percent) had smoke-free building policies in 1994, but
significantly fewer (36.5percentg reported such poli-
cies that included the entire school environment.
Schools, however, should not bear the sole respon-
sibility for implementing educational strategies to
prevent tobacco use. Research findings, as noted, indi-
cate that school-based programs are more effective
when combined with mass media programs and with
community-based efforts involving parents and other
community resources. Inaddition, CDC'sschool health
guidelines and numerous Healthy People 2010 0bjectives
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recognize the critical role of implementing tobacco-free
policies involving faculty, staff, and students and relat-
Ing to all school facilities, property, vehicles, and events.
Although significant progress is still required, the cur-
rent evaluation base provides clear direction for the
amalgamation m school-based programs with other
modalities for reducing tobacco use.

Management of Nicotine Addiction
(Chapter 4)

The management of nicotine addiction is a com-
plex field that continues to broaden its understanding
ofthe determinants of smoking cessation. Current tit-
erature suggests that several modalities are effective
in helping smokers quit. AIthou?h the overall effect
of such intervention is modest it measured by each
attempt to quit, the process of overcoming addiction
isacyclicone, and many who wish to quit are eventu-
ally able to do so. The available approaches to man-
agement of addiction differ in their results.

Self-Help Manuals and Minimal
Clinical Interventions

Although self-help manuals have had only modest
and inconsistent success at helpinﬂ smokers quit, manu-
als can be easily distributed to the vast Eopulation of
smokers who trr to quit on their own each year. Adju-
vant behavioral interventions, Tparticularly proactive
telephone counseling, may significantly increase the ef-
fect of self-help materials. Process measures are not rou-
tinely incorporated into self-help investigations, but the
available Process data suggest that persons who not only
have a self-help manual but also perform the exercises
recommended in the manual are more likely to quit
smoking than are persons who try to quitsmoking with-
out them.

Substantial evidence suggests that minimal clini-
cal interventions (e.g.,a health care provider's repeated
advice to quit) foster smoking cessation and that the
more multifactorial or intensive interventions produce
the best outcomes. These findings highlight the impor-
tance of cessation assistance from clinicians, who have
access to more than 70 percei  smokers each Kear.
Moreover, minimal clinical . ventions have been
found to be effective in increasin0 smokers' motivation
to quit and are cost-effective (see "Cost-Effectiveness”
in Chapter 4). However, research has not fully clarified
the specific elements of minimal interventions that are
most important to clinical success or the specific changes
they produce in smokers that lead to abstinence.



Intensive Clinical Interventions

Intensive programs— more formally, systematic
services to help people quit smoking—serve an im-
portant function in the nation's efforts to leduce smok-
Ing, despite the resources the pro?rams demand and
the relatively small population of smokers who use
them. Such programs may be particularly useful in
treating those smokers who find it most difficult to
3[“'[. Because intensive smoking cessation programs

iffer instructure and content, evaluation isoften ham-
pered by variation in methodology and by a lack of
research addressin%specific treatment techniques.
Because few studies have chosen to isolate single treat-
ments, assessment of the effectiveness of specific ap-
proaches isdifficult. Nonetheless, skills training, rapid
smoking, and hoth intratreatment and extratreatment
social support have all been associated with success-
ful smoking cessation. When such treatments are
shown to be effective, they are usually part of a ,nulf*
factorial intervention. Little clear evidence has impli-
cated particular psychological, behavioral, orcognitive
mechanisms as the agents of change. ThesEeci icim-
pact of intensive interventions may be masked by the
efficacy of several multicomponent programs, some
of which have achieved cessation proportions of 30to
50 percent. Thus, in their positive eftect on smoking
cessation and long-term abstinence rates, intensive
interventions seem little different from other forms of
counseling or psychotherapy. With intensive interven-
tions, as with counseling, it is difficult to attribute the
efficacy to specific characteristics of the interventions
or to specific change mechanisms.

Pharmacologic Interventions

Abundant evidence confirms that nicotine gum
and the nicotine patch are effective aids to smoking ces-
sation. The efficacy of nicotine gum maﬁ depend on
the amount of behavioral counseling with which it is
Eaired. The 4-mg dose (rather than the 2-mg dose) may

e the better pharmacologic treatment for heavy smok-
ers or for those highly dependent on nicotine. The nico-
tine patch appears to exert an effect independent of
behavioral support, but absolute abstinence rates in-
crease as more counseling is added to patch therapy.
Nicotine inhalers and nicotine nasal spray are effective
aids forsmoking cessation, although their mechanisms
ofaction are notentirely clear. Allnicotine replacement
therapies produce side effects, but these are rarely so
severe that patients must discontinue use. Nicotine
nasal spray appears to have greater potential for inap-
propriate use than other nicotine replacement therapies.

Reducing Tobacco Use

Nicotine replacement therapies, especially the gum and
the patch, have been shown to delay but not prevent
weight gain following smoking cessation. All nicotine
replacement therapies are thought to work in part by
reducing withdrawal severity. The available evidence
suggests that they do ameliorate some elements of with-
drawal, but the relationship between withdrawal sup-
pression and clinical outcome is inconsistent.

Bupropion is the first nonnicotine pharmaco-
therapr for smoking cessation to be studied in large-
scale clinical trials. Results suggest that bupropion is
an effective aid to smoking cessation. In addition,
bupropion has been demonstrated to be safe when
used jointly with nicotine reﬁlacement therapy. In the
only direct comparison with a nicotine replacement
product, bupropion achieved quit rates about double
those achieved with the nicotine patch. Bupropion
appears to delay but not prevent postcessation weight
gain. The available literature contains inconsistent
evidence regarding bupropion-mediated withdrawal
relief. Bupropion does not appear to work by reduc-
ing ﬁostcessatlon_symptoms of depression, but its
mechanism of action in smoking cessation remains
unknown.

Evidence has suggested that clonidine is capable
of imﬁroyiné; smoking cessation rates. Clonidine is
hypothesized to work by alleviating withdrawal symp-
toms. Although clonidine may reduce craving forciga-
rettes after cessation, it does not consistently ameliorate
other withdrawal symptoms, and its effects with
weight gain are unknown. Unpleasantside effects are
common with clonidine use.

Antidepressants and anxiolytics are potentially
useful agents for smoking cessation. At present only
nortriptylene appears to have consistent empirical
evidence of smoking cessation efficacy. However, tri-
cyclic antidepressants produce a number of side ef-
fects, including sedation and various anticholinergic
effects, such as dry mouth.

In summary, research on methods to treat nico-
tine addiction has documented the efficacy of a wide
array of strategies. The broad implementation of these
effective treatment methods could produce a more
rapid and probably larger short-term impact on
tobacco-related health statistics than any other com-
ﬁonent of a comprehensive tobacco control effort. It

asbeen estimated thatsmoking cessation is more cost-
effective than other commonly provided clinical pre-
ventive services, including Pap tests, mammography,
colon cancer screening, treatment of mild to moderate
hypertension, and treatment of high levels of serum
cholesterol.
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Contemporaneously with the appearance of this
report, research advances in managing nicotine addic-
tion have been summarized in evidence-based clinical
practice guidelines by the Centers for Disease Control
and Prevention (CDC). Thatdocumer* confirms that
less intensive interventions, such as briefphysician ad-
vice to quitsmoking, could produce cessation rates of
5to 10 percentper year. More intensive interventions,
combining behavioral counseling and pharmacologic
treatment of nicotine addiction, can produce 20 to 25
percentquitrates atone year. Thus, the universal pro-
vision of even less intensive interventions to smokers
at all clinical encounters could each year help millions
of U.S. smokers quit (Fiore et al. 2000).

Progress has been made in recentyears in dissemi-
nating clinical practice guidelineson smoking cessation.
Healthy People 2G10 Objective 27-8 calls for universal
insurance coverage of evidence-based treatment for
nicotine dependency by both public and private pay-
ers. Similarly, CDC's Best Practicesfor Comprehensive
Tobacco Control Programs advises states that tobacco
use treatment initiatives should include

« Establishing population-based counseling and
treatment programs, such as cessation help lines.

. M aking the system changes recommended by the
CDC-sponsored “essation guidelines.

¢ Covering treatment for tobacco use under both
public and private insurance.

. Eliminating cost barriers to treatment for under-
served populations, particularly the uninsured
(CDC 1999, p. 24).

Regulatory Efforts (Chapter 5)
Advertising and P-omotion

Attempts to regulate advertising and promotion
of tobacco products were initiated in the United States
almost immediately after the appearance of the 196-1
report to the Surgeon General on the health conse-
quences of smoking (USDHEW 1964). Underlying
these attempts is the hypothesis that advertising and
promotion lecruit new smokers and retain current
ones, thereby perpetual >gagreatrisk to public health.
The tobacco industry asserts that the purpose of mai-
keting is to maintain brand loyalty. Considerable
evidence has accumulated showing that advertising
and promotion are perhaps the main motivators for
adopting and maintaining tobacco use. Attempts to
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regulate tobacco marketing continue to take place in a
markedly adversarial and litigious atmosphere.

The initial regulatory ~ m, promulgated in 1965,
provided fora general heali WN ning on cigarette pack-
ages buteffectively preenr j </ further federal, state,
or local requirements for .alth messages. In 1969, a
successful court action invoked the Fairness Doctrine
(not previously applied to advertising) to require
broadcast media to ai antitobacco advertising to
counter the paid tobacco advertising then running on
television and radio. Indirect evidence suggests that
such counteradvertising had considerable impact or
the public's perception of smoking. Notsurprisingly,
the tobacco industry supported new legislation
(adopted in 1971) prohibiting the advertising of to-
bacco products on broadcast media, because such leg-
islation also removed the no-cost broadcasting of
antitobacco advc tising. Adecade later, a Federal Trade
Commission (FTC) staffreport asserted thatthe domii-
nant themes of remaining (nonbroadcast) cigarette
advertising associated smoking with "youthful vigor,
good health, good looks and personal, social and pro-
fessional acceptance and success” (Myers et al. 1981,
p. 2-13). A nonpublic version of the report detailed
some of the alleged marketing strategy employed by
the industry; the industry denied the allegation that
the source material for the report represented indus-
try policy. Nonetheless, some of these concerns led to
the enactment of the Comprehensive Smoking Educa-
tion Actof 1984 (Public Law 98-474), which required a
set of four rotating warnings on cigarette packages.
The law did not, however,adoptother FTC recommen-
dations that product packages should bear infor-
mation about associated risks of addiction and
miscarriage, as well as information on toxic compo-
nents of cigarettes. In fart, many FTC-recommended
requirements for packaging information that have been
enacted in other industrialized nations have not been
enacted in the United States.

The role ofad /"rtising isperhaps bestepitomized
by RJ. Reynolds Tobacco Company's Camel brand
campaign (initiated in 1988) using the cartoon charac-
ter "Joe Camel." Considerable research has demon-
strated the appeal of this character to young people
and the influence that the advertising campaign has
had on minors' understanding of tobacco use and on
their decision to smoke. In 1997, the FTC brought a
complaint asserting that by inducing minors to
smoke, R.J. Reynolds' advertising practices violated
the Federal Trade Commission Act (Public Law 96-252).
The tobacco company subsequently agreed to cease
using the Joe Camel campaign. Although the FTC's
act grants no private right of enforcement, a private



lawsuit in California resulted in a settlement whereby
the tobacco companﬁ agreed to cease its Joe Camel
campaign; notably, the Supreme Court of California
rejected RJ. Reynolds' argument that the Comprehen-
sive Smoking Education Act of 1984 preempted the
suit's attempt to further requlate tobacco advertising.

Product Regulation

Current tobacco product regulation requires that
cigarette advertising disclose levels of "tar" (an all-
Burpose term for particulate-phase constituents of to-

acco smoke, many of which are carcinogenic or
otherwise toxic) and nicotine (the psychoactive drug
in tobacco products that causes addiction) in the smoke
of manufactured cigarettes and that warning labels
appear on packages and on some (but not all) adver-
tising for manufactured cigarettes and smokeless to-
bacco. The current federal laws preempt, in part, states
and localities from imposing other labeling regulations
on cigarettes and smokeless tobacco. Federal law (the
Comprehensive Smokeless Tobacco Health Education
Act of 1986 and the Comprehensive Smoking Educa-
tion Act of 1984) requires cigarette and smokeless to-
bacco product manufacturers to submit a list of
additives to the Secretary of Health and Human Ser-
vices; attorneys for the manufacturers released such
lists in 1994 to the general public. Smokeless tobacco
manufacturers are required to report the total nicotine
content of their products, but these data may not he
released to the public. Tobacco products are explicitly
protected from regulation in various federal consumer
safety laws. No federal public health laws or regula-
tions apply tocigars, pipe tobaccos, or fine-cut cigarette
tobaccos g‘or "roll-your-own" cigarettes).

Although much effort has been devoted to con-
sidering the need for regulating nicotine delivery, tar
content, and the use of additives, until recentIK no requ-
lation had directly broached the issue of whether to-
bacco should be subject to federal regulation as an
addictive product. ResPonding in part to several pe-
titions filed by the Coalition on Smoking OR Health
in 1988 and 1992, the FDA be%an serious consideration
of the need for product regulation. Motivated by the
notion that the cigarette is a nicotine delivery system,
bly allegations of product manip Llatlon of nicotine lev-
els, and by the concept that smoking is a pediatric dis-
ease and that young people are especially susceptible
to cigarette advertising and promotion, in August 1995
the FDA issued in the Federal Register (? a proposed
rule of regulations restricting the sale and distribution
of cigarettes and smokeless tobacco products to protect
children and adolescents and (2)an analysis of the FDA's
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jurisdiction over cigarettes and smokeless tobacco. The
final regulations published by the FDA on August 28,
1996, ditfered only slightly from the proposed regiula-
tion. The announcement Brompted immediate legal
action on the part of the tobacco industry, advertising
interests, and the convenience store industry, which
challenged the FDA'sHurisdiction over tobacco Frod-
ucts. In‘April 1997, a federal district court upheld the
FDA'sjurisdiction over tobacco products, but held that
it lacked authority under the statutory provision re-
lied on to regulate tobacco product advertising.
Although many of the FDA's regulations on o-
bacco sales and distribution were incorporated, to
some extent, in the June 20,1997, proposed settlement
of lawsuits hetween 41 state attorneys general and the
tobacco industry, the settlement presupposed congres-
sional legislation that would uphold the FDA's as-
serted jurisdiction. After considerable congressional
nggotlatlon, no such legislation emerged. In August
1998, a three-judge panel of the United States Court
of Appeals for the Fourth Circuit held that the FDA
lacked jurisdiction to regulate tobacco products. In
November 1998, the full court of appeals rejected the
%overnment's request for rehearing by the entire court.
n March 21, 2000, in a 5 to 4 decision, the United
States Supreme Court affirmed the decision of the
United States Court ofAFpeaIs for the Fourth Circuit
and held that the FDA lacks jurisdiction under the
Federal Food, Drug, and Cosmetic Act to regulate to-
bacco products as customarily marketed. As a result
of this decision, the FDA's August 199 assertion of
jurisdiction over cigarettes and smokeless tobacco and
regulations restricting the sale and distribution ofciga-
rettes and smokeless tobacco to protect children and
adolescents (principally codified at 21 Code of Fed-
eral Regulations Part 8%,)are invalid.

Clean Indoor Air Regulation

Unlike the regulation of tobacco products per se
and of their advertising and promotion, regulation of
exposure to ETS has encountered less resistance. This
course is probably the result of (1) long-standing
grassroots efforts to diminish exposure to ambient
tobacco smoke and (2) consistent epidemiologic evi-
dence of adverse health effects of ETS. Since 1971, a
series of rules, regulations, and laws have created
smoke-free environments in an increasing number
of settings: government offices, public places, eating
establishments, worksites, military establishments,
and domestic airline flights. Asof December 31,1999,
smoking was restricted in public places in 45 states
and the Districtof Columbia. Currently, some 820local
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ordinances, encompassing a variety of enforcement
mechanisms, are in place.

The effectiveness of clean indoor air restrictions
isunder intensive study. Moststudies have concluded
thateven among smokers, support for smoking restric-
tions and smoke-free environments is high. Research
has also verified that the institution of smoke-free
workplaces effectively reduces nonsmokers' exposure
to ETS. Although smoke-free environments have not
reduced smoking prevalence in most studies, such
environments have been shown to decrease daily to-
bacco consumption among smokers and to increase
smoking cessation.

Minors' Access to Tobacco

There iswidespread approval for restricting the
access of minors to tobacco products. Recent research,
however, has demonstrated that a substantial propor-
tion of teenagers who smoke purchase their own to-
bacco, arid the proportion varies with age, social class,
amount smoked, and factors related to local availabil-
ity. Inaddition, research hasshown that most minors
can easily purchase tobacco from a variety of retail
outlets. 1t has been suggested thatareduction in com-
mercial availability may resultin a reduced prevalence
of tobacco tseamong minors.

Several approaches have been taken to limiting
minors' access to tobacco. All states prohibit sale or
distribution of tobacco to minors. More than two-thirds
of states regulate the means of sale through restrictions
on minors' use of vending machines, but many of these
restrictions are weak, and only two states have total
bans on vending machines. Restrictions on vending
machines are a subclass of the larger category of regu-
lation of self-service cigarette sales; in general, such
regulation requires that cigarettes be obtained from a
salesperson and not be directly accessible to custom-
ers. Such policies can reduce shoplifting as well, an
important source of cigarettes for some minors.

Regulations directed at the seller include the
specification of a minimum age for sale (18, in all but
two states and Puerto Rico), a minimum age for the
seller, and the prominent in-store announcement of
such policy. Providing merchant education and train-
ing is an important component of comprehensive mi-
nors' access programs. Penalties for sales to minors
vary considerably; in general, civil penalties have been
found to be more effective than criminal ones. Requir-
ing licensure of tobacco retailers has been found to
provide a funding source for compliance checks and
to serve as an incentive to obey the law when revoca-
tion of the license is a provision of tne law. Applying
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penalties to business owners, instead of to clerks only,
is considered essential to preventing sa'es to minors.
Tobacco retail outlets and the tobacco industry have
vigorously opposed this policy. An increasing num-
ber of states and local jurisdictions are imposing sanc-
tions against minors who purchase, possess, or use
tobacco products. Sanctions against both buyers and
sellers are enforced by avariety of agencies and mecha-
nisms. Because regulations in general may be more
effective if generated and enforced at the iocal level,
considerable energy is devoted to the issue of oppos-
ing or repealing preemption of local authority by states.
Public health analyses have resulted in strong recom-
mendations that state laws not preempt local action tc
curb minors' access to tobacco.

Litigation Approaches

Private litigation shifts enforcement of public
health remedies from the enterprise or the government
to the private individual—typically, victims or their
surrogates. In the tort system, the coalescence of in-
stances in which irijurers are forced to compensate the
injured can create a force that generates preventive
effects. Though relatively inefficient as a system for
compensating specific classes of injuries, the tort sys-
tem is justified by its generation of preventive actions
and by its flexibility. Tobacco represents an atypical
pattern of litigatior and product modification, because
private law remedies have not yet succeeded in insti-
tutionalizing recovery for tobacco injuries or have not
yet generated significant preventive effects. In the case
of tobacco, regulation has been the predominant
control, and such regulation has been distinctive in
relying primarily on notification requirements rather
than safety requirements.

Private litigation against tobacco has occurred in
several distinct waves. The first wave was launched
in 1954 and typically used one or both of two legal
theories negligence and implied warranty. Courts
proved unreceptive to both these arguments, and this
approach had receded by the mid-1970s. In many of
these and subsequent cases, legal devices and exhaus-
tion of plaintitf resources rigured prominently in the
defendants' strategy. A second wave began in 1983
and ended in 1992. In these cases, the legal theory
shifted from warranty to strict liability. The tobacco
industry based its defense on smokers' awareness of
riskt and so-called freedom of choice. For example,
plaintiffs argued that the addictive nature ot nicotine
limited free choice; defense counsel rebutted by point-
ing to the large number of former smokers who suc-
cessfully quit Taking freedom-of-cf aice defense even



further, counsel argued that the claimant's lifestyle was
overly risky by choice or was in some way immoral.
The case that symbolized the second-wave litigation was
that filed by Rose Cipollone, a dying smoker, in 1983.
The Supreme Court accepted the tobacco industry's
defense that federal law requiring warning labels on
product packages had preempted claims understate law
that imposed liability for failure to warn. The United
States Supreme Court left open several other ap-
proaches, but the likelihood of recovery seemed small,
and counsel for the Cipollone estate withdrew.

In the third wave, begun soon after the C “->ollone
decision and still ongoing, diverse legal arguments
have been invoked. This third wave of litigation dif-
fers from its predecessors by enlarging the field of
plaintiffs, focusing on a range of legal issues, uring
the class action device, and making greater attempts
to use private law for public policy purposes. These
new claims have been based on theories of intentional
misrepresentation, concealment, and failure to dis-
close, and such arguments have been joined to a new
emphasis on addiction. For example, in one case that
ended as a mistrial, plaintiffs were barred from pre-
senting evidence that the tobacco companies may have
manipulated nicotine levels. The class ac'ion device
has figured prominently in these new cases, v/hich
have included claims of smokers as well as claims of
those who asserted that they havt been injured by ETS.
Arguably the most notable series of third-wave claims
brought against tobacco companies is the proposed
1997 settlement of suits brought by 41 state attorneys
general attempting to recover the states' Medicaid ex-
penditures for treating tobacco-related illnesses. Inthe
absence of congressional legislation needed to give that
settlement the force of law, four states made indepen-
dent settlements with the tobacco industry. Notably,
each state obtained a concession guaranteeing that it
would benefit from any more favorable agreement that
another state might later obtain from the tobacco in-
dustry. Subsequently, a multistate Master Settlement
Agreement was negotiated in November 1998 cover-
ing the remaining 46 states, the District of Columbia,
and five commonwealths and territories. Another no-
table recent develo; ment is the filing of large claims bv
other third-party payers, such as large health care plaa

Perhaps in partial response, the level of litiga-
tion initiated by the tobacco industry itself has in-
creased in recent years and has included a number of
well-publicized cases, including a threatened suit
against the media to prevent airing of a program that
accused a tobacco company of manipulating nicotine
levels. The company was successful in making the
network withdraw the program, even though similar

Reducing Tobacco Use

information was later made public in other contexts.
Although the industry continues aggressive legal pur-
suit of its interests on a number of fronts, litigation
against the industry has had undoubted impact on
tobacco regulation and is likely to continue to play a
key role in efforts to reduce tobacco use.

Overview and Implications

Tobacco products are far less regulated in the
United States than they are in many other developed
countries. This level of regulation applies to the manu-
factured tobacco product; to the advertising, promo-
tion, and sales of these products; and to the protection
of nonsmokers from the involuntary exposure to ETS
from the use of these products. As with all other con-
sumer products, adult users of tobacco should be fully
informed of the products' ingredients and additives
and of any known toxicity when used as intended.
Additionally, as with other cc isumer products, the
manufactured tobacco product should be no more
harmful than necessary given available technology.
The sale, distribution, and promotion of tobacco prod-
ucts need to be sufficiently regulated to protect un-
derage youth from influences to take up smoking.
Finally, involuntary exposure to ETS remains a com-
mon public health hazard that is entirely preventable
by appropriate regulatory policies.

Such are the basic, reasonable regulatory issues
related to tobacco products. Yet these issues remain
unresolved as tl.e new millennium begins. When con-
sumers purcha a tobacco product, they receive little
information regarding the ingredients, additives, or
chemical composition in the product. Although public
knowledge about the potential toxicity of most of these
constituents is negligible, findings in this report con-
clude that the warning labels on cigarette packages in
this country are weaker and less conspicuous than in
other countries. Further, the popularity of "low tar and
nicotine" brands of cigarettes has shown that consum-
ers may be misled by another, carefully crafted kind of
information—that is, by the implied promise of reduced
toxicity underlying the marketing of these products.

Current regulation of the advertising and pro-
motion of tobacco products in this country isconsid-
erably less restrictive than in several other countries,
notably Canada ar.d New Zealand. The review of cur-
rent case law in this report supports the contention
that greater restrictions of tobacco product advertis-
ing and promotion could be legally justified. In fact,
the report concludes that regulation of the sale and
promotion of tob cco products is needed to protect
young people from smoking initiation.
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ETS contains more than 4,000 chemicals; of these,
at least 43 are known carcinogens (Environmental Pro-
tection Agency 1992). Exposure to ETS has serious
health effects (USDHHS 2000b). Despite this docu-
mented risk, research has demonstrated that more than
88 percent of nonsmokers in this country aged 4 years
and older had detectable levels of serum cotinine, a
marker for exposure to ETS (Pirkle et al. 1996). The
research reviewed in this report indicates that smok-
ing bans are the most effective method for reducing
ETS exposure. Four Healthy People 2010 objectives ad-
dress this issue and seek optimal protection of non-
smokers through policies, regulations, and laws
requiring smoke-free environments in all schools,
worksites, and public places.

Despite the widespread support among the gen-
eral public, policymakers, and the tobacco industry for
restricting the access of minors to tobacco products, a
high proportion of underage youth smokers across
this country continue to be able to purchase their own
tobacco. National efforts by the Substance Abuse and
Mental Health Services Administration to increase the
enforcement of state laws to comply with the Synar
Amendment and by the FDA to implement the access
restrictions defined in their 1996 rule have reduced the
percentage of retailers in many states who sell to mi-
nors. Unfortunately, nine states failed to attain *heir
Synar Amendment targets in 1999. Additionally, the
March 2000 Supreme Court ruling that the FDA lacks
jurisdiction to regulate tobacco products hassuspended
all enf ireement of the agency's 1996 regulations.
Although several states have increased emphasis on
this issue as part of their state-funded program efforts,
the loss of the FDA's program removes a major
infrastructure in support of these state efforts. The
current regulatory environment poses onsiderable
challenges for the interweaving of regulation into a
comprehensive, multicomponent approach to tobacco
use control and prevention.

Economic Approaches (Chapter 6)

The argument for using economic policy for re-
ducing tobacco use requires considerable technical and
analytic understanding of economic theory and data.
Because experiments and controlled trials—in ihe
usual sense—are not available to the economist, judg-
ment and forecasting depend on the results of com-
plex anal\ ris of administrative and survey data. Such
analyses have led to a number of conclusions regard-
ing the importance of the tobacco indut try in the U.S.
economy and regarding the role of policies that might
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affect the supply of tobacco, affect the demand for to-
bacco, and use different forms of taxation, as a pos-
sible mechanism for reducing tobacco use.

Supply

The tobacco support program has successfully
limited the supply of tobacco and raised the price
of tobacco and tobacco products. However, the prin-
cipal beneficiaries of this program are not only the
farmers whose income is supported but also the own-
ers of the tobacco allotments. If policies were initiated
to ameliorate some short-run effects, the tobacco sup-
port program could be removed without imposing
substantial losses for many tobacco farmers. Elimi-
nating the tobacco support program would lead to a
small reduction in the prices of cigamtte and other
tobacco products, which would lead to slight increases
in the use of these products. However, because the
support program has created a s*rong political constitu-
ency that has successfully impeded stronger legislation
to reduce tobacco use, removing the support program
could make iteasier toenact stronger policies that would
more than offset the impact that the resulting small re-
ductions in price would have on demand.

Throughout the 1980s and 1990s, competition
within the tobacco industry appeared to have decreased
as a result of the favorable deregulatory business cli-
mate and ar. apparent increase in collusive behavior.
This reduction in competition, coupled with the addic-
tive nature of cigarette smoking, has magnified the im-
pact that higher cigarette taxes and stronger smoking
reduction policies would have on demand.

The recent expansion of U.S. trade in tobacco and
tobacco products through multinational agreements,
together with the U.S. threat of retaliatory trade sanc-
tions were other countries to impede this expansion,
is nearly :ertair to have increased the use of tobacco
products work wide. Such an increase would result
in a consequent global rise in morbidity and mortality
related to cigarette smoking and other tobacco use.
Thesn international trade policy efforts conflict with
current domestic policies (and the support of compa-
rable international efforts) that aim to reduce the use
of tobacco products because of their harmful effects

on health.

Industry Importance

Although employment in the tobacco industry
is substantial, the industiy greatly overstates the im-
portance of tobacco to the U.S. economy. Indeed, most
regions would likely benefit—tor example, through



redistribution of spending and changes in types of
job—from the elimination of revenues derived from
tobacco products. Moreover, as the economies of
tobacco-growing regions have become more diversi-
fied, the economic importance of tobacco in these ar-
eas has fallen. Higher tobacco taxes and stronger
prevention policies could be joined to other efforts
to further ease the transition from tobacco in major
tobacco-producing regions. Finally, trading lives for
jobs is an ill-considered strategy, particularly with
the availabUity of stronger policies for reducing
tobacco use.

Demand

Increases in the price of cigarettes will lead to
reductions in both smoking prevalence and cigarette
consumption among smokers; relatively large reduc-
tions are likely to occur among adolescents and young
adults. Limited research indicates that increases in
smokeless tobacco prices will similarly reduce the use
of these products. More research is needed to clarify
the impact of cigarette and other tobacco prices on the
use of these products in specific sociodemographic
groups, particularly adolescents and young adults.
Additional research also is needed to address the po-
tential sub- wution among cigarettes and other tobacco
products as their relative prices change.

Taxation

After the effects of inflation are accounted for,
federal arid average state excise taxes on cigarettes
are well below their past levels. Similarly, average
cigarette excise taxes in the United States are well
below those imposed in most other industrialized
countries. Moreover U.S. taxes on smokeless tobacco
products are well below cigarette taxe.  tudies of the
economic costs of smoking report a wide range of es-
timates for the optimal tax on cigarettes. However,
when recent estimates of the costs of ETS (including the
long-term costs of fetal and perinatal exposure to ETS)
are considered, and when the premature death of smok-
ers is not considered an economic benefit, a tax that
would generate sufficient revenues to cover the exter-
nal costs of smoking is almost certainly well above cur-
rent cigarette taxes. The health benefits of higher
cigarette taxes are substantial. By reducing smoking,
particularly among youth and young adults, past tax
increases have significantly educed smoking-related
morbidity and mortality. Further increases in taxes,
indexed to account for the effects of inflation, would
lead to substantial long-run improvements in health.

Reducing Tobacco Use

The revenue potential of higher cigarette and other
tobacco taxes—obviously not in itself a goal—is con-
siderable; significant increases in these taxes would lead
to sizable increases in revenues for many years. How-
ever, because of the greater price responsiveness of
adolescents and young adults and the addictive nature
of tobacco use, the long-run increase in revenues is
likely to be less than the short-run gain. Nevertheless,
current federal and most state tobacco taxes are well
below their long-run revenue-maximizing levels.

Inshort, the research reviewed in this reportsup-
ports the position that raising tobacco prices is good
public health policy. Further, raising tobacco excise
taxes is widely regarded as one of the most effective
tobacco prevention and control strategies. Research
indicates that increasing the price of tobacco products
would decrease the prevalence of tobacco use, particu-
larlyamong minors and young adults. As noted, how-
ever, this report finds that both the average price of
cigarettes and the average cigarette excise tax in this
country are well below those in most other industrial-
ized countries and that the taxes on smokeless tobacco
products are well below those on cigarettes. Making
optimal use of economic strategies in a comprehen-
sive program poses special problems because of the
complexity of government and private controls over
tobacco economics and the need for a concerted, mul-

evel, political approach.

Comprehensive Programs (Chapter 7)

Community-based interventions were originally
developed as research projects that tested the efficacy
of a communitywide approach to risk reduction. A
number of national and international efforts to control
cardiovascular disease (in the United States, notably the
Minnesota, Stanford, and Pawtucket studies) used con-
trolled designs. The results from these and other stud-
ies were largely disappointing, particularly regarding
prevention and control of tobacco use. Other large-scale
research efforts, such as the Community Intervention
Trial (COMMIT) for Smoking Cessation, also failed to
meet their primary goals for smoking reduction and
cessation. Similarly, the results to date from numerous
worksite-based cessation projects suggest either no im-
pact or a small net effect (summarized in Chapter 4).

As these studies were under way in the 1970s
and 1980s, health promotion—an organized approach
to changing social, economic, and regulatory
environments—emerged as a more effective mecha-
nism for population behavior change than traditional
health education. Although the aforementioned
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community-based research projects used a health pro-
motion perspective, thev lacked the reach and penetra-
tion required for effective social change. In any event,
the results made clear the distinction between a spe-
cific program (even one using multiple modalities) and
a comprehensive multimes-sage, multichannel ap-
proach that used some or all of the modalities described
in Chapters 3 through 6.

Onabroaderscale, other social initiatives can also
serve some of these same purposes through means that
are not directly related to changing population behav-
ior. For example, direct advocacy—the presentation
of information to decision makers to encourage their
support for nonsmoking policies—has been pursued
vigorously by health advocates since the organization
of grassroots movements for nonsmokers' rights in the
early 1970s. Much of the clean air legislation now in
place may be attributed in part to such direct advo-
cacy. An interesting observation that supports the logic
behind comprehensive programs is that initial short-
comings in direct advocacy activity may have been
related to a failure of coordination among grassroots
groups and professional organizations. Inrecentyears,
in part as the result of electronic networking and me-
diating b" the Advocacy Institute, a more unified ap-
proach to reducing tobacco use has been achieved
among the participating organizations.

Media advocacy—the use of mass media to ad-
vance public policy initiatives—has also been effective
in placing smoking issues in the public eye and main-
taining a continued impetus for reducing tobacco use.
Case analysis of several instances of such activity—
advocacy opposing the promotion of the "X" cigarette,
the marketing of "Dakota" cigarettes, the Philip
Morris-sponsored Bill of Rights tour, and the attempted
marketin0 of "Uptown" c.garettes—highlights several
successes but also indicates that such activities do not
always achieve their immediate aims. Nonetheless,
considerable experience has been gained in seizing
such opportunities.

Countermarketing activities can promote smok-
ing cessation and decrease the likelihood of initiation.
Countermarketing campaigns also can have a power-
ful influence on public support for tobacco control ac-
tivities and provide an educational climate that can
enhance the efficacy of school- and community-based
efforts. For youth, the CDC has estimated that the
average l4-year-old has been exposed to more than
$20 billion in imagery advertising and promotions
since age 6, creating a "friendly familiarity” for tobacco
products. The recent increase in movie depictions of
tobacco use further enhances the image of tobacco use
as glamorous, socially acceptable, and normal. In light
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of the ubiouitous and sustained protobacco messages,
countermarketing campaigns need to be of comparable
intensity and duration to alter the general social and
environmental atmosphere supporting tobacco use.

Perhaps the most important aspect of comprehen-
sive programs has been the emergence of statewide to-
bacco control effortsas a laboratory for their development
and evaluation. The number of states with such pro-
grams grew slowly in the early and mid-1990s, but in
recent years there has been a surge in funding for such
efforts fueled by the state settlements with the tobacco
industry. Although the data on the impactofthese pro-
grams on per capita consumption, adult prevalence,
and youth prevalence are generally favorable, the uni-
form data systems needed to conduct more controlled
evaluations of these efforts are still emerging. Never-
theless, the Institute of Medicine (2000) has concluded
that these "multiraceted state tobacco control programs
are effective in reducing tobacco use" (p. 4). The che -
lenge fcr the new millennium will be to ensure that the:*;
ever-increasing comprehensive statewide tobacco con-
trol programs are as efficient anH effective as possible.

The review of statewide toba rco control programs
indicates that reducing the broad cultural acceptability
of tobacco use necessitates changing many facets of the
social environment. In addition, this report stresses—
as does the Best Practices document—that these indi-
vidual components must work together to produce
the synergistic effects of a comprehensive program.
However, both of these findings highlight the complex-
ity invi  d in evaluating these types of programs.

Within the current statewide tobacco control pro-
grams, each of these various modalities discussed in
this report is represented with varying degrees of in-
tensity. Asnoted above, some of the recommendations
for actions within these modalities could most effec-
tively be done at the nationai rather than the state level.
Thus, the overall efficacy of these emerging statewide
programs will depend in some ways on public health
advances at the national level. Again, this synergy
between the statewide and national efforts adds greater
complexity to the evaluation issue.

Finally, this report concludes that the span of
impact of these educational, clinical, regulatory, eco-
nomic, and social approaches indicates the importance
of their sustained and long-term implementation. Pro-
gram evaluation and research efforts are needed to
improve our understanding of how these various ele-
ments work. Although knowledge about the efficacy
of comprehensive programs is imperfect, evidence
points to early optimism for their continuance. With
the expansion of tobacco control surveillance and
evaluation systems and increases in the number and



diversity of statewide tobacco control programs, criti-
cal questions can be answered about how to make these
efforts more efficient and effective.

A Vision for the Future—Reducing Tobacco
Use in the New Millennium (Chapter 8)

In its assessment of the trajectory of tobacco con-
trol activities in the coming years, the report focuses
on six future challenges: the scientific base, the chang-
ing tobacco industry, the need for comprehensive ap-
proaches, identifying and eliminating disparities,
improving dissemination of interventions, and influ-
encing tobacco use in developing nations.

Continuing to Build the Scientific Base

Beginning with the 1964 Surgeon General's
report, Smoking and Health, tobacco control policy
in this nation has been built on a foundation of scien-
tific knowledge. Each of the subsequent 24 reports of
the Surgeon General on tobacco use has documented
a vast and growing body of scientific literature. The
substantial research reviewed in this report focuses on
a key segment of the literature—what has been tried
in the decades-old effort to reduce tobacco use. Inturn,
this focus clarifies which efforts work best Certainly
more research is needed so that tl <ese efforts can be
more efficient and effective; the key conclusion from
this report, however, is that we know more than
enough to take actions now to decrease the future
health burden of tobacco-related disease and death in
this country.

In the process of applying our current state of
knowledge about preventing and controlling tobacco
use, accountability and evaluation of the public health
effort will be critical. However, because of the wide
array of educational, clinical, regulatory, economic, and
social influences that have and will need to be brought
to bear on the tobacco use problem, the direct impact
of a specific maneuver on aspecific outcome becomes
less meaningful as the combined effects become more
substantial. Investigators tend towork on small, man-
ageable aspects of the tobacco use problem, but the
synergistic influence of multiple factors over time will
likely extend far beyond the outcomes predicted from
these smaller research undertakings. Forexample, as
this report demonstrates, the most efficacious educa-
tional programs are those that take place in a larger
community context, one that engenders and supports
an environment of nonsmoking. Similarly, although
clinical interventions to manage tobacco addiction
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clearly have some specific power to help smokers quit,
primarily through pharmacologic means, the social en-
vironment remains a major determinant of whether
these new former smokers maintain their abstinence
from nicotine addiction. Regulatory efforts, on the
other hand, raise a host of social and economic issues
and can produce broad societal changes—issues and
changes, however, that are difficult to isolate, docu-
ment, and evaluate. Economic strategies also have a
great potential, but being fundamentally political in
nature, they requirt public consensus and changes in
social norms before they can be attempted. Finally,
the public health advocacy involved in social program
modalities is virtually impossible to assess in a pro-
spective or controlled research design.

The research and evaluation tools of public health
must expand to meet these complex issues. Compre-
hensive, multifactorial approaches to tobacco control
appear to offer the most promise. However, the pen-
alty for comprehensive approaches is a loss of statisti-
cal power to attribute outcomes to specific activities.
Within each of the modalities, appropriate evaluation
methodologies are being used. However, many of
th"se methodologies involve retrospective case study,
time trend, econometric, and surveillance approaches
to evaluate the "natural experiment"” as it evolves in
the changing social environment. Thus, the traditional
biomedical and epidemiologic research methods that
have worked so well in defining the health conse-
quences of tobacco use are not well suited to evaluate
tht potentially most efficacious methods ; reduce to-

bacco use.

The Changing Tobacco Industry

This report documents that this country's efforts
to prevent the onset or continuance of tobacco use have
faced the pervasive, countervailing influences of to-
bacco promotion by the tobacco industry. Despite the
overwhelming and continually growing body of evi-
dence of adverse health consequences of tobacco use,
the norm of social acceptance of tobacco use in this
nation has receded more slowly than might be ex-
pected, in part because of such continued promotion.

Litigation and legal settlements have produced
notable changes in the tobacco industry's public posi-
tions on health risks, nicotine addiction, and advertis-
ing and promotion limits. Additionally, individual
manufacturing companies have become more directly
involved in efforts to limit the access of underage per-
sons to tobacco products and to preventyoung people
from initiating tobacco use. In this rapidly changing
social and legal environment, it is difficult to project
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the nature and scope of future changes by the indus-
try or their impact on the national effort to reduce to-
bacco use. Nevertheless, any analysis of changes in
patterns of tobacco use must consider the influence of
these industry changes.

One of the major arenas of potential change will
be in the tobacco product itself. The manufactured ciga-
rette that is widely marketed in the developed world
was noted to be changing dramatically when this issue
was first considered by the Surgeon General in 1981,
The Changing Cigarette (USDHHS 1981). Recent public
statements by the tobacco industry suggest that the
pace of changes in the manufactured cigarette could
be accelerating in the future. The public health impli-
cations of changes in manufactured cigarettes and
other tobacco-containing products will require care-
ful and significant attention from both public health
researchers and policymakers.

The litigation environment has demonstrated the
importance of tobacco industry documents in analyz-
ing the industry's influence. Legal and public health
analyses are just beginning to sift through the millions
of pages of documents made public as part of the vari-
ous legal actions undertaken over the last decade. As
this process continues, public health researchers may
develop better methods to define and evaluate the
industry's past activities that may have contributed to
the charactei, pace, or direction of changes in tobacco
use patterns in this country or around the world.

The Need for Comprehensive Approaches

The evidence of effectiveness summarized in this
report emphasizes that, ublic health success in re-
ducing tobacco use requires activity using multiple
modalities. A comprehensive approach—one that
optimizes synergy from applying a mix ofeducational,
clinical, regulatory, economic, and social strategies—
has emerged as the guiding principle tor future efforts
to reduce tobacco use. The public health goals ofsuch
comprehensive programs are to reduce disease, dis-
ability, and death related to tobacco use through pre-
vention and cessation, as well as through protection
of the nonsmoker from ETS.

The emerging body of data on statewide tobacco
control efforts is coming from programs broadly fo-
cused on prevention, cessation, and protection of the
nonsmoker from ETS (Chapter 7). Preventing initia-
tion among young people is a primary goal of any to-
bacco control effort. However, young people will
perceive contradictory or inconsistent messages in our
prevention efforts if programs do not also address the
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smoking behavior of millions of parents and other
adult role models and the public health risks of I'TS.

CDC recently released Best Practicesfor Compre-
hensive Tobacco Control Programs (CDC 1999), which
recommends that states establish tobacco control
programs that are comprehensive, sustainable, and
accountable. Thisdocumentdraws on "best practices"
determined by evidence-based conclusions from re-
search and evaluation of such comprehensive pro-
grams at the state level. In the review ofevidence from
these states, it was evident that reducing the broad
cultural acceptability of tobacco use necessitates chang-
ing man) facets of the social environment. Nine spe-
cificelements ofacomprehensive program are defined
in the guidance document. Although, the importance
of each of the elements is highlighted, the document
stresses that these individual components must work
together to produ :e the synergistic effects of a com-
prehensive program.

Best Practices thus provides effective guidance for
state-level efforts; a comprehensive national tobacco
control effort, however, requires strategies that go be-
yond this guidance to states. Moreover, acomprehen-
sive national effort should involve the application ofa
mix of educational, clinical, regulatory, economic, and
social strategies. In each of these modalities, some of
the program and policy changes that are needed can
be addressed most effectively at the national level.

Identifying and Eliminating Disparities

The elimination of health disparities related to
tobacco use poses a great national challenge. Although
this issue was not a major aspect of the current report,
two ether recent USDHHS publications have taken this
focus. The 1998 Surgeon General's report Tobacco Use
Among U.S. Racial/Etnnic Minority Groups was the first
to address the diverse tobacco control needs of the four
major U.S. racial/ethnic minority groups—African
Americans, American Indians and Alaska Natives,
Asian Americans and Pacific Islanders, and Hispanics
(USDHHS 1998). Similarly, Healthy People 2010, re-
leased in January 2000, has two overarching goals:
increase quality and years of healthy life and elimi-
nate health disparities among different segments of the
U.S. population (USDHHS 2000a). Both publications
not only highlight the significant disparities in health
that exist in the United States but also stress the criti-
cal need for a greater focus on this issue, both in re-
search and in public health action.

Cultural, ethnic, religious, and social differences
are clearly important in understanding patterns of
tobacco use, but little research has been completed



on the relative effectiveness of interventions for
prevention and treatment in some of the population
groups or communities. Reaching the national goal of
eliminating health disparities related to tobacco use
will necessitate improved collection and use of stan-
dardized data to correctly identify disparities in both
health outcomes and efficacy of prevention prograr .s
among various population groups. Broader histori-
cal, societal, and community characteristics can have
a significant influence on the manner in which pre-
vention and control strategies that work overall for the
population as a whole may impact diverse groups.
Many of these broader variables do not lend them-
selves to traditional measurement methods nor are
they easily assessed at the individual level through
using traditional epidemiologic methods.

Improving the Dissemination of State-of-the-Art
Interventions

One of the greatest challenges in tobacco control
and public health in general continues to be overcom-
ing the difficulty in getting advances in prevention and
treatment strategies effectively disseminated, adopted,
and implemented in their appropriate delivery systems.
Simply stated, our recent lack of progress in tobacco
control is attributable more to the failure to implement
proven strategies than itis toa lack of knowledge about
what to do. The result is that each year in this nation,
more than 1 million you ng people continue to become
regular smokers, and more than 400,000 adults con-
tinue to die prematurely from tobacco-related diseases.

Within each of the modalities reviewed in this
report, some specific research advances in tobacco pre-
vention and control strategies have not been fully
implemented. Studies are urgently needed to identify
the social, institutional, and political barriers to the
more rapid dissemination of these research advances.
Understanding these barriers and determining how
they could be overcome would benefit not only tobacco
control but public health efforts more broadly.

Tobacco Use in Developing Nations

Analyses by the World Health Organization
(WHO) have concluded that by 2030, current smok-
ing patterns will produce about 500 million prema-
ture deaths from tobacco-related disease among
people alive today (WHO 1999). WHO further esti-
mates that by 2030, tobacco isexpected to be the single
greatest cause of death worldwide, accounting for an
estimated 10 million deaths per year. Although the
impact of tobacco-related uisease and death has been
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until recently a problem primarily for the developed
countries of this world, WHO now estiroites that by
2020, 7 of every 10 tobacco-related deaths will be in
the developing world.

This report addresses research on strategies to
reduce tobacco us within our nation's social, legal,
and cultural environments. Nevertheless, findings
from this report may have broad utility in the plan-
ning of tobacco control efforts around the world. As
Chapter 2 documents, the public health response in
this country to the scientific findings about the health
consequences of tobacco products has taken more than
four decades to emerge. In many parts of the devel-
oping world, the problems of tobacco use are similar
to those in this country in the 1950s and 1960s. Hence,
a key public health question for this millennium may
be the following: can the time interval be significantly
shortened between when the health risks of tobacco
for a developing country are recognised and when a
comprehensive national response is begun?

WHO, the World Bank, and the United Nations
roundation, with technical assistance from the CCC,
have undertaken major new initiatives to address this
problem. The WHO Tobacco Free Initiative is devel-
oping an international tobacco control infrastructure,
which includes a global tobacco surveillance system,
intervention tool kits, and regional technical assistance
workshops. The World Bank has published Curbing
the Epidemic: Governments and the Economics of Tobacco
Control (Jha and Chaloupka 1999). This document
provides an economic analysis that supports a
multipronged approach to tobacco control, involving
raising excise taxes, promoting policy changes related
to the sales and promotion of tobacco products as
well as to restrictions on smoking in public places, and
widening access to smoking cessation therapies. The
scientific findings in this report are consistent with the
programmatic recommendations of both the WHO
Tobacco Free Initiative and the World Bank document.

A momentous undertaking of WHO and mem-
ber states, including the United States, is the develop-
ment and negotiation of the Framework Convention
on Tobacco Control. If brought to its intended ratifi-
cation in the next few years, this agreement would
provide a framework within which countries could
develop more specific bilateral and multilateral pro-
tocols for cooperation on containing the spread of the
tobacco epidemic. The framework would enablecoun-
tries to start from a common understanding of the is-
sues, priorities, and strategies necessary to harmonize
tobacco control efforts among themselves so that some
countries do not benefit at the expense of others. This
is the spirit of the other activities of U.S. governmental
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and nongovernmental agencies in their effort to col-
laborate with WHO and with other countries in their
development of surveillance, cessation, prevention,
mass media, regulatory, economic, and social ap-
proaches to global tobacco control.

In the near future, emphasis must be placed on
the development ofsurveillance systems so that coun-
tries can know the extent, distribution, and trends of
the tobacco consumption problems in their popula-
tions. These systems will also track—for international
comparison and monitoring of progress—the emer-
gence of new forms of tobacco promotion, as well as
new legislation, regulations, and programs for coun-
tering tobacco use. In the longer term, the gaps must
be filled in each country's defenses against the incur-
sions of tobacco use on their young people and other

Tobacco Control in the New Millennium

Tobacco use will remain the leading cause of
preventable illness and death in this nation and a grow-
ing number of other countries until tobacco preven-
tion and control efforts are commensurate with the
harm caused by tobacco use. This report provides the
composite review of the major methods—educational,
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vulnerable populations. In particular, there will be a
continuing need to ensure that the rapidly expanding
knowledge about the efficacy of various tobacco con-
trol modalities be made available to the developing
world.

The challenge to the world is to prevent tobacco
use, particularly smoking from ever becoming the lead-
ing cause of preventable illness and death in the world.
Dr. Gro Harlem Brundtland, the current director-
general of WHO, clearly defined this challenge when
she stated, "If we do not act decisively, ahundred years
from now our grandchildren and their children will
look back and seriously question how people claim-
ing to be committed to public health and social justice
allowed the tobacco epidemic to unfold unchecked"
(Asma et al., in press).

clinical, regulatory, economic, and social—that can
guide the development of this expanded national ef-
fort. This report is, therefore, a prologue to the devel-
opment ofa coherent, long-term tobacco policy for this
nation.
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cigarette taxes on youth marijuana use. The growing
evidence suggests that cigarettes and marijuana are not
substitutes for one another, implying that higher ciga-
rette prices will not lead to increased marijuana use,
with several studies .mplying the oppositt —that
higher cigarette prices will reduce both cigarette and
marijuana smoking. Much more research is needed,
however, to firmly establish these relationships.

Discussion

A few general conclusions can be drawn from
these studies of the effects of cigarette prices on smok-
ing. First, increases in cigarette prices lead to signifi-
cantreductions in cigarette smoking; moststudies, using
a wide variety of data and methods with various
strengths and weaknesses, predict that a 10-percent
increase in price will reduce overall cigarette consump-
tion by 3-5 percent. Second, the effects of increases in

Taxation of Tobacco Products

As the preceding section indicates, numerous
studies of the demand for cigarettes confirm a funda-
mental principle of economics: increased tobacco
prices will reduce tobacco use. In general, several fac-
tors will determine the retail prices of cigarettes and
other tobacco products. For example, factors that re-
duce the supply of tobacco will raise the prices of to-
bacco products. As described previously, these factors
include tobacco price support programs, market power
and collusive behavior among firms in the markets for
tobacco products, and restrictions on trade in tobacco
and tobacco products. The most important policy-
related determinants of prices, however, are taxes on
tobacco products.

In the United States, tobacco is taxed in various
ways by the federal, state, and local governments. The
most important of these are the excise, or per unit, taxes
imposed on cigarettes and the general sales tax (an ad
valorem tax) applied to cigarettes and other tobacco
products in most states. Ad valorem taxes are a fixed
percentage of the price and thereby increase or de-
crease as price changes. Excise taxes, on the other
hand, do not change over time with prices.

Reducing Tobacco Use

cigarette prices are not limited to reductions in average
cigarette consumption among smokers but include sig-
nificant reductions in smoking prevalence. These ef-
fects on smoking prevalence constitute both an increase
in smoking cessation among smokers and a reduction
in smoking initiation among potential young smokers.
Third, although evidence concerning the effects of
prices on adolescent smoking is mixed, the majority
of the evidence from recent studies indicates that ado-
‘escents and young adults are significantly more re-
sponsive than adults to changes in cigarette prices.
Most recent studies found that adolescents and young
adults were two to three times more sensitive than
adults to price. Ongoing research, particularly that
based on longitudinal data, will help clarify this issue.
Finally, the limited number of studies of smokeless
tobacco use suggest that increases in smokeless tobacco
prices would reduce the prevalence of smokeless to-

bacco use

Tobacco taxes have relatively low administrative
costs and can generate substantial revenues. In recent
years, increased taxation of tobacco products has been
used as a strategy to reduce tobacco consumption and
thereby to improve public health. For example, the
health benefits of tax-induced reductions in smoking
were often cited by supporters of the federal cigarette
excise tax proposed as part of the Clinton admini-
stration's proposed Health Security Actof 1993, which
included an increase of 75 cents per pack. (The act did
not pass.) Similarly, anticipated large reductions in
youth smoking were, in part, the rationale for tax in-
creases of up to $2.00 per pack proposed as part of
most proposals for national tobacco legislation and the
average $2.00 state and federal tax set as a goal for
2010 by the Healthy I’eople 2010 initiative. The health
benefits of higher taxes were also the focus of the large
voter-initiated tax increases in Arizona, California,
Massachusetts, Michigan, and Oregon, as well as the
large legislated tax increases in Alaska, Maine, and
elsewhere.
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Finally, several relatively easy options exist for
limiting cigarette smuggling (Joossens and van der
Merwe 1997; Joossens et al., in press). These include
prominent tax-paid markings on <ui tobacco products
and sizable increases in the penalties for cigarette
smuggling. The ACIR (1985), for example, concluded
that the Trafficking in Contraband Cigarettes Act (Pub-
lic Law 95-575), which prohibited the transportation,
receipt, shipment, possession, distribution, or purchase
of large quantities of cigarettes that did not bear the
tax indicia of the state in which the cigarettes are found,
led to a significant reduction in interstate cigarette
smuggling resulting from interstate price differentials.

Discussion

If one applies Cook and Moore's (1993) discus
sion of alcohol taxes to cigarette taxes, a provocative
question arises when one compares previous cigarette
excise taxes with current ones: why is the current tax
rate deemed appropriate when it is just over one-half
the level that was deemed appropriate in 1951? Un-
lessitis in the public interest to tax cigarettes at a much
lower rate now than then (an odd notion, given thatin
1951 much less evidence was available on the health
hazards vfsmoking), a case can be made for restoring
iaxes to their earlier levels. Similar arguments can be
made at the state level, particularly in those states
where taxes have not changed or have been increased
modestly and infrequently over time.

Other, comparative standards for appropriate
taxes could be used. For example, as shown in Table
6.12, state excise taxes on cigarettes differ substantially;
these differences reflect several factors, including the
importance of iobacco for the local economy. At an-
other level of comparison, large differences between
cigarette taxes in Canada and the United States gave
rise to a significant black market trade, which in turn
resulted in reductions in Canadian taxes. At the glo-
bal level, cigarette and other tobacco taxes in the United
States are among the lowest in industrialized coun-
triesaround the world. Such comparisons suggest that
relatively high Mxes may be appropriate in some ar-
eas and low taxes appropriate in others. On the other
hand, one could argue that the taxes on all tobacco
products should be equivalent. This last issue is dis-
cussed in greater detail in the next section, "Fairness
Standard and Optimal Cigarette Taxes."

Taxes on smokeless tobacco products are much
lower than taxes on cigarettes, particularly at the fed-
eral level. The limited research suggests that increases
in cigarette excise taxes may have reduced cigarette
smoking but also may have contributed to an increased
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use of smokeless tobacco products (Ohsfeldt and Boyle
1994; Ohsfeldt et al. 1997,1999). Some public health
advocates and others lave therefore called for the
equalization of taxes on tobacco (CSH1994; U.S. House
of Representatives 1994),

Fairness Standard and Optimal
Cigarette Taxes

Fair tax policy is an issue that is often debated
but difficult to apply when "optimal" taxes of poten-
tially hazardous substances are discussed (Cook and
Moore 1993). For taxes on cigarettes and other tobacco
products, part of the debate revolves around the per-
ceived health benefits and reductions in social costs
associated with higher taxes.

In their analysis of economic interventions to re-
duce alcohol abuse, Cook and Moore (1993) noted that
several criteria can be included to judge fairness by
those on both sides of the debate. These criteria in-
clude a horizontal equity criterion, which suggests that
equals should be treated equally; a vertical equity cri-
terion, which suggests that those with the greatest abil-
ity to pay should be taxed more heavily; and a benefit
criterion, which suggests that those who receive the
greatest benefit from government activities should be
taxed more heavily. Ifthe basic notion is accepted that
people who are otherwise similar should be taxed dif-
ferently because one uses more tobacco products than
the other (a notion that violates the horizcntal equity
criterion), then other questions about fairness arise.
These include questions concerning the alleged
regressivity of the taxes and the external costs ofsmok-
ing and other tobacco use (Cook and Moore 1993).

Equity, Incidence, and Distribution of the Tobacco
Tax Burden

As has been discussed previously, increases in
cigarette excise taxes are passed on to consumers
through higher cigarette prices. Primarily because of
the less than perfectly competitive nature of the ciga-
rette industry, prices have increased by more than re-
cent increases in cigarette taxes. Because consumers will
pay at least the full amount of a tax increase in higher
cigarette prices, some questions of fairness revolve
around the distributional effects of the tax hike. To un-
derstand these effects, it is useful to look at the relation-
ship between tobacco use and income (or expenditures).
(As Cook and Moore (1993] note, income or expendi-
tures are not the only scale on which fairness can be
judged, but they are the most commonly used.)



A 1990 report by the Congressional Budget
Office (CBO), which used data from the 1984-1985
Consumer Expenditure Survey, made several obser
vations. For example, expenditures on tobacco prod-
ucts incre; sed with income except for people in the
highest income quintile. As a percentage of posttax
income, however, spending on tobacco was highest in
the lowest income quintile (4.0 percent of posttax in-
come) and fell almost proportionately with increased
income. Also, if expenditures on tobacco are consid-
ered as a percentage of expenditures on all goods and
services, however, the share of tobacco expenditures
fell gradually over the first four income quintiles (from
1.6 to 11 percent) and dropped sharply only in the
top quintile (to 0.7 percent). Thus, the CBO notes, if
annual family expenditures are more reflective of life-
time income than annual family income, then expen-
ditures on tobacco are only slightly regressive over
income classes. Finally, the CBO noted that younger
families spent a higher percentage of income on to-
bacco products and that their share of spending on
tobacco products as a percentage of total expenditures
was higher as well.

To examine the distributional impact of cigarette
excise tax increases on consumers, the CBO simulated
what the effects on expenditures would be were the
1990 federal excise tax on cigarettes (16 cents per pack)
doubled. At first glance, the simulated increase ap-
peared to fall most heavily on the lowest income cate-
gories, thereby implying that cigarette taxes are
regressive. However, when income tax brackets and
transfer payments (discussed in the next section, "Es-
timates of the Costs of Smoking") were indexed to ac-
count for the price increases associated with excise tax
hikes, lowering individual income taxes and raising
transfer payments, the apparent regressivity of the tax
was reduced. When looking at the tax increase rela-
tive to expenditures rather than income, the CBO con-
cluded that cigarette taxes were approximately
proportional rather than regressive. Finally, the CBO
noted that the largestshare of the simulated tax increase
was paid for by families in the third and fourth income
quintiles and that the smallest share was paid by fami-
lies in the lowest income (first and second) quintiles.

All of the CBO estimates were based on measures
of current income. Lyon and Schwab (1995) used an
altemativeapproach that used measures of permanent
or lifetime income to examine the distributional effects
of cigarette and other "sin" taxes. Thisapproach could
account for the intertemporal nature of cigarette con-
sumption decisions. The investigators concluded that
cigarette excise taxes are as regressive as was implied
by studies based on current income.

Reducing Tobacco Use

Although cigarette taxes fall most heavily on
lower income groups, two recent studies suggest that
increases in cigarette taxes may reduce the perceived
regressivity of these taxes. A study using data from
the British General Household Survey concluded that
people in the lowest income groups were the most re-
sponsive to price increases (Townsend et al. 1994). Simi-
lar findings have been obtained in the United States
using data from 13 of the National Health Interview
Surveys conducted from 1976 through 1993 (CDC 1998).
The price elasticity of cigarette demand by those at or
below the median income was estimated to be approxi-
mately 70 percent higher than that for persons above
the median. Another study found that less educated
persons were more responsive than more educated
persons to cigarette price changes (Chaloupka 1991).
Given the high correlation between income and edu-
cation, the three studies implied that increased ciga-
rette taxes would reduce observed differences in
smoking among socioeconomic groups (i.e., that smok-
ing prevalence is higher in the lower socioeconomic
groups) and would thereby counter the perception that
cigarette taxes are regressive. Recent research from
developing countries supports the hypothesis that
lower income populations are relatively more sensi-
tive to price (Jha and Chaloupka 1999; see Chaloupka
et al., in press, for a thorough review). Indeed, while
cigarette taxes may fall more heavily on lower income
groups, an increase in the cigarette tax, because of the
greater price sensitivity of lower income smokers, may
actually be progressive. Moreover, given the estimates
from these studies, the health benefits resulting from
reductions in smoking stimulated by increased ciga-
rette taxes would be disproportionately larger in the
lowest income populations.

Finally, as the CBO report pointed out, although
the potential regressivity of cigarette taxes is of some
concern, the U.S. tax system isa mix of many different
taxes. Increased progressivity of other taxes and trans-
fer programs could be used tocompensate low income
families for the tax increase. The CBO considered three
alternative changes—a 5-percent increase in food
stamp payments, a 10-percent increase in the earned
income tax credit, and a combination of the two—to
offset the potential regressivity of an increase in the
cigarette excise tax. In each case, the CBO concluded
that these changes would spend about 15 percent of
the net revenues resulting from the tax increase. Asimi-
lar idea was implicit in the proposed Health Security
Act of 1993, which proposed a federal tax increase of
75 cents per pack to partially finance the provision
of health insurance and the expansion of benefits
to the uninsured and underinsured, most of whom are
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in lower socioeconomic groups. Likewise, several re-
cent proposals for national tobacco legislation contain
provisions that would offset the potential regressivity
of large increases in cigarette taxes.

Estimates of the Costs of Smoking

An alternative approach to the question of fair-
ness deals with the notion that smokers and other to-
bacco users impose costs on nonusers. One of these
costs is the health consequences for nonsmokers of
exposure to ETS. A second is the financial external
effect caused by collectively financed programs (e.g.,
Medicaid and Medicare) where payments in and out
are not tied to changes in costs and life expectancy
caused by smoking. Thusitcan be argued thatitwould
be fair for smokers and other tobacco users to pay for
the consequences of their use. Cigarette and other to-
bacco taxes are one relatively efficient approach for
attaining this result. However, to set taxes at a level
sufficient to cover the cos* of cigarette smoking and
other tobacco use requires an estimate of these costs.

All studies of the economic costs of tobacco use
have focused on the costs of cigarette smoking. The
Office of Technology Assessment (U.S. House of Rep-
resentatives 1994) has noted that although measuring
these costs is an inexact science, three general compo-
nents are included:

e The direct costs of providing health care services
to those persons with smoking-related diseases.
Such costs include expenditures for preventing,
detecting, diagnosing, and treating smoking-
related diseases and medical conditions.

e The indirect morbidity costs associated with lost
earnings from work because of smoking-related

illness.

e The indirect mortality costs related to the loss of
future earnings from premature death from
smoking-related causes.

Researchers have tried to estimate the economic
costs of cigarette smoking by using data from the United
States (Rice et al. 1986; Manning et a!, 1989, 1991;
Hodgson 1992; CDC 1994; U.S. House of Representa-
tives 1994; Miller et al. 1998, 1999) and elsewhere (see
Lightwood etal., in press, fora comprehensive review).
Inaddition, as partofthe research resulting from Propo-
sition 99, several recent studies have estimated these
costs for California (California Department of Health
Services 1992; Rice and Max 1992; Max and Rice 1995).
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Most of the estimates of the economic costs of
smoking have been prevalence based. That is, they
are based on the estimated prevalence of smoking-
related illnesses in a given year and on the costs asso-
ciated with those illnesses. Because of the long lags
between smoking initiation and the onset of most
smoking-related illnesses, these estimates reflect his-
torical trends in smoking and thus cannot be used to
predict the impact of changes in smoking prevention
policies except over long periods. However, this ap-
proach has been widely used because of its relatively
simple methodology and the availability of reliable
data (Rice et al. 1986).

Several of the recent estimates of the costs of
smoking have been incidence based (Osteret al. 1984;
Manning et al. 1989, 1991; Hay 199]; Hodgson 1992)
That is, these studies attempt to estimate the average
additional costs of smoking over the smoker's lifetime.
Cost estimates would differ by the person's age, sex,
and level of smoking (i.e., a heavy smoker would have
higher lifetime costs than a relatively light smoker with
the same characteristics). These estimates of the costs
of smoking can be useful for policymakers, who can
estimate the change in the costs of smoking associated
with a change in smoking behavior resulting from a
change in policies to reduce smoking. However, these
estimates are sensitive to assumptions about future
costs and about issues such as technological change
and its diffusion (Hodgson 1988).

Many of the studies of the economic costs of
smoking have included notably different direct costs
in their computations. For example, most include the
costs of hospital and nursing home care, physicians'
fees, and medications used to treat smoking-related
illnesses. One such study estimated that these costs in
1993 were $50 billion and that 43.3 percent of them
were paid through public sources (CDC 1994). How-
ever, some studies of direct costs have been limited to
the costs associated with lung cancer only, whereas oth-
ers examined a more comprehensive list of smoking-
related illnesses, including cardiovascular disease and
chronic obstructive pulmonary disease.

Other more recent studies have soughta broader
measure of the direct costs of smoking by comparing
the differences between total health care spending by
smokers and rionsmt .ers. The most sophisticated of
these recent studies control for other risk factors likely
to be correlated with smoking in an effort to isolate
the impact of smoking on medical expenditures (Miller
et al. 1998, 1999). These recent studies estimated
smoking-attributable medical care costs of between $53
billion and $73 billion for 1993, or between 6.5 percent
and 11.8 percent of all U.S. health care expenditures



It is likely, however, that these studies have un-
derestimated the direct costs of smoking for a variety
of reasons (Warner et al. 1999). For example, they
ignore other significant economic costs, including the
costs of transportation associated with obtaining
medical care and the costs of nonmedical care associ-
ated with accommodating a person with a smoking-
related chronic illness. These estimates also generally
fail to account for other medical care costs related to
cigarette smoking, such as burn care from injuries in
smoking-related firesand perinatal care for low-birth-
weight infants of mothers who smoke. Few studies
have attempted to include the direct costs for non-
smokers of diseases related to exposure to ETS, and
none of these studies has tried to estimate the intan-
gible costs of smoking-related illnesses (i.e., the pain
and suffering associated with the illness and the grief
experienced by family and friends).

A human capital approach is generally used to
estimate the indirect morbidity and mortality costs
associated with cigarette smoking. This approach
views an individual as producing a stream of output
or earnings computed at market value or as the im-
puted value of housekeeping services. Thus, the value
of a person is reflected by his or her earnings, and "he
lifetime value for that person is equal to the dis .uunted
stream of future earnings (Max and Rice 199"). This
approach places a relatively high value on morbidity
and mortality among young adults, mtn, and the more
educated because of the relatively higher earnings that
would be lost by these smokers (M.irkandya and
Pearce 1989); moreover, lost earnings may not be an
accurate reflection of the value people place on their
health or on their lives. Furthermore, the human capi-
tal approach is in contrast to the "willingness-to-pay"
approach, which tries to estimate the value a person
assigns to reducing his or her risk of premature death.

A more controversial component in the compu-
tation of the lifetime costs of smoking roncerns the
treatment of transfer payments. These transfer pay-
ments include the reduction in income taxes and in-
surance premiums paid by smokers because of reduced
earnings associated with smoking-related illnesses, tt ?
value of Social Security and private pensions foregone
because of smoking-related premature deaths, higher
health care costs associated with smoking-related
illnesses nd paid by public and private insurance
plans, and increased sick pay and disability benefits
paid during smoking-related illnesses. Particularly ob-
jectionable to many people is the idea that foregone
Social Security and private pension benefits from smok-
erswho die prematurely from smoking-related illnesses
should be considered "benefits" to nonsmoke”s. As

Reducing Tobacco Use

Harris (U.S. House of Representatives 1994) and oth-
ers have noted, premature deaths are not considered a
benefit when policymakers determine what levels of
funded research are appropriate for reducing prema-
ture deatns from other risk exposures (CSH 1994;
Warner etal. 1995,1999). Nevertheless, several recent
estimates of the costs of smoking have considered these
foregone benefits in their computations of the economic
costs of cigarette smoking (Manning et al. 1989,1991;
Shoven et al. 1989). These studies aim to provide a
complete accounting of the costs of smoking to answer
the question of whether payments by those who have
ever smoked into collectively financed systems such
as Medicare and Social Security equal receipts by those
who have ever smoked.

Theoretically Optimal Cigarette Taxes

As was just discussed, several estimates of the
optimal or fair tax on cigarettes are based on the vari-
ous studies of the costs of smoking. In the context of
the preceding discussion, an optimal tax is one that
equates the total revenues from these taxes to the net
external costs of cigarette smoking. These estimates
have ranged from those implying that current taxes
more than cover the external costs of smoking (Man-
ning et al. 1989) to those that have suggested that cur-
rent taxes are far too low. Forexample, one such study
that included the costs of the long-term intellectual and
physical consequences resulting from smoking-related
low birth weight among infants born to mothers who
smoke indicated that $4.80 was an appropriate tax on
a pack of cigarettes (Hay 1991).

Another study (Pigou 1962) advanced a similar
notion in providing a theoretical justification for taxes
on goods with market prices not fully reflecting the
social costs associated with their production and con-
sumption. From that perspective, these taxes could
be viewed as improving economic efficiency by rais-
ing a smoker's marginal cost of smoking to a level
nearer the social marginal cost. Forsome goods, taxes
could generate revenues that exceed total external costs
because the taxes would be based on marginal rather
than average external costs (Cook and Moore 1993).

Estimates of optimal taxes on cigarettes imply that
smokers are fully informed about the risks associated
with cigarette smokir- (Cordes et al. 1990). Ifsmokers
underestimate these risks, then even higher taxes could
be appropriate to discourage people from smoking.
This issue may be particularly relevant for an addic-
tive product such as cigarettes if, when people take up
smoking, they do not fully understand the addictive
properties of consumption and the implications of
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addiction for future choices. Gruber ar-4 Koszegi
(2000), for example, concluded that if the. ntemali-
ties" are taken into account, they suggestsiz. leaddi-
tional taxes of one dollaror more per pack of cigarettes.

Among the most widely cited recent estimates
of the optimal tax are the studies of the economic costs
of cigarette smoking by Manning and colleagues (1989,
1991). These incidence-based estimates used data from
the RAND Corporation's Health Insurance Experim ent
and the 1983 National Health Interview Survey. To
calculate the optimal tax on cigarettes, the analyses
estimated both the lifetime external costs associated
with cigarette smoking and the perceived "savings"
that result from smokers' dying earlier and not realiz-
ing their pension and Social Security benefits.

Using their midrange estimates, Manning and col-
leagues (1989,1991) concluded that for a new smoker,
the total external cost of smoking was 43 cents per pack
of cigarettes in 1986. This estimate comprised 1cent ir.
extra costs for sick leave, 2 cents in costs for smoking-
related fires, 5 cents in added costs for group life insur-
ance, 9 cents in lost tax revenues (to finance retirement
and health benefits), and 26 cents in spending on addi-
tional medical care. These costs would be offset, how-
ever, by an estimated 27 cents per pack in external
savings resulting from smoking-related premature
deaths. Converting these figures to 1995 dollars (based
on the medical service price ind«x and the gross national
product deflator), the CRSestu .uted a net external cost
of 33 cents per pack for cigarettes, which is approxi-
mately two-thirds of the average federal, state, and lo-
cal taxes on cigarettes of 50 cents per pack in late 1993
(Gravelle and Zimmerman 1994). The CRS thus con-
cluded that smokers were more than paying their way.

Critics of the studies of Manning and colleagues
(1989, 1991) contend that many of the assumptions
made in obtaining the estimates are inappropriate. If
the analyses had not included the effects of unrealized
pension and Social Security benefits of smokers who
die prematurely, the resulting external costs of smok-
ing would have amounted to approximately 89 cents
per pack in 1995 dollars.

Moreover, the studies of Manning and colleagues
(1989, 1991) made a debatable distinction between in-
ternal costs (those borne by the smoker) and external
costs (those that smokers impose on nonsmokers). For
example, the lost productivity costs described in those
analyses were treated as internal costs, whereas only
the higher, collectively financed, group premiums for
health, life, and other insurance that nonsmokers paid
to cover smoking-related costs not reflected in the pre-
miums paid by smokers were considered external costs.
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More controversial, however, was these analy-
ses' assumption that the cost of ETS was an internal
cost. Thisassumption was based on the argument that
the family is the economic unit involved in making
smoking and other decisions and that the health con-
sequences of ETS are largely confined to the nonsmok-
ing spouses of smokers. As Manning and colleagues
(1991) note, when this assumption is modified to treat
the consequences of passive smoking as external costs,
the estimated external costs of smoking rise signifi-
cantly. For example, under the assumptions of
Gravelle and Zimmerman (1994) concerning prices, the
estimates of Manning and colleagues (1991) imply that
including the relatively conservative estimate of 2,400
lung cancer deaths from ETSwould add approximately
31 cents per pack (in 1995 dollars) to the external costs
of smoking. Similarly, updating the researchers' esti-
mates of the costs of neonatal care for smoking-related
low birth weight would add more than 4 cents per pack.
Doing the same for deaths from smoking-related fires
would add 20 cents per pack and for smoking-related
fetal deaths would add 31 cents per pack.

These estimates probably understate the true
costs of ETS. Afterreviewing the literature on the links
between ETS and heart disease, Glantz and Parmley
(1995) concluded that 30,000-60,000 persons die pre-
maturely from heart disease related to ETS. Including
these numbers in estimates by using the same assump-
tions used in the CRS report would add at least an-
other 70 cents to the estimate of the optimal tax.
Moreover, the CRS report ignored the 150,000-300,000
cases of ETS-linked lower respiratory tract infections
in children up to 18 months old and the ETS-linked
worsening of asthma in 200,000 to 1 million children
(Environmental Protection Agency [EPA] 1992). In-
cluding these costs would lead to an even larger opti-
mal tax. Finally, the estimates excluded the long-term
developmental consequences suffered by infants with
smoking-related low birth weight (Hay 1991), were
these costs included, the optimal cigarette tax would
be nearly $5 per pack.

Using the human capital approach, Manning
and colleagues (1989, 1991) estimated that the life of a
nonsmokerwho died prematurely from ETSexposure
was worth $1.66 million. In a recent cost-benefit
evaluation of the proposed Smoke-Free Environment
Act of 1993 (introduced in the 103rd Congress but not
passed), the EPA (Mudarri 1994) used the willingness-
to-pay approach and obtained a $4.8 million baseline
estimate of the value of a life. The EPA also used this
a proach to include the effects of ETS on heart dis-
ease and children's health when calculating the value
of benefps from reduced ETS exposure.



By using the willingness-to-pay approach and
making some relatively conservative assumptions, the
EPAestimated that the total benefits fro .ereduced
ETS exposure that would result from a Han on smok-
ing in all worksites was $39-71 billion per vear. This
estimate assumed that the ban would reduc* the num-
ber of current smokers by 3-6 percent, the number of
future smokers by 5-10 percent, and consumption
among continuing smokers by 1G5 percent; the re-
sulting total long-run reduction in consumption would
be 14-22 percent. The combined effect of these reduc-
tions in smoking and of the creation of designated
smoking areas was predicted to reduce out-of-home
exposures to ETSby 90 percent and in-home exposures
by a midrange estimate of 6 percent. Estimates from
the 1992 EPA report on ETS and lung cancer suggested
that 73 percent of exposures to ETS occur outside the
home and that 27 percent occur in the home. The total
reduction in ETS exposure was thus predicted to be 66
percent; if it were applied to estimated total ETS costs
of $58.7-106.9 billion, this reduction would yield the
EPA's estimated cost benefits of $39-71 billion. Given
current cigarette sales ofabout 24 billion packs per year,
thi- estimate implied that the per pack external costs
of LTS were between $2.45 and $4.45. This estimate is
likely to be low, because the short-term and long-term
costs of fetal and perinatal exposure to ETS were not
included in the EPA's computations.

Viscusi (1995), however, reached a much different
conclusion in analyzing the social costs of smoking. This
investigator updated much of the analysis by Manning
and colleagues (1989 1991), used a willingness-to-pa;
approach, and included the same ETS risks used in tin
EPA's analysis (Mudarri 107). Viscusi, however, ar-
gued that the EPAappr ach overestimated the risks of
ETS by failing to account for the change in the tar con-
tent of cigarettes and the changes in cigarette consump-
tion per smoker. Noting that the >verage tar content of
cigarettes declined from 46.1 mg per cigarette in 1944
to 12 mg per cigarette in 1994, Viscusi asserted that the
health risks associated with cigarette smoking, as well
as the risks from exposure to ETS, are linearly related to
the tar content of cigarettes. Although presenting no
evidence for either assertion, he contended that esti-
mates of the health risks ba®ed on consumption of
higher-tar cigarettes and exposure to ETS from higher-
tar cigarettes need to be adjusted to reflect the decline
in tar content. When not adjust’ng for tar, Viscusi ob-
tained an estimate for the per pack external costs of ciga-
rette smoking well above the average tax on a pack of
cigarettes; when adjusting for tar, he concluded that
current cigarette taxes exceed the external costs of

smoking.

Reducing Tobacco Use

A clear consensus is lacking regarding the opti-
mal tax on cigarettes. Optimal tax calculations from
prevalence-based estimates that include the direct and
indirect costs of smoking-related morbidity and mor-
tality art likely to be inappropriate, because the calcu-
lations include lost productivity and other cost* that
should arguably br consideted internal costs. Similarly,
optimal tax calculations from the recent incidence-
based estimates probably underestimate the optimal
tax, because these calculations exclude many of the
external c”sis of smoking. Nevertheless, because of
the growing evidence of the substar ial health conse-
quences of exposure to ETS (including fetal and peri-
natal exposure), a tax that would generate sufficient
revenues to cover all external costs irom smoking is
likely well above the current average of fedci al, state,
and local taxes on cigarettes.

Cigarette Taxes and Health

As the review of studies on c' ’arette demand
demonstrated, increases in cigarette prices lead to sub-
stantial reductic s in cigarette smoking by deterring
smoking initiation among youth, prompting smoking
cessation ami <ngadults, and reducing the average ciga-
rette cons imption among continuing smokers. Be-
cause of the substantial health consequences of
cigarette smoking and the health benefits of smoking
cessation, these reductions in cigarette smoking would
lead to significant improvements in health by reduc-
ing smoking-related morbidity and mortality. Thus,
increases in cigarette excise taxes, which would result
in increases in cigarette p ices, would be an effective
policy tool in improving ueilth.

Several recent studies have provided some esti-
mates of the health benefits resulting from cigarette
tax increases. For example, Warner (1986) used pub-
lished estimates of price elasticity (Lewit et al. 1981,
Lewit and Coate 1982) to estimate the impact of higher
cigarette excise taxes on smoking and health. The
study predicted that a sustained, real 15 percent tax-
induced increase in cigarette prices in 1984 (which
would have been equivalent to restoring the federal
tax to ib real value in 1951—a nominal tax of 32 cents
per pack) would deter 800,000 young people from
smoking and encourage about 2.7 million adults to
quit. Using the conservative assumption that one of
every four lifelong smokers dies prematurely of a
smoking-related illness, the researchers estimated that
this tax increase would reduce premature deaths
among persons 12 years and older by 860,000.

The GAO (1989) used the same estimates of price
elasticity to predict the health benefits from a sustained,
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real tax increase of 21 cents per pack ir 1989 (which
they estimated would raise the price oy 15 percent).
Using the one-in-four assumptions made by Warr.rr
(1986), the analysis estimated that this tax increase
would reduce the number of youth who smoke by
500,000 and would subsequently reduce premature
deaths from cigarette smoking among youth by
12.>,000.

Harris (1987) used various estimates of the price
elasticity of demand in an analysis of the health impli-
cations of the 1983 tax hike and corresponding price
increase. The analysis concluded that this tax increase
deterred 600,000 young people from smoking. After
reviewing the epidemiologic literature, Harris esti-
mated that an additional 54,000 young people and a
total of 100,000 people would survive to at least 65
years of age as a result of the tax increase.

Two recent studies directly examined the health
benefits of increases in cigarette excise taxes (Moore
1995; Evans and Ringel 1999). Using annual state-level
death rates from smoking-related diseases (including
heart disease, lung cancer, cardiovascular disease,
mouth and throat c?ncer, and asthir i), the stuay di-
rectly estimated, t. ough appropriate econometric
methods, the impact of higher taxes on health. The
resulting estimates implied that 10-percent increase
in cigarette excise taxes would save approximately
5,200 lives annually. Similarly, Evans and RingeL
(1999), using data from the 1989-1992 Natality Detail
files, concluded that higher cigarette taxes would sig-
nificantly improve birth outcomes.

The CSH (1994) analyzed the health benefits of
higher cigarette excise taxes by using relatively con-
servative estimates of the price elasticity of demand
and of deaths related to cigarette smoking. The study
estimated that, based on 1992 taxes and cigarette smok-
ing data, an increase of 75cei sperf ack in the feder; 1
cigarette excise would reduce premature deaths by
900,000. The study further estimated that a $2.00
increase would save an additional 1 million lives.

Similarly, Chaloupka (1998) provided estimates
of the effects of alternative cigarette tax and price in-
creases contained in various national tobacco settle-
ment proposals based on Chaloupk.. and Grossman's
(1996) econometric analysis of youth smoking. For
example, he estimated that a $1.50 ncrease in cigarette
taxes and prices, phased in over a relatively short pe-
riod of time and then adjusted for inflation, ould re-
duce overall cigarette consumption by approximately
30 percent, while cutting the prevalence of youth smok-
ing nearly in half. Given the CDC's recent estimate
that 16,620,878 youth in the 1995 cohort of 0- through
17-year-olds would eventually become smokers and
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that 32 percent of regular smokers eventually die from
asmoking-related di  se, Chaloupka (1998) estimated
that this tax would \ event approximatr *v 2.5 million
premature deaths in this cohort.

The substantial econometric lite iture clearly in-
dicates that increases in cigarette prices will reduce
both smoking prevalence and average cigarette con-
sumption. Because of the well-documented health
consequences of smoking, tax-indt ed increases in
cigarette prices would generate substantial improve-
ments in health. Thus, higher taxes on cigarettes and
other tobacco products appear appropriate from apub-
lic health perspective. In addition, at a gathering
convened by the CDC to evaluate the criteria for de-
fining an optimal ciga jtte tax, economists raised two
further reasons for higher cigarette taxes (Warner et
al. 1995). First, to the extent that adolescents and young
adults do not fully understand the addictive nature of
cigarette smoking, the aigument could be made that
higher cigarette taxes can reduce smoking by youth
before it is too late for them to lit easily. Second, to
the extent that youth behave more myopically than
adults (in particular, more than the adults that they
will later be), young people are more iikely to take on
a habit with long-term health consequences. Thus, by
discouraging smoking, the higher tax can help correct
youth's myopic behavior.

Although higher cigarette taxes are likely to pro-
duce substantial improvements in health, severalfac-
tors could mitigate the impact of these taxes. First, as
the limited research on ti e demand for smokeless to-
bacco products suggests (Ohsfeldt and Boyle 1994;
Ohsfeldt et al. 1997,1999), increases in cigarette taxes
not matched by similar increases in smokeless tobacco
taxes may induce people to substitute other tobacco
products with similar health consequences. For ex-
ample, the large increases in Canada's cigarette excise
taxes and the consequent increases in the differential
between cigarette taxes and taxes on roll-ycur-own
tobacco led to a sharp ris<’ in the use of the latter (De-
partment of Finance, Canada 1993). This substitution
could easily be avoided by increasing all tobacco taxes
simultaneously. Canaua's experience also raises the
issue of equalized taxes between nations, because
relatively large tobacco tax hikes resulted in a bordpr-
crossing black market in cigarettes and other tobacco
products as well as in other efforts to avoid taxes. Al-
ternati ely, as Evans and Farrelly (1998) found, the
higher taxes may lead smokers to change the kinds of
cigarettes they smoke (i.e., they may switch to higher-
tar and higher-nicotine <igarettes), thereby reducing
the health benefits of higher cigarette taxes. The re-
sults of the study by Evans and Farrelly suggest that



taxes based on the tar, nicotine, and carbon monoxide
content of cigarettes (first suggested by Harris 1980)
may be the most appropriate means to address the
public health consequences of smoking.

Of course, cigarettes and other tobacco products
are not the only goods that can be taxed on the basis of
these arguments. Heavy consumption of alcoholic
beverages, for example, also leads to health problems
unintentional injuries, property damage, and othei
consequences. Cook and Moore (1993) provide a de-
tailed discussion of the rationale for higher alcoholic
beverage excis:- taxes. Anumber ofstudies of the "op-
timal" tax on alcoholic beverages have concluc*  that
current taxes are well below the level that wou.  over
the social costs of alcohol abuse (Manning et al. 1989,
1991; Saffer and Chaloupka 1994).

Tobacco Taxation and Revenues

An alternative rationale for tobacco taxes is that
they are a relatively simple way to generate revenues.
Even some prominent proponents of the free market
philosophy have supported tobacco taxes to generate
revenues. "Sugar, rum, and tobacco,"” wrote Adam
Smith in his 1776economic treatise, An Inquiry Into the
Nature and Causes ofthe Wealth ofNations, "are commodi-
ties which are no where necessaries of life, which are
become objects of almost universal consumption, and
which are therefore extremely proper subjects of taxa-
tion™ (1976, Book V, p. 474).

As described earlier in this chapter (in "Ration-
ales for Tobacco Taxation"), various levels of govern-
ment have long used cigarette and other tobacco taxes
to raise revenues. Such policy is supported by eco-
nomic theory. An economically efficient way to raise
revenues while minimizing the welfare losses associ-
ated with the price distortions resulting from taxes is
to impose relatively higher taxes on goods with more
inelastic demand (one for which the percentage reduc-
tion in demand is smaller than the percentage increase
in price) (Ramsey 1927). As described earlier in this
chapter (in "Effect of Price on Demand for Tobacco
Products"), the numerous studies of cigarette demand
and the limited studies of the demand for other to-
bacco products have implied that overall demand, at
least in the short run, is inelastic. Thus, large increases
in tobacco taxes can generate substantial increases in
revenues, particularly in the short run.

Since 1960, the dollar amount of federal revenues
generated by tobacco taxes has increased significantly,
from $1.9 billion to nearly $5.9 billion in 1997. Over
this same period, state revenues from tobacco have also
increased significantly in nominal terms, from slightly
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less than $1 billion to more than $7.5 billion. As new
sources of tax revenues have been identified, however,
tobacco revenues have constituted a smaller propor-
tion of total revenues. Tobacco taxes accounted for
3.36 percent of all federal revenues in 1950, but they
were only 0.44 percent of revenues in 1989 (CBO 1990).
Similarly, total federal tobacco tax revenues as a share
of the gross national product fell from 0.55 percent in
1950 to 0.08 percent in 1989.

Merriman (1994) considered whether cigarette
excise taxes are set to maximize the revenues from
these taxes. More specifically, Merriman tested the idea
that elected officials, in an effort to maximize their own
utility, may increase taxes on some goods to the point
where revenues from these taxes begin to decline
(Buchanan and Lee 1982). Using published estimates
of cigarette demand (Becker et al. 1994), the study
found that cigarette* excise taxes in every state were
well below the revenue-maximizing level of these
taxes, at least as of 1985. Furthermore, these estimates
of the marginal revenue effects of higher taxes were
lower-bound estimates, because they held constant
other states' taxes (a consideration that allowed for
increases in the casual and organized smuggling of
cigarettes in response to a tax hike in a given state).
Coordinated state tax increases, as a result, would gen-
erate even higher revenues.

Grossmar (1993) considered this issue of maxi-
mizing the federal excise tax on i*garetles. Using pub-
lished estimates of cigarette demand (Chaloupka 1991;
Beckeretal. 1994), Grossman predicted that in the long
run, a real federal tax rate of $1.26 would maximize
federal tax revenues at $16 billion *nd would gener-
ate even larger immediate increases in revenues. Like-
wise, Becker and Grossman (1994) suggested that the
long-run revenue-maximizing value of the federal ciga-
rette excise tax is ">bcents per pack in 1994 dollars.
This tax would generate approximately $12 billion in
total revenues and would raise considerably more than
in the short run. These estimates were consistent with
the prediction that asustained real increase of 75 cents
in the federal tax on cigarettes would in the long run
lead to a net increase in cigarette tax revenues of just
over $16 billion (Gravelle and Zimmerman 1994).

Other studies, however, have predicted that
higher federal taxes would generate much greater rev-
enues (Harris 1994; Womach 1994a). For example,
Harris has predicted that raising the federal tax to $2.00
per pack would have generated nearly $20 billion in
additional revenues annually, on average, from 1995
through 1999, whereas Chaloupka (1998) estimates that
a $1.50 increase would, in the short run, raise $22.5
billion annually.

Economic Approaches 357



Surgeon General's Report

The differences among the predicted revenue ef-
fects of higher cigarette taxes may be attributed to dif-
ferent assumptions used to obtain these estimates as
well as to differences in the period for which the pre-
dictions are made. For example, two studies (Gross-
man 1993; Becker and Grossman 1994) have assumed
a linear demand function for cigarettes One of the
implications of this function is that the price elasticity
of demand rises as price rises. Thus, when the effects
of a large increase in the cigarette excise tax are pre-
dicted, cigarette demand is assumed to become more
responsive to price. Thisassumption implies that there
isan inverted U-shaped relationship between cigarette
taxes and revenues: increasing cigarette taxes from
relatively low levels will initially lead to increased rev-
enues; beyond some point, further increases in taxes
will lead to even larger reductions in demand, thereby
causing revenues to fall. The same basic argument is
implicit in the well-known Laffer curve, which relates
income tax rates to income tax revenues.

The assumption of a linear demand function for
cigarettes is in contrast to the assumption made by
some other analysts that the price elasticity of demand
is constant over the range of prices under consider-
ation. Because almost all of the studies described in
this section found that the demand for cigarettes is
inelastic, the assumption of a constant elasticity im-
plies that even very large increases in taxes will al-
ways generate large increases in revenues.

The differences in revenues predicted by these
two assumptions, although only minor when analy-
ses predict the impact of relatively small cigarette tax
increases, grow with the size of the tax increase. Be-
cause either assumption could be questioned, the rev-
enue effects of a tax increase will likely fall somewhere
between the predictions obtained from the two
(Grossman et al. 1993). The limited evidence from the
behavioral economics literature suggests, however,
that the effects of large increases in cigarette prices will
lead to larger reductions in cigarette demand than pre-
dicted by the assumption of a linear demand function
(Bickel et al. 1991).

A second key factor leading to the differences
discussed here is the distinction between the short-run
and long-run effects of the tax hikes. Economic theory
implies that the demand for most consumer goods will
be more responsive to price in the long run than in the
short *un. For cigarettes and other tobacco products,
additional factors increase the likelihood that the long-
run effects of an increase in price on cigarette demand
will exceed the short-run effects—that is, price elastic-
ity will increase ina manner similar to the increase for
other, nonaddictive goods and services. Increased

358 Chapter 6

cigarette taxes will thus lead to smaller increase; in
revenues in the long run than in the short run.

That adolescents and young adults are more re-
sponsive to prices than older adults are and the fact
that cigarette smoking is an addictive behavior are of
particular importance when predicting the short-run
and long-run revenue effects of higher cigarette taxes.
Age difference in price elasticity implies thafsustained
real tax increases will lead to greater reductions in
smoking prevalence and consumption as the number
of adolescents and young adults who have not yet
decided to smoke replaces the number of older adults
who already smoke. The assumption of addiction
implies that price has a cumulative effecton consump-
tion: the price increase immediately reduces current
consumption by discouraging young people from ex-
perimenting or continuing to experiment with smok-
ing, as well as by encouraging current smokers to
smoke less; future consumption is then reduced by the
continuously fewer current smokers who also continue
to smoke less in the face of a sustained real increase in
price. The cumulative effect of price on consumption
thus exceeds the immediate effect. Thissequence ulti-
mately leads to reduced revenues.

In summary, federal and most state excise taxes
on cigarettes are undoubtedly well below their revenue-
maximizing levels. Thus, relatively large increases in
these taxes would leau to substantial gains in revenues,
particularly in the short run. Moreover, because of the
relatively inelastic demand for cigarettes, increases in
cigarette taxes are an economically efficient means of
generating ubstantial revenues while imposing rel~ -
lively small welfare losses. But if there is little argu-
ment that large increases in cigarette taxes would
generate substantial increases in tax revenues in the
short run, there are some questions on the revenue-
maximizing values of these taxes and the long-run
stability of revenues generated by large increases in
cigarette taxes.

Fart of the difficulty in estimating the effects of
large taxes on cigarettes is that there is little experience
in the United States with relatively large increases. Simi-
larly, it is unlikely that the long-run effects of the more
recent large tax increases have been fully played out.
The short-term experience in Canada is of limited use
in addressing these issues. Cigarette taxes in Canada
increased more than 500 percent between 1982 and 1992,
which increased real cigarette prices by 170 percent, and
total smoking fell by 38 percent (Swear.or and Martial
1994). Because of the effects of other, contemporane-
ous activities to reduce tobacco use, the impact of the
large price increases on smoking were consistent with
the estimates from the studies of U.S. cigarette demand



described in this chapter. Moreover, total federal and
provincial revenues generated by Canadian cigarette
taxes were 240 percent higher in 1992 than in 1981 even
with the concomitant considerable black market in

Conclusions

1. The price of tobacco has an important influence
on the demand for tobacco products, particularly

among young people.

2. Substantial increases in the excise taxes on ciga-
rettes would have a considerable impact on the
prevalence of smoking and, in the long term, re-
duce the adverse health effects caused by tobacco.

Reducing Tobacco Use

cigarettes. Thisexperience suggests that large increases
in cigarette taxes in the United States would generate
sizable tax revenues for many years.

3. Policies that influence the supply of tobacco, par-
ticularly those that regulate international com-
merce, can have important effects on tobacco use.

4.  Although employment in the tobacco sector is
substantial, the imp>nance of tobacco to the 11S.
economy has been overstated. Judicious policies
can be joined to higher tobacco taxes and st: an-
ger prevention policies to ease economic diver-
sification in tobacco-producing areas.
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* Educational Materials
- New Citations The two main types of smokeless tobacco in the United States are chewing tobacco and

- Tobacco Control snuff.1,2 Chewirg tobacco comes in the form of loose leaf, plug, or twist.12 Snuff is finely
Program Guidelines &  ground tobacco that can be dry, moist, or in sachets (tea bag-like pouches).2 Although

Dat. . . . .
C:I:brities Against some forms of snuff can be used by sniffing or inhaling into the nose,2 most smokeless
Smoking tobacco users place the product in their cheek or between their gum and cheek.3 Users

then suck on the tobacco and spit out the tobacco juices, which is why smokeless tobacco
is iften referred to as spit or spitting tobacco.3 Smokeless tobacco is a significant health

risk and is not a safe substitute for smoking cigarettes.4
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e Smoking and Health
Database

pelated Links Health Effects

* Smokeless tobacco contains 28 cancer-causing agents (carcinogens).2 It is a known
cause Of human cancer,5 as it increases the risk of developing cancer of the oral
cavity.4,; Oral health problems strongly associated with smokeless tobacco use are
leukoplakia (a lesion of the soft tissue that consists of a white patch or plaque that

cannot be sc aped off) and recession of the gums.3
» Smokeless tobacco use can lead to nicotine addiction and dependence.4

¢ Adolescents who use smokeless tobacco are more likely to become cigarette

smokers

High-Risk Populations and Current Estim ates

« Smokeless tobacco use in the United States is higher among young white males;
American Indians/Alaska Natives; people living in southern and north central states;
and people who are env ioyed in blue collar occupations, service/laborer jobs, or

who are unemployed.5

Nationally, an estimated 3.5% of adults are current smokeless tobacco users.7
Smokeless tobacco use is much higher among men (6.7%) than women (0.5%).7

* In the United States, 9.3% of American Indian/Alaska Natives, 4.4% of whites,
1.8% of African Americans, 0.6% of Hispanics, and 0.2% of Asian-American adults

are current smokeless tobacco users.7
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* An estimated 6.7% of high school students are current smokeless tobacco users.8
Smokeless to is more common among males (11.0%) than female high school
students (2.2 f&stimates by race/ethnicity are 7.6% for ite, 4.7% for
Hispanic, and 3% for African American high school studentsB

An estimated 3.7% of middle school students are current smokeless tobacco users.9
Smokeless toba is more common among male (5.6%) than female (1.8%) middle
school studentsc.@stimates by race/ethnicity are 4.0% for white, 3.6% fmg\sian,
2.9% for African American, and 2.9% for Hispanic middle school students.

Other Information

« During 2001, the five largest tobacco manufactirers spent $236.7 million on
smokeless tobacco advertising and promotion.

e The two leading smokeless tobacco brands for users aged 12 years or older are
Skoal (29.5%) and Copenhagen (18.6%).10
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Smokeless Tobacco and Cancer:
Questions and Answers

Key Points

» Snuffis a finely ground or shredded tobacco that is either sniffed
through the nose or placed between the cheek and gum. Chewing
tobacco is used by putting a wad of tobacco inside the cheek (see

Question 1).
¢« Chewing tobacco and snuff contain 28 cancer-causing agents (see

Question 2).
* Smokeless tobacco users have an increased risk of developing

cancer of the oral cavity (see Question 3).
» Several national organizations <ffer information about the health
risks of smokeless tobacco and cow to quit (see Question 8).

1. What is smokeless tobacco?

There are two types of smokeless tobacco—snuff and chewing
tobacco. Snuff, a finely ground or shredded tobacco, is packaged —
dry, moist, or in sachets (tea bag-like pouches). Typically, the user
places a pinch or dip between the cheek and gum. Chewing tobacco is
available in loose leaf, plug (plug-firm and plug-moist), or twist
forms, with the user putting a wad of tobacco inside the cheek.
Smokeless tobacco is sometimes called “spit” or “spitting” tobacco
because people spit out the tobacco juices and saliva that build up in

the mouth.

2. What harmful chemicals are found in smokeless tobacco?

 Chewing tobacco and snuff contain 28 carcinogens (cancer-
causing agents). The most harmful carcinogens in smokeless
tobacco are the tobacco-specific nitrosamines (TSNAS). They
are formed during the growing, curing, fermenting, and aging of
tobacco. TSNAS have been detected in some smokeless tobacco
products at levels many times higher than levels of other types
of nitrosamines that are allowed in foods, such as bacon and

beer.
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e Other cancer-causing substances in smokeless tobacco include
N-nitrosamino acids, volatile /V-nitrosamines, benzo(a)pyrene,
volatile aldehydes, formaldehyde, acetaldehyde,
crotonaldehyde, hydrazine, arsenic, nickel, cadmium,
benzopyrene, and polonium-210.

» All tobacco, including smokeless tobacco, contains nicotine,
which is addictive. The amount of nicotine absorbed from
smokeless tobacco is 3 to 4 times the amount delivered by a
cigarette. Nicotine is absorbed more slowly from smokeless
tobacco than from cigarettes, but more nicotine per dose is
absorbed from smokeless tobacco than from cigarettes. Also,
the nicotine stays in the bloodstream for a longer time.

3. What cancers are ca’tsed by or associated with smokeless tobacco

use?

» Smokeless tobacco users increase their risk for cancer of the
oral cavity. Oral cancer can include cancer of the lip, tongue,
cheeks, gums, and the floor and roof of the mouth.

» People who use oral snuff for a long time have a much greater

risk for cancer of the cheek and gum than people who do not use

smokeless tobacco.

e The possible increased risk for other types of cancer from
smokeless tobacco is being studied.

4. What are some of the other ways smokeless tobacco can harm

users' health?

Some of the other effects of smokeless *obacco use include addiction
to nicotine, oral leukoplakia (white mouth lesions that can become
cancerous), gum disease, and gum recession (when the gum pulls
away from the teeth). Possible increased risks for heart disease,
diabeies, and reproductive problems are being studied.

Is smokeless tobacco a good substitute for cigarettes?

In 1986, the Surgeon General concluded that the use of smokeless
tobacco “is not a safe substitute for smoking cigarettes. It can cause
cancer and a number of noncancerous conditions and can lead to
nicotine addiction and dependence.” Since 1991, NCI has officially
recommended that the public avoid and discontinue the use of all
tobacco products, including smokeless tobacco. NCI also recognizes
that nitrosamines, found in tobacco products, are not safe at any level.
The accumulated scientific evidence does not support changing fhis

position.

6. What about using smokeless tobacco to quit cigarettes?

http://cis.nci.nih.gov/fact/10_15.htm
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7.

Because all tobacco use causes disease and addiction, NCI
recommends that tobacco use be avoided and discontinued. Several
non-tobacco methods have been shown to be effective for quitting
cigarettes. These methods include pharmacotherapies such as nicotine
replacement therapy and bupropion SR, individual and group
counseling, and telephone quitlines.

Who uses smokeless tobacco?

In the United States, the 2000 National Household Survey on Drug
Abuse, which was conducted by the Substance Abuse and Mental
Health Services Administration, reported the following statistics:

e An estimated 7.6 million Americans age 12 and older (3.4
percent) had used smokeless tobacco in the past month.

* Smokeless tobacco use was most common among young adults
ages 18 to 25.

¢ Men were 10 times more likely than women to report using
smokeless tobacco (6.5 percent of men age 12 and older
compared with 0.5 percent of women).

People in many other countries and regions, including India, parts of
Africa, and some Central Asian countries, have a long history of using

smokeless tobacco products.
Where can people find Itelp to quit using smokeless tobacco?

Several national organizations provide information about the health
risks of smokeless tobacco and how to quit:

The National Institute cf Dental and Craniofacial Research's
National Oral Health Information Clearinghouse offers
educational booklets that discuss spit tobacco use in a colorful and
graphic format. These booklets are designed specifically for young
men who have decided to quit or are thinking about it.

Organization: .National Oral Health Information
Clearinghouse
National Institute of Dental and Craniofacial

Research

Address: One NOHIC Way
Bethesda, MD 20892-3500

Te'ephone: 301-402-7364
E- nail nohic@ nidcr.nih.gov
W ebsite: http://www.nohic.nidcr.nih.gov/

The Centers for Disease Control and Prevention's Office on
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Smoking and Health distributes a brochure for teens who are trying
to quit cigarettes or smokeless tobacco. The Office also maintains a
database of .moking and health-related materials.

Organization: The Office on Smoking and health
Centers for Disease Control and Prevention

Address: Mail Stop K-50
4770 Buford Highway, NE.
Atlanta, GA 30341-3724

Telephone:  1-800-232-1311 (1-800-CDC-1311)
E-mail: tobaccoinfu@ cdc.gov
Web site: http://www.cdc.gov/tobacco/how2quit.htm

The mission of the National Spit Tobacco Education Program
,NSTEP) is to prevent people, especially young people, from starting
to use tobacco, and to help users to quit. NSTEP offers information
and materials on spit tobacco use, prevention, and cessation.

Organization: National Spit Tobacco Education Program
Oral Health America

Address: Suite 352
410 North Michigan Avenue

Chicago, IL 60611
Telephone: 312-836-9900
Web Site: http://www.nstep.org

The American Cancer Socie'y publishes a series of pamphlets with
helpful tips and techniques for smokeless tobacco users who want to
quit.

Organization: American Cancer Society

Address: 1599 Clifton Road, NE.
Atlanta, GA 30329

Telephone: 1-800-227-2345 (1-800-ACS-2345)
Web site: http://www.cancer.org

The American Academy of Family Physicians has a fact sheet with
information on how to quit using smokeless tobacco. The fact sheet is
available at http://familydoctor.org/handouts/177.html on the Internet.

Organization: American Academy of Family Physicians

Address: 11400 Tomahawk Creek Parkway
Leawood, KS 66211-2672
E-mail: email@familydoctor.org
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Web site:

A number of other organizations provide information about where to
find help to stop using smokeless tobacco. State and local health
agencies often have information about community tobacco cessation
programs. The local or county government section in the phone book
(blue pages) has phone numbers for health agencies. Information to
help smokers who want to quit is also available through community
hospitals, the yellow pages (under “drug abuse and addiction™), public
libraries, health maintenance organizations, health fairs, and

community helplines.
9. What other resources are available?

A person's dentist or doctor can be a good source of information about
the health risks of smokeless tobacco and about quitting. Friends,
family members, teachers, and coaches can help a person quit
smokeless tobacco use by giving them support and encouragement.

i
National Cancer Institute (NC!) Resources

Cancer Information Service (toll-free)
Telephone: 1-800-4-CANCER (1-800-422-6237)

TTY: 1-800-332-8615

Online
NCI's Web site: http://www.cancer.gov

LiveHelp. NCI's live online assistance:
https://cissccure.nci.nih.gov/livehelp/welcome.asp
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