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non-Natives. AARP recommends special targeted cessation efforts in our Native 
community, particularly fo r Native youth.

We are aware that, if the tax partnered with cessation programming is 
successful, this will be a diminishing revenue stream. Unfortunately tobacco tax 
increases will not provide a "magic pill" to make the fiscal gap disappear. AARP 
still encourages you and your colleagues to aggressively pursue a 
comprehensive solution to our fiscal problems.

SB 368 does provide a part o f the solution to our fiscal problems. Even more 
importantly, it provides a significant solution to at least part of Alaska citizens’ 
health problems.

AARP recommends an "AYE" vote on SB 368.

Should you have any questions about our position, please feel free to contact 
Marie Darlin (907.586.3637), Coordinator of the AARP Capital City Task Force; 
Patrick Luby (907.762.3314), AARP Legislative Representative; or me 
(907.245.5259).

Thank you for your consideration.
i

Sincerely,

Marguerite Stetson 
AARP Alaska
State Coordinator fo r Advocacy 
3009 Northwood Street 
Anchorage, AK 99517-1871 
907.245.5259 voice 
907.245.5279 fax 
ffmas@aurora.uaf.edu

CC: Vice-Chair Con Bunde 
Senator Fred Dyson 
Senator Ben Stevens 
Senator Lyman Hoffman 
Senator Donny Olson 
Governor FranK Murkowski 
Marie Darlin 
Patrick Luby

mailto:ffmas@aurora.uaf.edu
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Smoking among Alaskan high school students has been cut in half since 1995, according to results o f 
the 2003 Youth Risk Behavior Survey (YRBS).

Only 19 percent of the state’s high school students say they have smoked at least one cigarette in the 
past month, down from 37 percent in 1995 (Figure 1). Frequent smoking, in which students report 
using cigarettes on at least 20 days in the previous month, fell from 21 percent in 1995 to just 3 
percent. Just 56 percent of high school youth say they have even taken a single puff on a cigarette, 
down from 72 percent in 1995.

 1995 2003

Took a Puff 72% 56%
Current Smoker 37% 19%
Frequent Smoker 21% 8%

The YRBS, conducted jointly in Alaska by the Department of Health and Social Sen/ices and the 
Department of Education and Early Development, was administered to 1,500 Alaskan high school 
students who were randomly chosen from nearly every school district in the state. The 2003 YRBS is 
the first statistically valid statewide health survey of Alaskan youth since 1995.

While smoking rates have declined overall, the YRBS shows that smoking among Alaska Native 
youth far exceeds that seen in all other races. Approximately 49 percent of Alaska Native females 
and 40 percent of Alaska Native males say they have smoked at least once during the previoi 
month (Figure 2). About one in *ive Alaska Native students of both sexes report smoking at least 20 
days per month.

Figure 1. Percentage o f High School Youth 
Who Ever Took a Puff or Are Current or Frequent Smokers 

By Year, Alaska YRBS, 2003
- • - T o o k  a Puff -* - C u r ro n t  S m o k e r  - * - F r e q u e n t  S m o k e r

‘T o ok  a  P u T ’ “  look at leas ' a pufT o f  a  cigarette in lifetim e; "Current Smoker" «  smoked on 
nt least I out o f  the last 30 days; "Frequent Smoker” “  sm oked on at least 20 out o f  the last 30 days
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Figure 2. Percentage o f  High School Y outh 

Who Are Current Smokers, By Sex and Race 
Alaska YRBS (2003),’ US YRBS (2001)
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Smoking among Alaska Native youth surpasses that of non-native youth at every grade level 
(Figure 3). While the likelihood o f sm o Jn g  increases among non-native youths as they progress 
through high school, it is already near maximum levels by the 9 ^  grade among Alaska Natives.

9th 10th 11th 12th

Native 42% 50% 42% 42%
Non-Native 7% 12% 13% 20%

Figure 3. Percentage o f High School Youth 
Who Are Current Smokers By Race and Grade 

Alaska YRBS, 2003
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The YRBS also shows that about 11 percent o f Alaskan youth have used smokeless tobacco in the 
previous month. Smokeless tobacco use is especially high among Alaska Natives, where rates among 
boys are double the national average and rates among girls are nine times higher than the national 
norm (Figure 4).

i. I

Alaska Other
________ Native White Race

Male 32% 11% 12%
Female 18% 3% 2%

US YRBS, 2001 (all races) 
males = 15%, females = 2%

Figure 4. Percentage o f High School Youth 
Who Use Smokeless Tobacco, By Sex and Race 

Alaska YRBS (2003), US YRBS (2001)

A l a s k a  W h i t e  O t h e r  U S - A l l

N a t i v e  R a c e s

R a c e

“ U s e  S m o k e l e s s  T o b a c c o "  •  u s e d  a n y  s m o k e l e s s  t o b a c c o  p r o d u c t  o n  a t  l e a s t  1 o f  t h e  l a s t  3 0  d a y s

The YRBS confirms that youth exposure to environmental tobacco smoke in Alaska remains high, 
despite increased restrictions on smoking in public places. Nearly 50 percent of Alaskan youth who 
do not smoke say they have been exposed in the past week to secondhand smoke inside o f buildings 
or cars (figure 5). More than 95 percent of youth say they believe that secondhand smoke is harmful. 
This view was even expressed by 89 percent of those who smoke.

Non- 
Smokers Smokers

Secondhand Smoke in Car 24% 59%
Secondhand Smoke Indoors 43% 70%
Secondhand Smoke Either Place 47% 78%
Believe Secondhand Smoke

is Harmful 98% 89%

' Figure 5. Percentage of High School Smokers and 
Non-Smokers Exposed to Secondhand Smoke in Past Week 

Alaska YRBS, 2003
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Other findings from the 2003 YRBS bring to light important social and behavioral risk factors 
associated with youth smoking:

• Students who report that their parents never talk to them about school are almost twice as likely 
to smoke as students whose parents do talk with them about school (32 percent vs. 18 percent).

• Students who get mostly C’s or worse in school are four times as likely to smoke as those who 
get mostly A ’s (32 percent vs. 8 percent).

• Students who do not participate in after-school activities are almost twice as likely to smoke as 
students who participate in one or more such activities per week (26 percent vs. 14 percent).

• Students older than 16 years of age who smoke are twice as likely to have used alcohol in the 
past month, and are four times as likely to have used marijuana during that time, compared to 
those who do not smoke (70 percent vs. 36 percent, and 62 percent vs. 16 percent, respectively.)

• Students older than 16 years of age who smoke are three times as likely to have ever used 
inhalants, and four times as likely to have ever tried cocaine, heroin, methamphetamine or 
ecstasy, compared to those who do not smoke (24 percent vs. 8 percent, and 43 percent vs. 11 
percent, respectively.)

• Students older than 16 years o f age who smoke are almost twice as likely to have had sex in the 
previous three months, compared to those who do not smoke (55 percent vs. 29 percent).

• Students who smoke are twice as likely to have been in a physical fight in the past year, and four 
times as likely to have been driving while intoxicated during the past 30 days, compared to those 
who do not smoke (46 percent vs. 22 percent, and 28 percent vs. 7 percent, respectively).

The steep drop in youth smoking was achieved after Alaska invested heavily in a comprehensive 
tobacco prevention and control program. This program thrives on the strong partnership between 
state government and the Alaska Tobacco Control Alliance, whose members include the Alaska 
Native Health Board, the American Cancer Society, the American Heart Association, and the 
American Lung Association o f Alaska.

Components o f the state tobacco program include:

• An aggressive anti-tobacco media campaign aimed especially at curbing tobacco use by youth.
• A statewide excise tax designed to put tobacco products out of the reach of kids by boosting the 

price of cigarettes by $1 per pack.
• Community-based advocacy programs that discourage the initiation of tobacco use by youth and 

promote the enactment of local ordinances that reduce environmental tobacco smoke exposure.
• Renewed efforts to reduce illegal sales of tobacco to youth through improved vendor training 

and increased enforcement actions across Alaska.

Last year, undercover sting operations found that more than 30 percent of Alaskan tobacco outlets 
were unlawfully selling cigarettes and other tobacco products to minors. During 2003, illegal sales to 
youth fell to 10 percent (Figure 6). Clean indoor air ordinances are now in force in Anchorage,
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Juneau, Bethel, Barrow, Dillingham, Kenai and Soldotna. Many other smaller communities have 
adopted informal non-smoking policies.

Percent of Tobacco Vendors

1996 34%
1997 29%
1998 24%
1999 34%
2000 36%
2001 27%
2002 30%
2003 10%

Figure 6. I l legal Tobacco Sales to You t h 
and Age o f Conf ident i a l In fo rman ts 

Alaska 1 996-2003

E3 S a le s to Y o u t h
□  1 5-1 7 y ea r-o ld  C Is 
■  10 yea r-o ld  C Is

A ge o l C o n l i d e n  
I n f o r ma n t s :

19 9 8
a

19 9 9

a
2 0 0 0 

a
200 1 

□
2002 2 0 0 3

a

Tobacco-attributable disease in Alaska accounts for approximately 600 deaths per year, more than 
five times as many deaths as those caused by motor vehicle crashes, and nearly 100 times as many 
deaths as those caused by AIDS. Of the death toll due to tobacco, 120 lives are lost each year 
because of secondhand smoke. Beyond this, tobacco use accounts for more than $260 million in 
direct and indirect medical costs in Alaska each year.

The persistently high levels o f smoking among Alaska Native youth do not bode well for reducing 
racial disparities in the burden of chronic disease in Alaska. Lung cancer mortality among Alaska 
Natives, once rare, now exceeds that of non-natives (Figures 7 and 8). The high levels of smokeless 
tobacco use among Alaska Native youth are also worrisome, as continued use into adulthood w ill 
increase the likelihood of developing oral cancers, periodontal disease and other disorders.

Reductions in youth smoking are critical in decreasing the long-term burden of heart disease, stroke, 
cancer and other chronic diseases in Alaska. Approximately three-quarters o f smokers initiate 
tobacco use as adolescents. 1 Young people who are refusing to use tobacco today are unlikely to 
start smoking later in life.

Investments in tobacco prevention and control programs have a strong effect on reducing tobacco 
use, as long as programs can continue to dedicate significant and sustained resources to prevention 
activities.^ Alaska currently spends approximately $5.2 million per year on tobacco prevention and 
control, including $3.1 million provided by the 1998 Master Settlement Agreement between states 
and the tobacco industry. This total falls short of the $8.1 million minimum budget recommended by 
the federal Centers for Disease Control and Prevention for Alaska, and is well below the CDC’s 
recommended spending level of $16.5 million.
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Male Female

Native 91.0 37.2
Non-Native 56.1 ' 39.9

Data Source: Alaska Cancer Registry

Figure 7. Lung Cancer M ortality Rates (per 100,000) 
by Race and Sex 

Alaska 1996-1999
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Figure 8. Cancer of Lung/Bronchus 
Average Annual Age-Adjusted Cancer Incidence Rates 

Alaska Natives 1969-1998 and US 1974-1997
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(This figure provided by tlie Alaska Native Tribal Health Consortium Alaska Native Tumor Registry.)
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9:00 a.m.

Testimony o f Johanna Bales, Revenue A uditor

Thank you Mr. Chairman. My name is Johanna Bales. I am em ployed by the Alaska 
Department o f  Revenue as a Revenue Auditor in the Tax Division. I am the program manager o f 
the Tax D ivision’s cigarette and tobacco products excise tax program. I am pleased to testify on 
behalf o f  the adm inistration in support o f SB 368, the bill before you.

For a period o f time, A laska’s current excise tax rate on cigarettes and other tobacco products 
(OTP) was the highest in the nation. After a flurry o f legislative activity in other states, A laska’s 
excise tax rate on cigarettes is now tlie 12lh highest and the excise tax rate on OTP is the 3rd 
highest. Currently, the highest excise tax rate on cigarettes is N ew  Jersey’s rate o f $2.05 per 
nack o f 20. However, effective July 1,2004, Rhode Island’s tax rate is scheduled to increase to 
$2.45 per pack o f  20. The highest excise tax rate on OTP is W ashington’s rate o f 129% o f  the 
wholesale price. A t the current excise tax rale, A laska’s fiscal year revenues from cigarette and 
tobacco products are approxim ately $40 million and $6.5 million, respectively.

Although Alaska receives nearly $47 million in cigarette and tobacco products tax revenues, this 
amount doesn’t even begin to cover the economic and social costs associated with smoking- 
related illnesses. The Centers for Disease Control (CDC) estimates that smoking-attributable 
direct medical expenditures in Alaska in 1998 were $132 million. M ore recent data indicates 
that these numbers are on the rise. Therefore, smoking-related costs in A laska are believed to be 
significantly higher than $132 million each year.

I f  A laska’s cigarette excise tax was doubled to $2.00 per pack o f  20 cigarettes ($.10 per 
cigarette) and the OTP tax was increased to 100% of the wholesale cost, A laska would rank 
number 3 and num ber 2 in total taxes charged on cigarettes and OTP, respectively as compared 
to the other states. I f  the cigarette and tobacco products excise taxes were increased as proposed 
in the attached bill, A laska can expect to see an increase in cigarette and OTP excise taxes o f $33 
to $38 million each year. Estimated total cigarette and tobacco tax revenues would then be 
between $80 and $84 m illion each year. Even at these levels, cigarette and tobacco tax revenues 
would not cover smoking-related costs in Alaska. However, this tax increase proposal is a step 
in the right direction in offsetting some o f these costs. Furthermore, discouraging smoking

DEPARTMENT OF REVENUE

Tax Division

SB 368

http://www.tax.state.ak.us


through a tax increase will improve the economic health o f  our society as a whole which, in turn, 
will decrease smoking-related costs in Alaska in the future.

Although we estimate cigarette and tobacco products revenues would increase between $33 and 
$38 million each year, we can expect revenues to be much smaller unless we institute an 
aggressive investigation and enforcem ent program. Although we believe the provision for 
cigarette tax stamps, which took effect January 1, 2004, will be an effective tool in enforcement 
o f the cigarette excise tax, its success depends upon aggressive enforcement. Even at $1.00 per 
pack, the incentive for smuggling and tax evasion is great. At $2.00 per pack, it would be much 
more attractive. Therefore, in addition to increasing the tax rate, this bill would allow the 
Departments o f  Revenue and Public Safety to seize and dispose o f  equipment, vehicles, monies 
and other assets used in cigarette smuggling and tax evasion activities. We believe these types o f  
seizures will make cigarette smuggling and tax evasion less attractive and protect State revenues.

This bill will also institute a floor stock tax on all existing cigarette inventories held in the state 
for sale. This portion o f  the bill will require all cigarette distributors and retailers to take an 
inventory o f their cigarettes on the effective date o f the statute and pay the difference between 
the old tax rate and the new tax rate to the Department o f Revenue within 30 days. When the tax 
rate on cigarettes increased in 1997, a significant number o f  retailers stockpiled large amounts of 
cigarettes prior to the tax rate increase. We estimate that over 200 million cigarettes were 
stockpiled resulting in lost revenues to the state o f  approximately 7 m illion dollars. (See the 
attached chart that illustrates cigarette stockpiling that took place in 1997.) On October 1,1997, 
the effective date o f  the increase, instead o f passing the tax savings on to the consumer, most o f 
the retailers increased their prices to reflect the increased tax rate, a tax they never paid to the 
State. They then blamed their price increase on the tax rate increase. The Department o f 
Revenue received many com plaints from consumers who realized that these retailers were, in 
essence, pocketing state revenues. M ost other states and the federal government institute a floor 
stock tax on the date o f a tax rate increase which is paid by all entities engaged in the sale o f 
cigarettes. This provision will not prohibit individuals from stockpiling cigarettes for personal 
consumption.

In addition to the tax stamp provisions, the bill would also make several changes to improve the 
cigarette licensing statutes.

The Department o f  Revenue urges your support o f  this important bill. It will enhance 
compliance with the state’s revenue laws while providing an important public health benefit.

I would be happy to answer any questions the committee might have. Thank you.
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C h i c a g o  c i g a r e t t e  t a x  s e c o n d  h i g h e s t

Tax hike aimed at helping smokers quit

Story
Tools

CH ICAGO , I l l ino is (AP) — An 82-ccnt-a-pack county tax increase on c igarettes went into effect Thu rsday , 
br ing ing the per-pack cost to about S6 — the second highest in the nation.

New York state last year increased its cigarette tax to $1.50 per pack, and N ew York City imposed 
another $1.50 tax, bringing the cost there to more than $7.

County and health officials hope the increase, approved by the Cook County Board in February, will 
encourage people to stop -- and prevent children from starting.

The hike will also help the county: Tlie com bination o f federal, county and city taxes will add $2.53 
to tlie cost o f  a pack. The county's portion is $ 1.

"I'm convinced that we will save many thousands o f  kids and adults from smoking," said Cook 
County Commissioner Robert Maldonado.

He says lie'll consider another hike later this year.

Tobacco giant Philip Morris USA Inc. warned o f  "unintended consequences."

"Over the past two years, as a record number o f  states have sought lo address budget issues by using 
increases in excise taxes, there’s been an increase o f  illegal or contraband activity in cigarette sales," 
spokeswoman Jamie Drogin said.

Copyright 2004 The Associated Press. All rights reservcd.Th is m ateria l may no t be published, broadcast, rew ritten , 
or red is tribu ted .

T c > J \ c U c l  o fT*
littp://cnn.usnews.prinUhis.clickability.com/pt/cpt?action=cpt&tille=CNN.com+-+Chicaao+... 4/2/2004
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SENATE BILL NO. 368 

"AN ACT RELATING TO TOBACCO TAX; LICENSING; PENALTIES"

Section 1:

Section 2.

Section 3.

Section 4.

Section 5.

Section 6.

SECTIONAL ANALYSIS 

OFFICE OF THE ATTORNEY GENERAL

I n c r e a s e s  t h e  c i g a r e t t e  l i c e n s e  f e e  f o r  
d i r e c t - b u y i n g  r e t a i l e r s  f r o m  $25 t o  $50. 
T h i s  i n c r e a s e  m a k e s  t h e  l i c e n s e  f e e  t h e  s a m e  
f o r  d i s t r i b u t o r s  a n d  d i r e c t - b u y i n g  r e t a i l e r s  
w h o  a r e  e n g a g e d  i n  s u b s t a n t i a l l y  s i m i l a r  
a c t i v i t i e s .

T h i s  s e c t i o n  i s  a  t e c h n i c a l  c o r r e c t i o n  t o  
t h e  w h o l e s a l e r - d i s t r i b u t o r  c i g a r e t t e  l i c e n s e  
t y p e .  T h i s  c o r r e c t i o n  e n s u r e s  t h a t  i n - s t a t e  
i n d i v i d u a l s  a n d  r e t a i l e r s  a r e  n o t  d o u b l e  
t a x e d  o n  p r o d u c t  t h a t  i s  s o l d  t o  t h e m  b y  a n  
e n t i t y  h o l d i n g  a  w h o l e s a l e r - d i s t r i b u t o r
l i c e n s e .

T h i s  s e c t i o n  r e q u i r e s  u n l i c e n s e d  e n t i t i e s  
t h a t  b r i n g  c i g a r e t t e s  i n t o  t h e  s t a t e  u p o n  
w h i c h  a  t a x  s t a m p  i s  n o t  a f f i x e d  t o  p a y  t h e  
c i g a r e t t e  e x c i s e  t a x  a n d  r e m i t  i t  t o  t h e  
d e p a r t m e n t  e a c h  m o n t h .

T h i s  s e c t i o n  i s  a  t e c h n i c a l  c o r r e c t i o n  t o  
t h e  d e f i n i t i o n  o f  a  " b u y e r "  t h a t  e n s u r e s  
t h a t  a n  i n d i v i d u a l  b r i n g i n g  c i g a r e t t e s  i n t o  
t h e  s t a t e  t h a t  w e r e  p u r c h a s e d  f r o m  a
l i c e n s e d  w h o l e s a l e r - d i s t r i b u t o r  a r e  n o t  
a g a i n  s u b j e c t  t o  t a x .

T h i s  s e c t i o n  i s  a  t e c h n i c a l  c o r r e c t i o n  t o  
t h e  d e f i n i t i o n  o f  " d i r e c t - b u y i n g  r e t a i l e r "  
t h a t  e n s u r e s  t h a t  a  r e t a i l e r  b r i n g i n g
c i g a r e t t e s  i n t o  t h e  s t a t e  t h a t  w e r e
p u r c h a s e d  f r o m  a  l i c e n s e d  w h o l e s a l e r -
d i s t r i b u t o r  a r e  n o t  a g a i n  s u b j e c t  t o  t a x .

T h i s  s e c t i o n  i s  a  t e c h n i c a l  c o r r e c t i o n  t o  
t h e  d e f i n i t i o n  o f  " d i s t r i b u t o r "  t h a t  e n s u r e s  
t h a t  a  d i s t r i b u t o r  b r i n g i n g  c i g a r e t t e s  i n t o  
t h e  s t a t e  t h a t  w e r e  p u r c h a s e d  f r o m  a
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l i c e n s e d  w h o l e s a l e r - d i s t r i b u t o r  a r e  n o t  
a g a i n  s u b j e c t  t o  t a x .

7 .  T h i s  s e c t i o n  i s  a  t e c h n i c a l  c o r r e c t i o n  t o
t h e  d e f i n i t i o n  o f  " w h o l e s a l e r - d i s t r i b u t o r "  
t h a t  e n s u r e s  t h a t  e n t i t i e s  o u t s i d e  t h e  s t a t e  
w h o  m a k e  s a l e s  o f  c i g a r e t t e s  i n t o  t h e  s t a t e  
a r e  p r o p e r l y  l i c e n s e d .

8 . T h i s  s e c t i o n  i n c r e a s e s  t h e  t a .  o n  c i g a r e t t e s
b y  50 m i l l s  o r  $1 .00 p e r  p a c k  o f  20 .

9 . T h i s  s e c t i o n  i n c r e a s e s  t h e  t a x  o n  o t h e r
t o b a c c o  p r o d u c t s  f r o m  75% t o  100% o f  t h e  
w h o l e s a l e  c o s t .

10 . T h i s  s e c t i o n  a l l o w s  l i c e n s e e s  t o  a p p l y  f o r  a
c r e d i t  f o r  c i g a r e t t e  t a x  s t a m p s  t h a t  w e r e  
l o s t  o r  d a m a g e d  i n  t r a n s i t .

11 . T h i s  s e c t i o n  a l l o w s  i n - s t a t e  c i g a r e t t e
l i c e n s e e s  t o  m a i n t a i n  u n s t a m p e d  c i g a r e t t e  
i n v e n t o r i e s  i f  t h e  l i c e n s e e  i s  i n  t h e  
b u s i n e s s  o f  m a k i n g  c i g a r e t t e  s a l e s  t o  
c u s t o m e r s  o u t s i d e  t h e  s t a t e  a n d  t h e  l i c e n s e e  
i s  p r o p e r l y  l i c e n s e d  i n  t h e  o t h e r  s t a t e s  
w h e r e  i t  m a k e s  s a l e s .

12 . T h i s  s e c t i o n  a l l o w s  i n - s t a t e  c i g a r e t t e
l i c e n s e e s  t o  c l a i m  a  c r e d i t  f o r  c i g a r e t t e  
t a x  s t a m p s  a f f i x e d  t o  p a c k a g e s  o f  c i g a r e t t e s  
t h a t  a r e  s o l d  o u t s i d e  t h e  s t a t e  p r o v i d e d  t h e  
l i c e n s e e  i s  p r o p e r l y  l i c e n s e d  i n  t h e  o t h e r  
s t a t e s  w h e r e  i t  m a k e s  s a l e s  a n d  t h e  l i c e n s e e  
p r o v i d e s  p r o o f  a c c e p t a b l e  t o  t h e  d e p a r t m e n t  
t h a t  t h e  s t a m p e d  c i g a r e t t e s  w e r e  n o t  
c o n s u m e d  i n  A l a s k a .

13 . T h i s  s e c t i o n  p r o v i d e s  t h a t  u n s t a m p e d
c i g a r e t t e s  t h a t  a r e  s e i z e d  a r e  f o r f e i t e d  t o  
t h e  s t a t e  a n d  s h a l l  b e  d e s t r o y e d  b y  t h e  
s t a t e .

14 . T h i s  s e c t i o n  a l l o w s  t h e  s e i z u r e  o f  a s s e t s  
u s e d  i n  t h e  s a l e  o r  t r a n s p o r t  o f  c i g a r e t t e s  
t h a t  a r e  s o l d  i n  t h e  s t a t e  i n  v i o l a t i o n  o f  
t h e  c i g a r e t t e  t a x  a c t .  T h i s  s e c t i o n  f u r t h e r
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o u t l i n e s  t h e  t y p e s  o f  a s s e t s  t h a t  m a y  b e  
s e i z e d ,  p r o c e d u r e s  f o r  s e i z i n g  a s s e t s ,  a n d  
p r o c e d u r e s  f o r  t h e  d i s p o s i t i o n  o f  a s s e t s  
s e i z e d .

S e c t i o n  15 T h i s  s e c t i o n  r e q u i r e s  t h a t  a  f l o o r  s t o c k  t a x  
b e  p a i d  b y  a l l  p e r s o n s  i n  c o n t r o l  o r  
p o s s e s s i o n  o f  c i g a r e t t e s  f o r  r e s a l e  a t  t h e  
e f f e c t i v e  d a t e  o f  t h i s  b i l l .  A  f l o o r  s t o c k  
t a x  i s  t h e  d i f f e r e n c e  b e t w e e n  t h e  t a x  p a i d  
a t  t h e  o l d  a n d  n e w  t a x  r a t e s .  T h e  f l o o r  
s t o c k  t a x  w i l l  a p p l y  t o  c i g a r e t t e s  o n l y .  
T h e  f l o o r  s t o c k  t a x  i s  d u e  n o  l a t e r  t h a n  30 
d a y s  a f t e r  t h e  e f f e c t i v e  d a t e  o f  t h i s  b i l l .

Section 16 T h i s  s e c t i o n  i s  a  t e c h n i c a l  c o r r e c t i o n  t o  
t h e  h e a d i n g  o f  AS  4 3 .5 0 .6 1 0 .

Section 17 T h e  s e c t i o n  d e f i n e s  t h e  e f f e c t i v e  d a t e  o f  
t h i s  l e g i s l a t i o n  a s  J u l y  1 , 2004.
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CAMPAIGN &TD&A<tD-fREE Kieif
STATE CIGARETTE TAX INCREASES & STATE TOBACCO SETTLEMENT REVENUES

An in c re a se  to a sta te 's c igare tte tax will h a ve  no direct or sign if ican t e ffec t on the annua l 
amoun ts the  s ta te  is rece iv ing in tobacco-sett lement paymen ts .

No State Tax Offset Provision in the Settlement Agreements. There is nothing in the 
a g re em en ts  that re d u ce s  sta te  se tt lement payments b e c a u se  of s ta te  c igare tte  tax increases."

State Cigarette Tax Increase's and the Volume Adjustment. The s ta te  tobacco  se t t lem en ts  
inc lude a vo lum e  ad ju s tm en t that re d u ce s  the c igarette compan ie s ' p aym en ts  to the s ta te s  
w hene ve r  the four major compan ies ' nationwide c igarette s a le s  dec l ine  be low  pre-settlement 
le ve ls . Wh ile  a sta te 's c igarette tax in c rea se  can substan t ia l ly  re du ce  smok ing  within its 
borde rs , its e ffec t on nationwide c igarette s a le s  -- and on the vo lum e  ad ju s tm en t -- is much 
w eake r . E ven  California and New York, the two b igges t s ta te s , accoun t, re spec t ive ly , for only 
5.9 and 4.2 percent of total U.S. c igarette s a le s .  Sma lle r s t a te s  accoun t for much le s s ,  su ch  a s  
Idaho (0.4%), Iowa (1.2%) and North Dakota (0.2%). E ven  the lowest-tax tobacco  s ta te s  (which 
typ ica l ly h a ve  high smok ing ra tes and som e t im e s se r v e s  a s  so u r c e s  for in ters ta te c igare tte  
sm ugg ling) accoun t for qu ite sma ll portions of total U.S. pack s a le s  -  e .g . , North Caro lina 
(3.8%), Ken tucky (2.7%), and Virginia (3.2%). Even if one of the ve ry  b igge s t  s ta te s  in c rea sed  
its c igare tte  tax enough  to reduce  smoking in that s ta te  by 25 percen t (which wou ld  requ ire a tax 
in c re a se  of more than $2.00 per pack), that wou ld reduce  nationw ide c igare tte  s a le s  and each  
sta te 's  fu tu re se t t lem en t re venue s  by on ly abou t one percent or so .1 Som e of the sm a l le s t  
s ta te s  cou ld ac tua l ly  e lim inate all smok ing within their borders w ithout hav ing any significant 
effect on the vo lum e  ad jus tmen t.

State Cigarette Tax Increases Produce Significant State Benefits. S ta te  c igare tte  tax 
in c re a se s  a lw a y s  in c rea se  sta te exc ise  tax revenues , reduce  smok ing  (espec ia l ly  among k ids 
and low-income famil ies), and reduce  the state 's smok ing-caused hea lthca re  c o s t s .1 That 
m e an s  the b ig w inners will be the s ta te s  that reduce their smok ing ra tes more sharp ly  than the 
overa l l nationa l dec line: they will ge t the s am e  reductions to their se t t lem en t p aym en ts  a s  other 
s ta te s  but en joy above-average  smoking-reduction benefits and co s t sa v ing s .

N a tion a l Center fo r  Tobacco-F ree K ids, M ay 1, 2003 I E ric  L in d b lo m

’ The federa l o ffse t prov is ion in the sla te tobacco settlem ents -- wh ich provided that se ttlem en t payments 
to the s ta les wou ld be reduced on a do lla r-fo r-do lla r basis if the states rece ived any new funds from a 
federa l c iga re tte tax inc rease -  is no longer opera tive ..

T Numerous stud ies have established that fo r every ten percent a sta te tax increase ra ises the average 
price of a pack o f cigare ttes in the state it will a lso reduce overall c iga re tte consum p tion in the state by 
abou t fou r percen t. See, e.g., Chaloupka, F. J., "M acro-Socia l In fluences: The E ffects of P rices and 
Tobacco Contro l Polic ies on the Demand for Tobacco P roducts," Nicotine and Tobacco Research (2000), 
and othe r price stud ies at http ://tiaae r.u ic .edu /~ fic . The volume ad jus tm ent reduces sta te se ttlem en t 
rece ip ts by rough ly 98% o f any declines in the nationw ide cigarette sa les of the four majo r cigare tte 
com pan ies s ince befo re the settlem ent.

: See, e.g,, C am pa ign fo r Tobacco-F ree Kid fact sheets, Raising State Tobacco Taxes Always Increases 
Slate Revenues and Always Reduces Tobacco Use and State Cigarette Tax Rates and Projected 
Benefits from Increasing Them, httn /Zlohnccofreekids o rg 're sea rch /fac tshee ts . For m ore in fo rm ation and 
Cam pa ign factshee ts on state tobacco-tax increases, see h ttp ://tobacco freek ids o rq /repo rts /p rices .
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CAMPAIGN (VTDBAG'D-fREE
BENEFITS FROM A C IGARETTE TAX INCREASE IN ALASKA

Current State C igare tte  Tax: 1 Dollar Per Pack (12th am ong  a ll s ta te s)
Smok ing-caused c o s t s  in s ta te  per taxed pack so ld :  $6.38 

Average retail price per pack: $4.34 (state sh a re  from e x c is e  and  s a le s  taxes : $1.00)
Total s ta te  Med ica id  program sm ok ing  c o s t s  each  year: $60 mil l ion 

State c igare tte tax revenue each year: $40.4 m il l ion (2002)
Last A la ska  Cigarette Tax Increase: 10/01/97

Pro jec ted  Benefits From Increas ing  the S ta te  C igarette Tax By 1 Dollar Per Pack
• New sta te  c igare tte  tax re venue s  each  year: $30.7 million
• New s a le s  tax revenues : State ha s no s a le s  tax.
■ Pack s a le s  dec l in e  in state : -4.6 m il l ion
• Percen t d e c re a se  in youth smok ing : 15.0%
■ Increase  in tota l num be r o f k id s a l ive  to day  who will not becom e sm o k e r s :  9,100
• Number of cu rren t adu lt  sm oke r s  in the sta te  who wou ld  quit: 4,500
■ Number o f smoking-affected b ir th s  a vo id ed  ove r next f ive yea r s :  1,300
■ Number of cu rren t adu lt  sm oke rs  s a v e d  from smok ing-caused dea th : 900
• Number of k id s  a l ive  today sa v e d  from premature sm ok ing-caused  dea th : 2,900
• 5-Year hea lthca re  s a v in g s  from few e r smoking-affected p regn an c ie s  & b ir th s : $1.6 million
• 5-year hea lthcare s a v in g s  from few e r smok ing-caused  heart a t ta c k s  & s t ro k e s :  $1.8 million
• Long-term hea lthca re  s a v in g s  in s ta te  from adu lt  & you th  sm ok in g  d e c l in e s :  $146.3 million

These projections provide careful estimates of the new revenues and public health benefits the state would obtain from 
thr. cigarette tax increase above and beyond what it would get if it does not raise the tax. These projections are fiscally 
conservative because they include a generous adjustment for lost state pack sales (and tax revenues) from new tax 
avoidance efforts after the tax increase by continuing in-state smokers. The projections are also based on research 
findings that a 10% cigarette price increase reduces youth smoking rates by 6.5%, adult rates by 2%, and total 
consumption by 4%, and assume that the state tax will keep up with inflation. Nevertheless, cigarette tax increases both 
reduce smoking levels and increase state revenues because the increased tax per pack brings in more new revenue 
than is lost from the decrease in the number of packs sold. Sales tax rate is 0.0%. Kids stopped from smoking and 
dying are from all kids alive today. Long-term savings accrue over lifetimes of persons who stop smoking or never smoke 
because of tax increase,

S ou rces . Chaloupka, F, “Macro-Social Influences: Effects of Prices and Tobacco Control Policies on the Demand for 
Tobacco Products,’ N icotine & Tobacco Research, 1999, and other price studies at http://tiqqer.uic edu/-fic and 
www uic edu/oros/imnacteen. Orzechowski & Walker, Tax Burden on Tobacco, 2002. USDA Economic Research 
Service, www.ers.usda oov/Briefinq/tobacco. State tax offices. Farrelly, M. et al., "C igarette Smuggling Revisited," U.S. 
Centers for Disease Control & Prevention (CDC), in press. CDC, State H ighlights 2002 : Im pact an d  Opportunity, April 
2002, www.cdc.qov/tobac.co/StnteHiohliqhts.htm. Miller, P., et al., "Birth and First-Year Costs for Mothers and Infants 
Attributable to Maternal Smoking," Nicotine & Tobacco Research 3(1): 25-35, February 2001. Lightwood, J. & S. Glantz, 
"Short-Term Economic and Health Benefits of Smoking Cessation - Myocardial Infarction and Stroke," Circulation 96(4). 
1089-1096, August 19, 1997, http://circ.ahniournnls.oro/cqi/conlent/full/96/4/1089. Hodgsen, T., "Cigarette Smoking and 
Lifetime Medical Expenditures," The M illbank Q uarterly 70(1), 1992. U.S. Census. Nat’l Center for Health Statistics.

For more information, see the Campaign fact sheets -  including Raising State Tobacco Taxes A lw ays Reduces Tobacco 
Use (S A lw ays Increases State Revenues) -  at http://lobaccofreekids orq/research/factsheets/index nhr>^CateqorvlD=18 
and http //tobaccofreekids orq/reports/prices,

National Center fo r Tobncco-Froo Kids 10.30.03 /  Eric Lindblom, October 30, 2003
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Campaign /VTo&â d-Free Ki dr
2003 STATE CIGARETTE EXCISE TAX RATES & RANKINGS

Overall All States' Average: 73.5 cents per pack 
Major Tobacco States' Average: 12.4 cents per pack 

Other States' Average: 81.7 cents per pack
State Tax Rank
Alabama 16.5 47th
Alaska 100 13th
Arizona 118 12th
Arkansas 59 27th
California 87 19th
Colorado 20 43rd
Connecticut 151 3rd
Delaware 55 30th
DC 100 13th
Florida 33.9 41st
Georgia 37 38th
Hawaii' 130 8th
Idaho^ 57 28th
Illinois 98 17th
Indiana 55.5 29th
Iowa 36 39th
Kansas 79 21st
Kentucky 3 50th

State Tax Rank
Louisiana 36 39th
Maine 100 13th
Maryland 100 13th
Massachusetts 151 3rd
Michigan 125 10th
Minnesota'1 48 35th
Mississippi 18 45th
Missouri 17 46th
Montana 70 23rd
Nebraska 64 25th
Nevada 80 20th
New Hampshire 52 34th
New Jersey 205 1st
New Mexico 91 18th
New York 150 5th
North Carolina 5 49th
North Dakota 44 36th
Ohio 55 30th

State Tax Rank
Oklahoma 23 42nd
Oregon 128 9th
Pennsylvania 135 7th
Rhode Island 171 2nd
South Carolina 7 48th
South Dakota 53 33rd
Tennessee 20 43rd
Texas 41 37th
Utah 69.5 24th
Vermont 119 11th
Virqinia 2.5 51st
Washington 142.5 6th
West Virginia 55 30th
Wisconsin 77 22nd
Wyoming 60 26th
Puerto Rico 123 NA
Guam 100 NA
Northern Marianas 175 NA

10-cenls added 7/1/04. Reverts to $1 Has an 83-cents rate that applies only
7/1/06. lo the brands of small manufacturers

Reverts to 28 cents 7/1/05. that are not part of the state tobacco
settlement.

The many states and U.S. territories that have implemented or passed new cigarette increases since January 2002 
are in bold type. New York City increased its local cigarette tax from eight cents to $1.50 per pack, effective 7/1/02, 
and several localities in VA and elsewhere have increased their cigarette tax rales, as well. Hawaii has passed an 
additional 10-cent increase that goes into effect in 2004; and Alabama has sent a 14.5 cents increase, effective 
October 1st, 2003, to the state's voters to approve or reject. The median tax rate is now 60 cents per pack.

Tobacco States are KY, VA, NC, SC, GA, TN. States’ average includes DC, but not U.S. territories Puerto Rico, 
Guam, or Northern Marianas. Also including Puerto Rico (which has a larger U.S. population than more than 20 
states and DC) raises the state average to 74.5 cents per pack and the non-tobacco state average to 82.6 cents. 
Federal cigarette tax is 39 cents per pack. From the beginning of 1998 through 2002, the major cigarette companies 
increased the prices they charge by more than 51 25 per pack (but also instituted aggressive retail-level discounting 
for competitive purooses and to reduce related consumption declines). In January 2003, Philip Morris instituted a 
"temporary" 65-cent per pack price cut for four of its major brands to replace its retail-level discounting and fight sales 
losses to deep discount brands. The U.S. Centers for Disease Control & Prevention estimates that smoking- 
caused health costs nationw ide total S7.18 per pack sold In the United States.

The average price for a pack of cigarettes nationwide is roughly S3.65 (including statewide sales taxes but not local 
cigarette or sales taxes, other than NYC's $1.50 per pack cigarette tax), with considerable state-to-slate differences 
because of different slate tax rates, and different manufacturer, wholesaler, and retailer pricing and discounting 
practices AK, DE, MT, NH & OR have no state sales tax at all; CO has a state sales tax but it does not apply to 
cigarettes; and AL, GA & MO (unlike the rest of the states) do not apply their state sales tax to that portion of retail 
cigarette prices that represents the state's cigarette excise tax.

Sources: Orzechowski & Walker, Tax Durden on Tobacco, 2002; media reports; Economic Research Service, U.S. 
Department of Agriculture, Tobacco Brieling Room Website, htlp://wv/w.ers.usda.gov/Briefinq/tobacco.

For additional information see the Campaign's website at http ://tobnccofreckids.orq/renorts/prices.

N ational Center lo r  Tobacco-Free K ids, January  8, 2004 /E r ic  L lndblom
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Campaign ^ T obacco-Free (Crf
STATE C IGARETTE TAX RATES & RANK, DATE OF LAST INCREASE, ANNUAL PACK SALES & REVENUES, AND RELATED DATA
30 slates, DC, and Puerto Rico have implemented or passed higher cigarette tax rates since 1/1/2002, but 1*1 states have not increased their tax (or at least ten years, 
five of those have not increased their tax since the 1980s, and Kentucky and Virginia have not made any increase for more than 30 years. As time passes, inflation 
erodes the real value of slate tobacco tax rales and revenues, as they account for increasingly small portions of the total retail price of a pack of cigarettes. Cigarette lax 
increases can quickly restore stale tobacco tax revenues to historical lovels or higher -- while also reducing slate smoking levels and related costs and saving lives.

Overall State Average: 70.5 cents per pack. Major Tobacco State Average: 12.4 cents per pack. Other State Average: 78.2 cents per pack.
State Cigarette 

Tax Per Pack
National 
Rank 

(1 = high)

Date of Last 
State Tax 
Increase

FY 2002 
Cigarette 
Pack Sales 
(m illions)

FY 2002 
Cigarette Tax 
Revenue 
(millions)

Retail Price 
Pet Pack 
With AJI 
Taxes

CDC State 
Smoking 
Costs Per 
Pack Sold

Adult
Smokers

Youth
Smoking
Rate

Adult
Smoking
Rate

Adult
Smoking
Rank
(1=low)

All Slates SO.70.5 avg. I I I III 20.4 billion $0.4 billion $3.72 $7.18 48 million 28.1% 22.8% III
Alabama $0.16.5 47th 7/1/84 378.5 $01.7 $3.15 $7.33 794,359 23.7% 23.9% 30
Alaska $1.00 12th 10/1/97 40.4 $40.4 $4.34 $6.38 113,852 33.9% 26.1% 44
Arizona S1.18 11th 11/26/02 276.1 $158.6 $4.44 $8.35 809,192 19.0% 21.5% 12
Arkansas £0.59 26th 6/1/03 234.8 $76.8 $3.70 $6.46 510,216 34.7% 25.6% 40
California $0.87 19lh 1/1/99 1,234.90 $1,065.2 $4.11 $11.38 4.234.953 21.6% 17.2% 2
Colorado $0.20 43rd 7/1/86 292.6 $50.2 $3.01 $6.21 710,904 25.3% 22.4% 19
Connecticut $1.51 1st 3/15/03 227.4 $149.8 $4.74 $9.16 533,286 25.6% 20.8% 8
Delaware $0.55 29th 7/31/03 113.4 $27.0 $2.98 $4.32 147,842 24.2% 25.1% 38
Washington, DC $1.00 12th 1/1/03 25.4 $16.3 $4.14 $16.02 95,070 14.7% 20.8% 9
Florida $0.33.9 41st 7/1/90 1,277.30 $426.3 $3.33 $8.26 2,775,609 19.0% 22.5% 22
Georgia SO.37 37th 4/1/71 666.2 $76.5 $3.01 $6.38 1,426,081 23.7% 23.7% 29
Hawaii S1.30 7th 7/1/03 62.6 $62.6 $4.57 $10.15 188,649 24.5% 20.6% 7
Idaho $0.57 27th 6/1/03 83.6 $23.4 $3.38 $6.03 182,210 19.1% 19.7% 3
Illinois $0.98 17th 7/1/02 885.2 $464.3 $4.02 $8.53 2,165,027 34.0% 23.6% 27
Indiana $0.55.5 28th 7/1/02 742.1 $110.3 $3.52 $5.14 1,239,174 31.6% 27.5% *17
Iowa $0.36 38th 0/1/91 249.7 $88.0 $3.22 $6.40 486,776 32.7% 22.2% 15
Kansas $0.79 20 th 1/1/03 208.8 $47.9 $3.75 $6.98 438,544 26.1% 22.2% 16
Kentucky $0.03 50th 7/1/70 572.5 $16.0 $2.89 $4.88 941.508 40.0% 30.9% 51
Louisiana SO.36 38th 7/1/02 433.3 $98.1 $3.21 $7.57 805,796 33.3% 24.8% 37
Maine $1.00 12lh 10/1/01 102.4 $94.1 $4.12 $8.46 233,684 24.8% 24.0% 32
Maryland $1.00 12th 6/1/02 301 $202.7 $3.95 $10.03 839,287 23.7% 21.3% 10
Massachusetts $1.51 1st 7/24/02 354 $269.0 $4.82 $12.52 955,260 26.0% 19.7% 4
Michigan $1.25 9th 8/1/02 780.1 $577.3 $4.34 $7.70 1,887,068 27.6% 25.7% 41
Minnesota $0.43 3*111) 7/1/92 352.8 $166.1 $3.49 $7.22 806,434 28.9% 22.2% 17
Mississippi $0.18 45th 6/1/85 261.5 $44.0 $3.15 $6.96 525,646 23.0% 25.4% 39
Missouri $0.17 4611) 10/1/93 558.3 $92.0 $2.94 $6.37 1,079,387 30.3% 25.9% 42
Montana S0.70 22nd 5/1/03 67.3 $11.7 $3.49 $6.80 147,197 28.5% 21.9% 13

Pack prices rolled the temporary 65-cenl reduction in Marlboro and three other brands Initialed In January 2003 by Philip Morris, but Ihey do not fully reflect retail-based discounting and 
promotions by the major cigarette companies.

1*100 I Street, NW Suite 1200 • Washington. DC 20005. Phono (202) 296-5409 • Fax (202) 296-5*127 • www.lohaccofrockiris.orn

http://www.lohaccofrockiris.orn


Stale Cigarette Tax Rates & Rank, Date ot Last increase And Related Data /2
State Cigarette 

Tax Per Pack
National 
Rank 

(1 = high)

Date of Last 
State Tax 
Increase

FY 2002 
Cigarette 
Pack Sales 
(m illions)

FY 2002 
Cigarette Tax 
Revenue 
(m illions)

Retail Price 
Per Pack 
With All 
Taxes'

CDC State 
Smoking 
Costs Per 
Pack Sold

Adult
Smokers

Youth
Smoking
Rate

Adult
Smoking
Rate

Adult
Smoking
Rank
(1=low)

Nebraska S0.64 24 th 10/1/02 132.4 $43.5 $3.82 $7.19 257,248 29.0% 20.4% 5
Nevada $0.35 40lh 7/1/89 173.1 $58.8 $3.26 $6.64 401,344 25.2% 27.0% 46
Now Hampshire $0.52 33rd 7/1/99 166.7 $84.1 $3.33 $4.63 223,220 25.3% 24.1% 34
New Jersey $1.50 3rd 7/1/02 495.2 $391.5 $4.64 $9.69 1,347,607 24.5% 21.3% 11
New Mexico $0.91 18th 7/1/03 95.4 $19.5 $3.98 $7.75 313,203 36.2% 23.9% 31
New York $1.50 3rd 4/3/02 884.4 $1,052.8 $5.65 $12.83 3,343,006 26.6% 23.4% 26
North Carolina $0.05 49th 8/1/91 806.6 $38.8 $3.02 $5.90 1.576.084 27.8% 25.9% 43
North Dakota $0.44 35th 7/1/93 43.4 $19.1 $3.52 $7.82 106,379 35.3% 22.1% 14
Ohio 50.55 29th 7/1/02 1,101.00 $257.3 $3.51 $6.66 2,344,750 33.4% 27.7% 48
Oklahoma $0.23 42nd 6/1/87 352.8 $57.1 $3.09 $6.01 736,789 24.0% 28.8% 50
Oregon $1.28 8th 11/1/02 231.3 $155.0 $3.80 $7.58 527,849 22.0% 20.5% 6
Pennsylvania 51.00 12lh 7/15/02 1.067.40 $320.1 $3.95 $7.50 2,221,373 27.6% 24.6% 36
Rhode Island $1.50 3rd 7/1/03 79.1 $78.1 $4.65 $8.15 192,119 24.8% 24.0% 33
South Carolina $0.07 4 Bth 7/1/77 396.2 $25.4 $3.00 $6.52 786,621 36.0% 26.2% 45
South Dakota $0.53 32nd 4/1/03 57.1 $17.5 $3.49 $6.84 123,692 33.0% 22.4% 20
Tennessee $0.20 43rd 7/13/02 593.6 $75.3 $3.26 $7.01 1,046,946 32.4% 24.4% 35
Texas $0.41 36lh 7/1/90 1,244.30 $497.5 $3.49 $7.79 3,367,139 24.7% 22.5% 23
Utah SO.69.5 23rd 5/6/02 91 S47.1 $3.73 $5.99 201,425 8.3% 13.3% 1
Vermont $1.19 10th 7/1/03 57 $24.5 $4.11 $6.18 103,332 23.7% 22.4% 21
Virginia $0.02.5 51st 9/1/66 662.1 $15.0 $2.95 $5.57 1,201,557 NA 22.5% 24
Washington $1.42.5 6th 1/1/02 269.5 $306.6 $4.82 $10.25 989,9-13 28.0% 22.6% 25
West Virginia $0.55 29lh 5/1/03 199.5 $32.6 $3.37 $7.02 396,478 39.2% 28.2% 49
Wisconsin $0.77 21st 10/1/01 403.3 $288.8 $3.89 $7.14 942,801 27.1% 23.6% 28
Wyoming S0.60 25th 7/1/03 46.1 $5.1 $3.50 $5.27 81,010 28.4% 22.2% 18
USA/U.S. Gov't 39 // / 1/1/02 21.25 billion $7.0 billion $3.72 $7.18 49 million 28.5% 22.B% NA

Sources: CDC, State Highlights 2002: Impact and Opportunity, April 2002, www.cdc.oov/iohacco/SlaleHinhlicihls.hlm. Orzechowski & Walker, Tax Burden on Tobacco, 
2002. Smoking costs per pack sold = CDC estimates of state smoking-caused health costs and lost productivity per taxed packs sold in each stale in 2001. Youth smoking 
rales most recent available; in bold type from the Youth Tobacco Surveillance (YTS); in italics from stale-specific surveys; and in regular lypo from Youth Risk Behavioral 
Surveillance (YRBS). Because of different surveys and years..youth-smoking rankings cannot bo done. From the start of 199R to the end of 2001, tho major cigaretto 
companies increased their prices by more than S1.25 per pack. Major tobacco statos are KY, VA, NC, SC, GA, TN. State averages do not include Puerto Rico (which is 
larger than more than 20 slates & DC, based on population).Taxed Pack Sales include all cigarette sales on which cigarette taxes were collected. Total USA pack sales 
include sales of cigarettos on which federal but not stale taxes are collected (e.g., sales to Indian Tribes and military bases) and includes sale- in Puerto Rico and other 
U.S. territories not listed above. Cigarette prices include federal and state cigarette taxes and state sales taxes but not local cigarette or sales taxes (unless they are 
uniform throughout the slate), except for New York City, /hich contains roughly half the population of NY State and increased its local tax from 8 cents to $1.50 per pack 
7/1/02. AK, DE, MT, NH & OR have no stale sales lax; CO has a sales tax but it does not apply to cigarettes; and AL, GA & MO do not apply Iheir sales tax to the portion 
of retail cigaretto prices that is the state's cigarette excise tax.

For more Information on state cigarette taxes and the benefits from Increasing them, see the Campaign's website at hltn://lobaccolreeklds.orq/reDorls/nrices.
F o r m ore s ta to -sp oc lflc  data, see the Cam paign website a t: hltp i//tobaccofreeklds.orq/renorts/se lllements and httr>://tobaccofreekids.orq/rosearch/factsheets.

N ationa l Center fo r Tobacco-Free K ids, June 26, 2 0 0 3 /E ric L indblom
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RAISING CIGARETTE TAXES REDUCES SMOKING, ESPECIALLY AMONG KIDS 

(AND THE CIGARETTE COMPANIES KNOW IT)

The cigarette compan ies have opposed tobacco tax in c rea se s  by arguing that raising c ig a rette 
prices would not reduce adult or youth smoking. But the compan ies ’ internal documents , 
d isc losed in the tobacco lawsuits , show  that they know very well that raising cigarette prices is 
one of the most effective w ays  lo prevent and reduce smoking, e spec ia l ly  among kids.

• RJ Reynolds: If prices were 10% higher, 12-17 incidence [the percentage of kids who smoke] 
would be 11.9% lower. 7

• Philip Morris: It is clear that price has a pronounced effect on the smoking prevalence of 
teenagers, and that the goals of reducing teenage smoking and balancing the budget would 
both be served by increasing the Federal excise tax on cigarettes}

• Philip Morris: Jeffrey Harris of MIT calculated. . .  that the 1982-83 round of price increases 
caused two million adults to quit smoking and prevented 600,000 teenagers from starting to 
smoke We don't need to have that happen again.2

• Philip Morris: A high cigarette price, more than any other cigarette attribute, has the most 
dramatic impact on the share of the quitting population.. . .  price, not tar level, is the main 
driving force for quitting,4

The compan ies have even  public ly admitted the e ffec t iveness o f tax in c rea se s  to deter smoking 
in their required fi lings with the U.S. Securit ies and Exchange Commiss ion .

• Philip Morris: [IJncreases in excise and similar taxes have had an adverse impact on sales of 
cigarettes. Any future increases, the extent of which cannot be predicted, could result in 
volume declines for the cigarette industry. [10-Q Report, May 11, 2001 .]

• Loews/Lorillard Tobacco : Significant increases in federal and state excise taxes on cigarettes 
. .  .have, and are likely to continue to have, an adverse effect on cigarette sales. [Loews 
(parent corporation of the Lorillard cigarette company) 10-K Report, March 31, 1999.]

• R. J. Reynolds: [Substantia l increases in state and federal excise taxes cn cigarettes.. .  
have had and will likely continue to have an adverse effect on cigarette sales. [10-Q Report, 
August 1, 2001.

Economic Research On Cigarette Tax Increases Reducing Smoking

Numerous econom ic s tud ie s  in peer-reviewed journals have documen ted that cigarette tax or 
price inc reases reduce both adult and underage smoking. The genera l con sen su s is that every 
10 percent increase in the real price of cigarettes will reduce overa ll c igarette consumption by 
approximately three to five percent and reduce the number of k ids who smoke by about six or 
seven  percent.J R e sea rch  s tud ie s  have a lso made the fo llowing re lated findings:

• Among all adu lts or all youths, cigarette price in c reases work even  more effectively to prevent 
and reduce smoking among ma les , Blacks, Hispanics, and lower-income persons .6

• Higher taxe s on spit tobacco reduce its use , particularly among young ma les .7
14 00  I S tree t  NW - Suite 1200 - W ashing ton , DC 20005
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Raising Cigarette Taxes Reduces Smoking, Especially Among Kids /  2

• Kids do not smoke more marijuana if they reduce their cigarette smoking. In fact, cigarette 
price in c reases not only reduce youth smoking but a lso  reduce both the number of kids who 
smoke marijuana and the amount of marijuana consumed by continuing regu lar u sers .8

Expe r t C o n c lu s io n s  on C iga re t te  P r ic e s  a n d  Sm ok in g  L e v e l s

• The 2000 U.S. Surgeon General's Report, Reducing Tobacco Use, found that increasing the 
price of tobacco products would dec rea se  the preva lence of tobacco use, particularly among 
kids and young adu lts , and that tobacco tax inc reases would lead to "substantial long-term 
improvements in health." From its review of existing research , the report concluded that 
raising tobacco taxes is one of the most effective tobacco prevention and control stra teg ies .9

• The 1999 World Bank report Curbing The Tobacco Epidemic: Governments and the 
Economics of Tobacco Control carefully eva luated existing research and data, worldwide, 
and conc luded that "the most effective way to deter children from taking up smoking is to 
increase taxes on tobacco. High prices prevent som e children and ado lescen ts from 
starting and encourage  those who a lready smoke to reduce their consumption.”10

• Wall Street tobacco industry ana lys ts have long recogn ized the powerful role increased 
cigarette taxes and rising cigarette prices play in reducing U.S. smoking levels . For example, 
a December 1998 "Sensit ivity Analys is on Cigarette Price Elasticity" by Credit S u is s e  First 
Boston Corporation sett led on a "conservative" est imate that cigarette consumption will 
decline by four percent for every 10 percent increase in price.

• In its 1998 report, Taking Action to Reduce Tobacco Use, the National Academy of 
S c ien ce s ’ Institute of Medicine concluded that "the sing le most direct and reliable method for 
reducing consumption is to inc rease  the price of tobacco products, thus encouraging the 
cessation and reducing the level of initiation of tobacco use ."11

• A National C ancer Institute Expert Panel reported in 1993 that "a substantia l increase in 
tobacco exc ise  taxes may be the single most effective m easu re  for decreas ing tobacco 
consumption,” and "an excise tax reduces consumption by children and teenagers at least 
a s  much a s  it re d u ce s  consumption by adults."

In c re a s in g  U.S. C ig a re t te  P r ic e s  an d  D ec l in ing  C on sum p t io n

Although there are many other factors involved, comparing the trends in cigarette prices and 
overall U.S. cigarette consumption from 1970 lo 2001 show s that there is a strong correlation 
between increasing prices and decreas ing consumption (see chart below). While U.S. cigarette 
prices are largely controlled by the cigarette companies' price-setting dec is ions, from 1970 to 
2002, the federal tax on c igarettes a lso increased from eight cen ts to 39 cents per pack and the 
average  state cigarette tax increased from 11 lo 44 cen ts per pack. Without these federal and 
state tax increases , U.S. cigarette prices would be much lower and U.S. smoking leve ls would 
be much higher.
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U.S. C iga re tte P rices vs. C onsum p tion 1960-2001

$4.00

$3.50 

$3.00 

$2.50 

$2.00 

$1.50 

$1.00

#  &  &  &  &  &  $  &  4  &  $  &  &  $  $

 Cigarette
Consumption 
(billions of packs)

 Avg. Retail Price Per
Pack (in current 
dollars)

The Canadian Experience. From 1979 to 1991 real prices in C anada  increased from S2.09 to 
$5.42 and smoking among 15 to 19 year o lds fell from 42 to 16 percent. As the President of the 
Canadian Tobacco Manufacturers Council then admitted to a leg is la t ive committee, "there is no 
question that consumption is down m easurab ly  ove r the last five yea rs , and there is no question 
in our m inds that taxes have been a significant factor."12 But when Canada  sub sequen t ly  
reduced its c igarette taxes (to reduce tax-avoidance smugg ling supported by the cigarette 
companies), youth smoking immediate ly increased for the first time in nearly fifteen yea rs .13

C a n a d ia n  C i ga re t te  P r i c e s  and You th  S m o k in g  Ra te s

For m o re in fo rm a tio n , p lease go to the C am pa ig n 's spe c ia l w ebs ite page on to ba cco taxes at 
h ttp :// tobacco freek id s .o rg/ repor ts/pr ices

N ationa l C enter fo r  Tobacco-Free K ids, Janua ry  3, 2002, E ric  Llndblom

http://tobaccofreekids.org/reports/prices
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1 R.J. Reynolds Executive D. S. Burrows, “Estimated Change In Industry Trend Following Federal Excise 
Tax Increase" RJR Document No. 501988846 -8849, September 20, 1982, www.rirtdocs.com .
2 Philip Morris Research Executive Myron Johnston, "Teenage Smoking and the Federal Excise Tax on 
Cigarettes," PM Document No. 2001255224, September 17, 1981, www .om docs.com .
3 Philip Morris Executive Jon Zoler, "Handling An Excise Tax Increase," PM Document No. 2022216179, 
September 3, 1987, www.omdocs.com .
4 Philip Morris Executive Claude Schwab, "Cigarette Attributes and Quitting," PM Doc. 2045447810, March 
4, 1993, www.Dmdocs.com.
5 See, e.g., Tauras, J., et al., "Effects of Price and Access Laws on Teenage Smoking Initiation: A National 
Longitudinal Analysis," Bridging the Gap Research, ImpacTeen, April 24, 2001, and other price studies at 
www.uic.edu/oras/impacleen. Chaloupka, F., "Macro-Social Influences: The Effects of Prices and Tobacco 
Control Policies on the Demand for Tobacco Products," N ico tine  a n d  T obacco  Research, 1999, and other 
price studies at http://tiQqer.uic.edu/~fic: Chaloupka, F. & R. Pacula , A n Exam ina tion  o f G ender an d  Race  
D iffe rences in Youth Sm oking R esponsiveness to P rice an d  Tobacco C o n tro l P o lic ies , National Bureau of 
Economic Research, Working Paper 6541, April 1998), htlo ://tiaaei .u;c .e d u /- fic . Emery, S., et al., "Does 
Cigarette Price Influence Auolescent Experimentation?," Jou rna l o f H ea lth  E conom ics 20:261-270, 2001. 
Evans, W. & L.. Huang, Cigarette Taxes and  Teen Sm oking: N e w  E vidence from  Panels o f R epeated  
C ross-S ections, working paper, April 15, 1998, www.bsos.umd.edu/econ/evans/wrkoao.htm ' 'arris, J. & S. 
Chan, “The Continuum-of-Addiction: Cigarette Smoking in Relation lo Price Among American^ „ id  15-29," 
Health E conom ics Le tte rs 2(2) 3-12, February 1998, www.mit.edu/peoDle/ieffrev.
6 See, e.g., U.S. Centers for Disease Control and Prevention (CDC), "Responses to C igare ttr -ices By 
Race/Ethnicity, Income, and Age Groups -  United States 1976-1993," M orb id ity  a n d  M o r '
Report (M M W R) 47(29): 605-609 July 31, 1998, www.cdc oov/mmwr: Chaloupka & Pacr
7 Chaloupka, F. , J. Tauras & M. Grossman, "Public Policy and Youth Smokeless Toba. o uUthern 
E conom ic Jou rna l 64(2): 503-16, October 1997, http ://tioaer.u ic.edu /-fic .
6 Chaloupka, F. , et al., Do H igher C igarette Prices Encourage Youth to U se M arijuana?, National Bureau of 
Economic Research, Working Paper No. 6939, February 1999, http ://tiaQer.u ic .edu/-fie . Farrelly, M., et al., 
"The Joint Demand for Cigarettes and Marijuana; Evidence from the National Household Surveys on Drug 
Abuse," Jo u rn a l o f H ealth  E conom ics 20: 51-68, 2001. See, also, Campaign for Tobacco Free Kids fact 
sheet, Sm oking an d  O ther Drug Use, http://tobaccofreekids.org/resoarch/faclsheets/Ddf/0106.pdf.
9 Available at www.cdc.Qov/tobacco/sarpaae.hlin.
10 Available at http://www1.worldbank.orQ/lobacco/reDorts.htm.
11 Available at www.nap.edu/books/0309060389/htm l/index.hlm l.
12 Bill Neville, President, Canadian Tobacco Manufacturers Council, testifying before Legislative Committee F 
on Bill C-10, A n A ct to A m en d  the E xcise Tax A c t and  the Excise Act, September 26, 1991.
'3 Canadian Cancer Society, et al., Surveying the Damage: Cut Rate Tobacco Products and Public Health in 
the 1990s, October 1999, www nsra-adnf.ca/english/oct99taxrep.html.
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M

H sstt csx fcels black asrfcfit iti d g a e a e s
Agesefes cxack dowa on smugglers x ,
By A sac'M ichgad 
Published on M atch 08,2004

Like the prohibition on alcohol In 1820s America, the high tax on dgarattes In 
New York City Is giving rise to a vast network of illegal sales, complete with" 
gangiend-style violence.

Cigarettes are not banned hern, of course, but at ?7.50.plus for a pack, they are
t

prohibitively expensive for many smokers. To feed smokers' habits, bootleggers— 
from petty criminals to organized gangs and even terrorist organizations such aa 
Hezbollah-are bringing dgarattes into the state and successfully evading the tax 
penalties. *

•Wa’ra paying a lot of attention to this,’ says GarTy McCarthy, deputy
commissioner with the New York Police Department. T s  a black market people
are moving Into, and we have to squeeze it as hard as we can."

* •

If there's any doubt about cigarette sales going underground, tax collection
figures tell the tale. Legltimat* vendors sold only 11.1 million packs In New York
City last January, compared with 30.4 million packs in January 2002. Because
tiie city collects $1.50 on each pack sold, versus 8 cents prior to the July 2002
tax hike, monthly tax revenue Increased to $16.7 million this past January from
$2.4 million In January 2002. However, state tax revenue dedined so much that
the state and city together lost $5.6 million in monthly revenue during the same
period.

Much of that dedlne is probably not due to smuggllng-studies show that 4% of
smokers will quit for every 10% rise In the cost of cigarettes. But there Is plenty of

* ,
evidence that people who havent qul( are getting their nicotine fix illegally.



»
Mike Patsl say* cigarette sefes are down by half at his npwsstand et Broadway 
and Chambers Street. 'If they increase the tax again, we're out of business,* 
says Mr. Petel, who watchea teenagers a oil dgareties from plastic grocery bags 
near his stand. 'They come with two bags full and sell them for $5."

Some criminal sales are more blatant than others. People may not know that 
Internet cigarette purchases are illegal If buyers don't pay the appropriate taxes. 
Or that loading up on a few cartons at tax-free Indian reservations upstate or on 
Long Island is illegal for non-Indians, even though the governor is refusing to 
enforce the law.

Tv <73 rivalry

At a much higher criminal level, bootleggers drive to Virginia and North Carolina, 
where they load up car trunks and bailers with cheap cigarettes that can net 
them $7,050 to $140,000 a trip. Police believe the smuggling may be fueling 
street gang rivalries. The NYPD attributes two Brooklyn homicides and two 
shootings late last year to dgaretta turf battles.

The lucrative trade is attracting organized crime and terrorism groups. Two years 
ago, 10 members of Hezbollah were arrested in Charlotte, N.C., and convicted of 
using proceeds from cigarette smuggling to aid the organization.

“Since then, we have stepped up our enforcement quite a b it' seys Joseph 
Green, senior special agent for the federal Bureau of Alcohol, Tobacco, Firearms 
and Explosives In New York.

The ATF seized 12,000 eases In New York-more than 2 million cigarettes-ln a 
sting operation in the city fsst fall. Many ware run up from Virginia; others were 
manufactured for export from the United States but were diverted back here. 
Counterfeit cigarettes are also being flown in from China, where they are 
packaged to look-like well-known brands, such as Marlboro and Newport1



“Either the blade market gets stopped, or we are going to. have no legitimate 
distribution In the city of New York,'’ seys Leonard Sehwart2, owner of Global 
Wholesale Co. In Brooklyn, which distributes cigarettes to stores. Mr, Schwartz, 
who also serves as chairman at the Wholesale Marketers Association, says he 
has had to lay off 15% at his workforce since the new city tax was enacted.

Small businesses are under so much pressure to make up for the losses that 
they are turning to illegal purchasing themselves. Sen. Frank Padavan, R- 
Bellerose, and Assemblyman Jeff Klein, D-Bronx, have introduced twin bills In 
the state Legislature that would reward wholesalers for turning in businesspeople 
who make suspicious cutbacks In their cigarette orders. Mayor Michael 
Bloomberg is pressing tor the earliest possible passage of the bills.

Sting operations

The cfty*a Department of Finance has hired a new heed of enforcement, Carlton 
Butler, to run sting operations to nab illegal sellers. He is formalizing relationships 
with agencies such as the ATF, the NYPD, the state police and the sheriffs
office.

But some people arenl thrilled with the stepped-up enforcement. Tm outraged 
that they're creating new task forces,* says EJ. McMahon, a senior fellow at the 
Manhattan Institute, a conservative think tank, "I don’t want them keeping an eye 
out for Illegal cigarette sellers; I want them watching the guys with suitcases with 
nuclear bombs/

All signs point to the bootlegging problem growing worse. City Finance 
Commissioner Martha Stark says that sellers are becoming more sophisticated, 
especially in the use of the Internet Illegal distributors are said to be sotting up 
home delivery routes.



Police, who are charging first-time offenders with a misdemeanor, expect that 
once criminals are caught for the second time and face felony charges, others 
wifi be deterred. 'Over the course of time, we anticipate getting more bang out of 
the buck for these anresta' the NYPD's Mr. McCarthy says.

Mr. Green of the ATF predicts more violence as well. "TI ̂  black marfost has 
continued to thrive and expand," he says. "Anywhere the criminal organizations 
have a potential to make a lot of money, the potential for violence increases."

Copyright 2004, Crain Communications. Inc

i



b

r



8
1

U
S

I I

*2 3
H I

I  P3 I t

i l s #  t j j
$  i i i f  h i

II S '

!l lilt !* „
IS sill S|]l

s

13

3  .§ 
y> «
-21

K>

is

;



?joaab.v u&) tira*/ c^2i«si*d mom ear, 1,133 ccian* of nasi tfiu&Qftt that i n  Bsmggbd Am i 
C V ^toto^^toov^dtyaK iafciiihK w afjSparpacfc

S sm i t .  wz&ser, a flic ias bust d ^& rtfs vrm & #in$ etng ~ fcwzxtoy, September 2B, 2002

Afiaraixtii:ta&eus t SrHE^ u a tfp m a fftf * rlf * g$a;Jtfuxntbring...

“in Ctj m£b (A uscAfcwo ki Hmi Y wt*s dpanrtt* tax, a tormrt of tart«x*d rfparrttaa - tnc*u*lQ Mces
^sapomu to be jpô Sar brands ouch e» Msfoaro and Moribora Lights- Kb b*n peuf no into N«fVwk 
CSy.“ aid Quins District Attorney ndartf Bran.

S20GH1 hast to cnrnc* srnufc$.*  y ttrty ; cfcy, tiits  tsx shortfall from gang & mtomrt s ifts  -  Nm r Yotk
Daffy//aws, S&p&rc&crZS; 20J2

Frô Jtnca wnuiwkrs. oria^ad alma and internal lorrcas art fiotofog New Vori1* n^bortoodi wfo ctiaap 
c*jx^fr&WJHttto2tectyanl&ispmilolt2Mn0itnti&totttcn1tK*ipn&Bm)BciL 
The bxm in vtiargroand djai*3tt wss foochad off by fta Juf/ focraaa In dfy ta»~.«fi»ninfl to gowmnwt 
oftxyfe^tofcasttwhcfesatei. 
"#.mn K caam to w iuQ jhtfj tn i euaOUkb Btrapa, trafftonal org tntnd ertea b krttN e i, twwfct 
S7pue» «.x tivoime wxi tim it im>3*  $n krtth ■&■ sail John Dug*, fta ATPs ama wpnvinr for Musty 
openikm. "How th* pro1# sw flh Is tmmwdotB," he said.
Or* rwr’ihg Lst waek. Dm items in a burdock area in eafort-S)u/*sani Etatiyn wen busted by agents 
o ff* finance Cepatoanft tax enforcement dMdon for Ming untned efgnOn.

Hiegai tobacco ta /a p o r t  t a r g e t ;  arratt rats r a w  wtth t u  f n c m s s -  7&t Htohingtan Touts, 
Stp& mhw  23 ,2J32

M ay^ « i*» «  ■ re tttf pace for bbaootmuggSng arete, having efcarptd <2 person tefo iht obm (men
tfia fiscal year began Jityl.
The wemwad pao* erf urate coJnekfaa tafth an fatcrara in Maytatf* tobacco to .
M u& nts] ooovafrcfler {WBam Dotted Schaefer] has Mad kfoaoao to terrorist grog* *Wa know that sum 
a# tt* man* used by awgetam to dfrety ptmd an totvrerfot orpntattaM," Mr. Sdu&x uid tot 
matfi.

Thr,ja wmbs £S» tt» s^ tam te  11 tentxM tfati on fja Worfo Trade Con-er Bd tie Pwl^on. Mr. Sctasfar
said ha ba<»/Ed thane wa saw amnecion betiw efomln enny^ »d foirortd gnxot

RstenatKsa.vâ g QMjrATMtt tisva fang bssn idal̂ bd to risctfna, dmwfng in tax ravtnue schlit
tm tW fcu oj> aisaat flbwatting &» o»7nwn5ty from k tin l tddW bn -  The B trtn u s
Septanilm/ 22. ‘Jiffll
Nmt Vhffir h'ih bi'Jatj ar>ga^jg fmr. /Mcs>»**̂ im.‘lr |»--

Anctr*; Uub^wiar) CA'xsa^wai »' Ua hu baao • CMi'p rcacs In vJxi huve bean making a
riae 6*®  cu «’ trtuts^rHnj d i^ itta  tom hHnc staM tr the kuSi t> aictej in &• rur̂ aast.

A d ^ ^ r^ ^ ;a jr ji^ 1 7 p u /> i3t=aa*dofBa)£<^cl£»^tora}M rw i?^forth*t*Tw tel 
HaOMtiafa by swritg is t.xch as ̂.’SyttD with cash varjbal

lo



k: fca Leati is rai cjg&a or hereto or mga or ig;&afoa; te l <£2HV&m.

Cfca/afca ifcjagtfur Mips fa&trd a&&it M b #  M&vay ft^Ji to tsfcmfc group Hezbollah -  Port S t
LuckJftviPfcireQ g lu te i)  'ftlb&rt, H wsm kir 18, 2X2
CtwUrfcS cfpff j±» feg sfrflss fed  to crodfe- afasyk...

T t e t a ^ s i ^ H ^ K j j n M a ^ s i » ^ la ^ p to a fU A P lr t7 te U i» M to M ta 8 ^ d ra B iu m m A > K
tunad cut e» iwkhs, math0 ta«B r*» acm*J pots tftaflan (hrw ywri ago had no n a o ** the conbata* In 
« • kW M  «  *•*»«* ateort STMjOOO worth of doaratto t® ataaip* fa t pda pramed mm cauataitejt

S t Louis bu tf load* pd'ica to  CtmrlottB HaaboSch rtrtj-AssasatedPmss, NovembarH, 2002
TBrmthii fx/nsT//i»>ci*x? totxze in tnwc&x} daanHtctn8axjrib&fa£twc dMnyg,,.

rtetisar/) K & lst, 23, araawocf lacanon who Im  in North Cerofina, wa runlng tauAMant dgarate tax stamps, rather ton 
dn>> Aftu aj$»3n stestftd qmOoning ttn, ho flaw fa n to  rams of after pacpto of Lebanon hartiao* who he aid 
m e d^arflC* xiamp* Id rw* warn? far KntoCtfi.
7?is Jbns, b a pstood oourtncm In C^irioto to tetty agatet hn mm he in#alad, tiroBies
Materad and Chwti Hamrwud,

JKerfaifc] Bai toe assistant UA attomay who prosecuted to  cast] scW the Karomaud brothers and eight defiwtfanH who 
^jaiod jje y had < tiaiei aenl» rnmy aa iuee vansof dgarwt* a week to Vkhlg*, nMldno a pndB et up t» 
$12̂ 00 par van.

Counterf ait Terror. Fad* trade n ln  of countrfM t goods, money to torror group* -  A tto d a M  P rm ,
O ctober 24, 2002

Ofcsais siid ft* schemas span to  gtobs, tot ben ts cheat crtdmaa to t ene cea fa rtt product* are bafag Import*} 
trosa c rew s awl «U <&»=$/ lo the United Sate, itifc tha proceeds hen Aaurtom coma back to tanw group*. 
OountadaB ads we beferod to to** nadad into to  atons of dolan, oCfab add.
pTL-uJ Trarwr fa tamer Customs Sa-w* ofta l who now head the htamafional Arikountarferfrrfl CcsJhton fc Washington] 
said cunmdaatimate an (tot eato of couitefail goods account tor 3 percent to 7 percent of voridvride trade, 
poaa&y a* much at a hafftrtlkM doftam a par.

Tfcfevet apparently drive through door, tafci smoke* -  Tokdo Babe, October21,2002
Ctoanflp f t i f e  c x s a  c&grnaK jarntaten...

Taiaia pofce ov irrvesfeaSna a burstary...in vrtefi a vafetoa appamrdy stoiDMd through tha ftrwtt door 
and thtan* aloia 250 cadons of dgaiatlaa.
Mr. Jamat (aton maoagar end owwmaj aaid sopaofe took a targa cks ttwt oortaimd ft* dgandB cartons 
and drova art~.h* «3ra*t»d tha damg* to *t» itora ib n t pnjOOfl.

Bogus bu^s p lr^ h a i In Qudarta -  N*# Yo£DsBj Mmw, September 20, 2002
w & ± . h*a efgyatl* /Bcfciig*?«nB..

Airea£>/ u«i»r s tje tern prtaa, wnoizrs got an&fter ifcae of bad nawi yaoisrday-«o>na of tho brand-
nan* ĉ aw&aa tha/ ara buying an eotaly tdcaa.
*1 nĉ ar totevsd In my uOdast dreamt tfat W t» Ixfcn yau w#i ̂ iurwwli of catars of oaj*a1Wt
GQanOoa,’ tAt (Pieortt DWrfct Aflonwy Rd»d Brown k  be posad bafcsa a taQo tabto anarad *#, taka 
Madboros.
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HfldiJ; 'nJz&zj t s  ucitft ic iijs i <!&&& -  Cay*a Cod Tzma, Septamber 19,2002
When C r& tfsi •s^y-fr p p r r ^ L- ,-J-i n/ t̂o h a g t ^

W& Csc&tis ££33 & kdfcsi d4aa aJ O f iafiaj, flw . &#? Ds«* B tf W» Democndfc
^saciftto£^Leiii^*6haw iiiS3Bl^cnslafJrH jBKiianyoftiaclnc»«sBa. YbetoMtoref'theyaw 
attud, fcvnvtr, I'as^otttbeLie pKfpaxd rsaatm Km fc the stats tobacco tax, which ahouM be 
iabriat the “Ter AroUnea and SngpalfoB Pmnrtioo Act*
E«£oro toy U r* on t* those adfluonW tax manna, Dsvte and Wesson staid fad a to  tap protfena
sx tw ij tolas tfpetaoed tr/ atafas rtd  cpurtitos W9i htyi tabasco taws.

New Vafa siaters taw gone to g«at togth* to <f*dd to tatonoo taxes. ftrhstencemwytntoocD
ooraurwr*tr3wettohrfiwri*cnf«l)oroteto«toewti«9,ba3B»rff»dtoaowwi^fiBl>te(ciBamttocan 
bS sa» rnnw stfs eml local taas.
In a daKctaus Iroro. than, much of the mamma that Bari* and I h m  aped from thiJr tobacco tv  
Incmaao ra^ go up in etnaita.

C lgarats BKag$letii find Virginia1# low tax tsmpSng -  WgJ/uen-PBot, September 16,2002
M m tad ci'fi kkfifishti s/nu!tii!n‘j  wo -  nr*wg cfrAV̂ hs foot ifrrthe to Afaw Vbrir...

The IZfi. Customs S a v t *  c^/s pw8& foam dismCa s*raBK*>S now iWel dice* from baflddoQ fa iBaga) 
drugs. ArfdnofitMteerncrttonpligtarpWt^totfWtkitfotanV&aW*

The ajawaiso vra» ■psfaAta ad owry stop r f  to  prases, sud Defc, ton . aartstantdirector el hold eafcramaot 
in to  jubr/and <iJto. whl* irivedjdid the «ae.'The mtrier wai itatog money h  Viglnia.
They guyfakSag them Into Maryland w a mating money. The g j7ahowaibOanB tom bNae York was nuatog 
money. And to  person who evanbdjr aoid tom ovar to  oaurtw mb mtedng money,’ trata seel

to^estrriatoî Wp*roodoftoaotifaqp*»!tocoT*tomVfcgWa. tow Yort City aufwtoaes&ratB 
Dtid iiO percard d  enwggM tnb to  (% olipnate to \^pntL *Tfa k  OfBMiBid alrmi” M n  and.
*YV*Ve kad some Worautioaootaa badr to uekvem titia soorcaattiat tore havabeaowamhocaae 
•to n  people tod eemlwutoaade iBsehine (paie guardhtothalrpreduot"

State gets, tx g b  on cistm tto tax, threatens sntoken d o lin g  51 ctmrgs -  Pittsburgh Post-Qezette, 
August $0,2002

YqMlkssx  dsieetsa v* t o  ftttaaf...
Puasjh/Kie oOdsk are baring vtot to r oaaitBTarto tn otor slate haw known tor yearn: ftoopte •■ buy 
crvsapor d;a*fe3 ovar to Internal two na t̂artoQ state* or horn todtan mservaflona that sal tar-toe 
dflarcan to avoid pe/ng high tow .
"Ybe ftfcmgt k a great neouna, but some MMdeala an wine It to thwart Panaayhrsali tax ha," add
State Revere* BoanfayLsryP.WIEsni.
“Ow- Ia LvnaMng Awmytvmtia'sta cm ctgamtto was to dtcounga oorchadnn from

K/EUams saiiL ̂  chfidmn hm «xa» to pndoaina totocco prodacta orntha intonwl, It
dsfetcx tie purpoeo."

Smoke hun if you can tsk>rt 'em -  M y  Vasin, August 27,2332

Aaincmt^axsiMitu^nv&VQcphiaftiQaijSxb riv...
\^Knih-a\UUtepx>cjmatbsSnd^ratta^Mktauroaa,theniiehtapewas/- htctiyhr 

anutos, to fee m>fkel and leg# kxvhokx h*n Amd tom to otamwant sutxaU  ̂gowanmant 
le^ianindiMcterBJiaafcr very tow prtai
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V* Iastjom i i  lu&axpo u'psz iX4*jii4' ;AScte.',£ Uwiy, & c^ u a t f u i  far acity ooaSttan tfsmaf-
cir.'o wMsijtsiid. tzuaiktj in v/Jj tte a# ilia faotWj, fat; IMi tetters is gains *» dtk
texAw &? reijf.faiavxJd cfcAK husMa toSacao b  6 fra7fo4u2ttar t o  ttem.-
V* W?2 aid Wiafly Biegi dflffirito edJtfs era w»L^,« opaiaJutt w/ifa■* tod lo tosh. Pofite courses ay 
fcisr n% Ute in &Mfing v*ft ra^si o6arKwa...bacsu* airrtnl tow dart nsaly address *troat sotara
la-Jft, iot-tox aysret**.

-ffcafVa no mid punishewnt,' one saurca satt. Ttadfr, toy pyaffna and go right back eotStw*.*

C i g a r s  Jaw® toeraass ®  tzxos riss -  A&iootiixl f t w ,  July 24,2002
C ja g ^ g rA jra^asjgas& toW Btf to»gJ<8TO&pte

Stow M fu y p & a  mu tha Had d  »aKHdr«ftfr{rJS( ndto lH  to t usodSy taka ptesa at jawtry stone am 
fas^saJnfl w?K» c& r c t e s  i t *  w l±  And federal toe erttooanant offiohda report to !  h«adrin0t of fncfer- 
Man tanaporfng cartons of amok* wound tocounty wo on to rat.
■*Wns mm\m m m  an bwrwaa in too, wvVa cuai ap hcrataa to dtowten,* tod Spas* Agent Joaaph
Gmcn trf tie Bureau of Aicofaoi, Tobacco and Rreema.
Til* ATr oriy desis w9i cues InvoMng to  teJt or ajmjgs£r$ of m n ft® 60,000 cgaredej and 
foVMSgjrtkxis conducted fay tin tamo; ntdonafy to rt awadatf from six h 1§91 to 97 to to  ttea ywr.

Ggarecso tzx isxpzcdng srcu$f]ift& or£na u & s -Aasodstad Pnt$, Jufy 21,2002
m v  chitxtes & s Q z * * * *  aaeaa Ulssus&z  ,,

T'artou&taurf ter (ameoiw to top $100,000 to dsaraCae and tern that tote $1SMM)cr 9190,00(1” said 
Cab TaMa, a B iiittj of AkahoC Tatazo and Firearn* ajwrtin Ondrrssfi. Vs mfcte-ataBgertfto bow
pruf̂ JjWakb.*
‘Otewus?yftctotooffiort>fltitotontoB5acttr««ffBb^,*toJ<^GatowndiBn,5polgMmanfarto 
Depaffcnant of Tootm. T h a t  aft undmbtody to  paojpto who see ft as an ooportmly t o y  cart p m  up.*

S ta te s fo a c c  fo r  d g a r a i t e  hacfefesh -A ssa e &tK /P n a ,  Jufy 14,2002
After ean& sM * Incmsa. rtwnto tegqjft&taftgtegpfrpag frraa» wa»=ftp gagft&a.

V>^ uia£L>j a’ u»£^ b fek tha lu tit ro left wtih sevBig opMore--legal, (pmtiegal or laga#-• far gating •
nfcotaw fit wfflarf a tax: hiL
r.'Kisa aiu> ctaoM tte lltojai rjuta lt« uton euocacs/vi Tha Bum  of Atoahoi, Tobacco and Ffamnna 
acdioatw atoto and fa ta l aulfaortoaa baa itmm than ITU faUtoi sanuaUjr In wadad dgantto tsas.
‘njoA’i'FcocaftKiBa oft na^ ltont^ ianu js i i ire-opanfiwa knoOw^ to iaaat S0/X3O dgatotes. Tha 
wuteand ha* tnoMsed stoafiy b moani yaan; AVr oom hac toad 150 aofi* egn itM m us^ OM .
TSiUt*# no (joostten uajw U ^oa to ix^sritof eSno can(i an bvtoiad,* cate ATf cpokaman John 
D*an j* L  ndat««ty aw fe» teC ^T ^(^p rf^^« a d to d « te ow n iftapto of tnfcwamia><hay'ic 
ustoS tW r proto to  olhar otemai a±s*y-

Thn cV d jjre^ jo  \ixstlan * Vt&iuxi, Lit/ 0,2X8
NctV ̂  &ar ĵjua o^SlSi r- ^  2.SOSiL ̂ - r:~ <a t a ^ s a S 3 ^ £&& htd^ra.^

t-Biha/ Kttcoso 4=a# as» espaoted » cvata pttltoa* to  Riav todw fcacwa* of Inocnad ayawto 
av*tf jîSao and tha peuCfctsiilaa of l w  'dun 103 iiwavaf ĉ suto csto n^nokKa cjdi bs Kytutb xan 

Srê 'ixxfrtip̂ im, aaam sfiid&iji cav tey Iter trxn'ia fancied difrcut pastes tote traa, Ttiipasiit, 
s o a f t f n j  t o  tu  and bodjti aniiysb, b thti maiiy utote ifauiy wo^ Boted tto cmaunt ed nrnay ih ^ hava 
foiecat to btibmce their budsto. Tha sdobv of oiaflaiad rvnanua catdd run W» the MSbM CS tetan.
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6 Are Charged With Selling Millions of Counterfeit Marlboro 8 

By William Glaberson 

February 21,2003

Federal prosecutors in Brooklyn charged six men yesterday with importing mininnc of 

counterfeit Marlboro cigarettes from China and selling them through tax-free businesses 
on the upstate Seneca Indian reservation.

But while prosecutors described an ambitious plot, they portrayed the suspects as 

luckless. According to documents filed in court, Customs Service agents infiltrated the 

group, turned two of its members into informants, and then bugged, wiretapped, 

videotaped and followed the men during almost every phase of their operation. In at least 

one instance, the agents used a helicopter.

The Customs Service said the men imported 35 million counterfeit cigarettes, with an 

estimated retail value of about 510 million. The service’s special agent in charge, John C. 

Van one, said criminals had been drawn by the huge profits that could be maifc from such 

cigarettes, imitations of name brands packaged to look authentic.

According to the prosecutors, fee men brought five shipments of cigarettes into New 

Jersey ports during a two-year period that ended in 2002. The prosecutors said cases of 

the ersatz Marlboro and Marlboro Light cigarettes were hidden in shipping containers 
behind boxes of plastic kitchen pots.

The prosecutors said three of the men sold the cigarettes through two smoke shops on the 

Seneca's Cattaraugus Reservation, south of Buffalo, and on a Web site, 

Smokemcheap.com, The three were identified as Scott Snyder, 40, who lives on the 

reservation, and Donald Deland, 42, and Timothy Famham, 37, who live near it.

The prosecutors said two brothers from Queens, Simon Moshel, 52, and Michael Moshel, 

47, arranged to import the cigarettes, assisted by a Brooklyn man, Robert Berardelli, 51. 

The Moshel brothers were also charged with importing counterfeit Duracell batteries.

Mr. Famham was the only one of the six men not arrested yesterday.

A  sworn statement b y  the customs agent who infiltrated die group, Rod Xhattabi, 
described the undercover opera!on, which appeared to leave suspects with very little 
privacy. H e said he posed as a tracker who would transport the cigarettes. He also said a 
house in Nassau County belonging to two informants and a Brooklyn warehouse used by  
the group to store the cigarettes were outfitted with surveillance equipment.

The agents taped at least 200 meetings end telephone calls, the court documents said, 
adding that one videotape captured Mr. BersrdelH taking a cigarette out o f  a shipment 
and smoking in
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MAR-23-2004 TUE 1 1 : 1 5  AM BROWN JUG ACCOUNTING FAX NO, 90 7  5 62  3130 P,

M e m o r a n d u m

DATIC: March 23,2004

TO: 1 hiiiso Ways and Means -  Sennlc Labor and Commerce

KKOtYl; Timothy J. Seh rage, Operations Manage,

SUIUKCT: Opposed in I HI 530 -  SB 36S

The proposed increased excise tax on tobacco products is unfounded and jitsc another

compared to other Western states such as Montana (70 cents per pack), Idaho (57 cents 
per pack) and Wyoming (60 cents per pack).

Adding another $1,00 per pack will jeopardize future revenues to the State through a 
reduction in annual payments from the Master Settlement Agreement, and loss of tax 
revenues from illegal internet and counterfeit tobacco purchases. In addition it will 
increase the competitive disadvantage of local retailers who legally compete with large 
national chains and tax exempt Military installations.

It is time for Alaska lo realize that it is "the richest poor State in the Union”. We have 
billions of dollars in the bank, no limits on spending, declining oil revenues, all while 
focusing on pennies and Idling dollars lull through the cracks of government. Our 
Legislature and Governor need to wake up and realize that targeting Alaskans with 
head taxes, sin taxes, and user fees is like a millionaire not purchasing cup o f coffee in 
the morning to save for retirement! We need real fiscal solutions that include spending 
limits, utilization olTeimancnt Fund earnings, and the elimination of entitlement 
programs before imposing more taxes on average Alaskans who least afford it.

Alaska's Retailer o f  Fine Wines, Spirits, and Beer 
PO Box 190027 Anchorage, Alaska 99519-0027 

Phone (907) 563-3515 I-ax (907) 562-3150
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M AR-23-2004 1 8 :0 3  FROM: 907-258-4706 TO: 19074653871 P.U1

March 23, 2004

To: Members of the Senate Labor and Commerce Committee 

I  a m  w r i t in g  to  o p p o se  SB 3 6 8  f o r  the  fo l lo w in g  rea so n s:

•  A la s k a  w o u ld  h a v e  th e  seco n d  h ig h es t ta x  in  the  c o u n try  a fte r  
N e w  J e r se y  a t  $ 2 .0 5 ; O th er  w e s te rn  s ta te  taxes: M o n ta n a , 70  
cen ts ;  Id a h o , 5 7  cen ts; O regon , $ 1 .2 8 ; W a sh in g to n , $ 1 ,4 2 5 ; 
W y o m in g , 6 0  cen ts; U tah, 6 9 .5  cen ts

•  P u rc h a se rs  w o u ld  s h if t  to b u y in g  c ig a re tte s  o ver  th e  In te rn e t,  
w h e r e  n o  s ta te  ta xes  a re  collected; A la sk a n  re ta il b u sin esses  
w o u ld  be h a r m e d

•  H ig h e r  c ig a re tte s  ta xes  w o u ld  lea d  to  m o re  sm u g g lin g  o f  
to b a cco  p r o d u c ts  to  a v o id  ta x a tio n  a n d  m o re  illega l tra ffic k in g  
o f  c o u n te r fe it  p r o d u c t

•  U sing  c ig a re tte  ta xes  to  b a la n ce  the  s ta te  b u d g e t is b a d  f is c a l  
p o lic y ;  c ig a re tte  ta xes  a re  a n  u n s ta b le  a n d  in eq u ita b le  w a y  to  
ra ise  re v e n u e s

• H ig h e r  ta x e s  w o u ld  th re a te n  p a y m e n ts  to  the  s ta te  u n d e r  the  
M a s te r  S e t t le m e n t  A g r e e m e n t;  a n n u a l p a y m e n ts  a re  tie d  to  
th e  sa le s  v o lu m e  o f  th e  m a jo r  “p a r tic ip a tin g ” m a n u fa c tu re rs ,  
a n d  w h e n  p u r c h a s in g  sh ifts  to  p ro d u c ts  n o t  co vered  u n d e r  th a t  
a g r e e m e n t o r  to illeg a l p ro d u c ts , those  p a y m e n ts  w ill  fa l l .

P lea se  d o n ’t  ta k e  th e  e a sy  w a y  o u t  by  s in g lin g  o u t one g ro u p  o f  
A la s k a n s  f o r  h ig h e r  taxes. W e d eserve  o. m o re  equ itab le  so lu tio n  to  
o u r  b u d g e t  p ro b le m s .

S in c e re ly ,

G eorge  K a lla s



L e t t e r s  o f  S u p p o r t



A L A S K A
TOBACCO CONTRO L A L L IA N C E

March 21, 2004

Dear Committee Chairs

The Alaska Tobacco Control Alliance (ATCA) is pleased to provide this letter of support for HB 
538 and SB 368 which will increase Alaska’s tobacco lax by $1.00 per pack.

ATCA was formed in 1992 to encourage, coordinate and support effective methods of 
controlling and preventing tobacco use for the purpose of increasing the years of healthy life for 
all Alaskans by reducing disease caused by tobacco use. A TCA’S vision is a tobacco-free 
Alaska. ATCA has over 200 statewide members consisting of educators, health professionals, 
government agencies, private businesses, parents and others are committed to this cause.

In January 2004, the ATCA Board met and agreed to support an increase in A laska’s tobacco 
tax. An increase in the tobacco tax is an important pan  of overall tobacco control program.

Alaska has had tremendous success in reducing youth smoking; we can continue the trend by 
raising the cost of cigarettes and maintaining our effective tobacco control programming. An 
increase in the tobacco tax is a sound public health decision. W ith an increase in the tax, we will 
prevent thousands of Alaskan youth from picking up their first cigarette.

Affects on youth consumption are projected to be

■ P ercen t decrease in youth  sm oking: approxim ately  15.0%
■ Increase  in total n u m b er o f youth alive today who will no t becom e sm okers: 9,100
■ N um ber o f youth  alive today saved from  p rem a tu re  sm oking-caused death : 2,900

Creating barriers to youth smoking is good for public health. Smoking is a pediatric disease. 
Adults do not start smoking, children do. Virtually all today’s smokers started before they were 
19 years old. Effectively run tobacco control programs can help these adult smokers quit, but we 
need to stem the tide o f future smokers. The future smokers of Alaska are our children. This 
tobacco tax increase will save thousands of lives and aid in the further decline of the number of 
kids who smoke in Alaska today.

In behalf o f the Alaska Tobacco Control Alliance and its 200 members around the state, I urge 
you to pass these bills and give Alaska a powerful tool in the battle against youth smoking.

Sincerely,

A TCA  C h air



For more information, see the Campaign fact sheets — including Raising State Tobacco Taxes 
Always Reduces Tobacco Use (& Always Increases State Revenues) -  at 
http://lobaccofreekids.ore/reseaich/fnctsheets/index.php?CategoryID=l 8 and 
http://lobaccorreekids.org/reports/prices.

http://lobaccofreekids.ore/reseaich/fnctsheets/index.php?CategoryID=l
http://lobaccorreekids.org/reports/prices


A r n e

Learn and LiveM
March 21, 2004 

Dear Committee Chairs:

The American Heart Association is pleased to provide this letter o f  support for HB 538 and SB 
368, legislation that would increase A laska’s cigarette tax by $1.00 per pack and increase the 
excise tax levied on other tobacco products by 33%.

The American Heart Association strongly supports significant increases in tobacco taxes because 
research from around the country has demonstrated time and again that as cigarettes get more 
expensive, fewer children start to smoke and adults are more likely to quit. As virtually all 
smokers become addicted before age 19, fewer children starting to smoke will have significant 
future public health benefits in Alaska. Smoking remains the leading preventable cause o f 
cardiovascular disease, and it is also the leading preventable cause o f  death in Alaska, 
responsible for one out o f every five deaths in our state. A lthough Alaska has had tremendous 
success in reducing youth smoking, we must strive to continue this exciting trend by raising the 
cost o f cigarettes and maintaining our effective tobacco control programming.

Ever)' state that has significantly increased its tobacco tax has enjoyed substantial increases in 
revenue while also reducing smoking rates. While Alaska will still not have the highest tax in 
the nation, the proposed increases will go a long way toward saving lives and generating 
revenue. Not only will the proposed taxes generate over $35 million each year, but as increased 
prices translate into fewer people smoking, it will also eventually help decrease the more than 
$130 million that Alaska spends each year on health care expenditures directly related to 
tobacco.

Very rarely do revenue measures and public health messages overlap so significantly. The 
American Heart Association asks for your support o f  this im portant piece o f legislation -  your 
commitment to increase the tobacco tax will help save thousands o f  Alaskan lives.

Thank you,

Jennifer App
Alaska Advocacy Director 
American Heart Association
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S e n a to r  C on  B unde, C hair 
S e n a te  L abor an d  C o m m erce  C om m ittee 
S ta te  Capitol, R oom  506 
J u n e a u , AK 99801 -1 1 8 2

March 22, 2004

D ear C hairm an  B unde:

T he  A m erican  C a n c e r  S ocie ty  is p le a se d  to  su p p o rt SB  368 , which in c re a s e s  th e  s ta te ’s  
to b a c c o  tax. T he  Socie ty  reco g n izes  to b a cco  ta x e s  a s  o n e  of the  m ost effective w ays to  
re d u c e  youth  sm oking  an d  s a v e  lives. W e h av e  s e e n  e v id en ce  of th is fact a c ro s s  th e  
nation  a s  well a s  h e re  in A laska. T h ere  is no longer an y  do u b t tha t to b a c c o  ta x e s  a re  a 
p roven  m e a n s  to  red u ce  to b a c c o  u s e  and  s a v e  lives.

T he  m ission  of th e  A m erican  C a n c e r  Socie ty  is to  e lim inate  c a n c e r  a s  a  m ajor health  
p rob lem  by p reven ting  c a n c e r , sav ing  lives, and  dim inishing suffering from can c e r. W e 
a lso  reco g n ize  th e  d e v as ta tin g  im pact of c a n c e r  on A lask an s . C a n c e r  is curien tly  th e  
s e c o n d  lead ing  c a u s e  of d e a th  for all A lask an s an d  th e  lead ing  c a u s e  of d ea th  for 
A laska N atives. R e se a rc h  sh o w s  tha t one-third of all c a n c e rs  a re  to b a cco -re la ted  and  
a lm o st all to b a c c o -u se rs  first b eco m e  add ic ted  a s  children. By increasing  th e  s ta te ’s 
to b a c c o  tax, with its know n correlation to  reducing  youth  sm oking, w e a re  taking a  
critical s te p  in s tem m in g  th e  tide of rising hea lth  c a re  c o s ts  to th e  s ta te  an d  n e e d le s s  
d e a th  an d  disability in ou r com m unities.

T he  A m erican  C a n c e r  S ocie ty  u rg es  the  leg islatu re to a d o p t this critical public health  
m e a su re  to  sa v e  lives an d  p ro tec t the  health  of our children.

S incerely ,

Emily E. N enon  
A laska A dvocacy  M an ag er

1057 W est F irew eed  L ane, Suite 204  • A n ch o rag e , AK • 99503  
(907) 2 7 7 -8 6 9 6  • (800) 478 -9355  • Fax  (907) 263-2073



A l a s k a  N a t i v e  H e a l t h  B o a r d

3 7 0 0  W o o d la n d  Drive, S u ite  5 0 0  P h o n e : (907) 5 6 2 -6 0 0 6  
A n c h o ra g e , A la sk a  9 9 5 1 7  FAX: (907) 5 6 3 -2001

March 22, 2004

The Honorable Senator Con Bunde 
Senate Labor and Commerce Committee 
A laska S late Legislature 
State Capitol 
Juneau , AK 99801

Dear Chairman Buride,

The A laska Native Health Board supports the Governor’s proposal to increase the tobacco tax by $1.00 
per pack and urges you to pass SB 368 out of the Senate Labor & Commerce Committee.

Health care expenditures directly related to smoking cost A laskans $132 million dollars per year. Our 
current tax covers only half of those costs . From an economic perspective the decision is simple - raise 
the tax. But the is sue  at hand is not just an economic one, it's about the well being of Alaskans.
It’s about protecting kids and saving lives.
We made great str ides toward protecting our youth from the haza rds of smoking when we increased the 
tobacco tax in 1997. Since that time, we have reduced the number of kids who smoke by nearly half. But 
we still have a lot of work to do. In rural Alaska, for example, we have an excess ive ly  high prevalence of 
both youth and adult smoking rates. The best thing we can do to change this statistic is to help prevent 
kids from ever picking up that first cigarette - increasing the cost of smoking is an effective tool to prevent 
youth initiation.

Among all age groups, tobacco consumption is the leading cau se  of preventable death. Though we have 
made progress in decreasing tobacco consumption in Alaska, increasing tobacco taxes is a proven way 
to further reduce tobacco consumption among people who a lready smoke.

We recognize that a tobacco tax alone won't stop the devastation ca u se d  by tobacco use in Alaska. The 
A laska Native Health Board is a lso working on other measures such  as local smokefree workplace 
policies, community education, and prevention strateg ies to help reduce the destruction caused  by 
tobacco. An increase in A laska's tobacco tax will go a long way lo enhancing our efforts and the efforts ol 
many other health organizations across the state with the goal of reducing death and d isea se  caused  by 
tobacco.

Protect Kids. Save lives. Support a $1.00 a pack tobacco tax increase.
Best regards,

Kattaryna Stiles 
Tobacco Policy Coordinator

ALEUT IAN/PRIBILOF ISLANDS ASSOCIATION 
ARCTIC SLOPE NATIVE ASSOCIATION 

BRISTOL BAY AREA HEALTH CORPORATION 
CHUGACHMIUT 

COPPER HIVER NATIVE ASSOCIATION 
EASTERN ALEUTIAN TRIBES 

KETCHIKAN INDIAN COMMUNITY 
VALDEZ NATIVE TRIBE

MANilLAO ASSOCIATION NORTON SOUND HEALTH CORPORATION
METLAKATLA INDIAN COMMUNITY SELDOVIA VILLAGE TRIBE
MT. SANFORD TRIBAL CONSORTIUM SOUTH CENTRAL FOUNDATION

NATIVE VILLAGE OF EKLUTNA SOUTHEAST ALASKA REGIONAL HEALTH CONSORTIUM
NATIVE VILLAGE OF TYONEK TANANA CHIEFS CONFERENCE

NlNILCHIK TRADITIONAL COUNCIL YUKON-KUSKOKWIM HEALTH CORPORATION
KODIAK AREA NATIVE ASSOCIATION NORTH SLOPE BOROUGH
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March 22, 2004

Senator Con Bunde 
Chair, Senate Labor & Commerce 
State Capitol 
Juneau, A laska 9981 I

Re- HB 538 and SB 36S - Increasing the State Tobacco Tax 

Dear Chairman Bunde:

The American Lung Association o f  A laska is pleased to support the above 
referenced bil ls . These measures represent a w in, w in, win solution for 
Alaska that reduces smoking, raises much-needed revenue and has strong 
support from voters. I t ’s no wonder 33 states have increased cigarette taxes 
since January 1, 2002.

Studies show that higher cigarette taxes are one o f  the most effective ways to 
reduce smoking among both youth and adults. A Department o f  Revenue 
Study shows A laska's tobacco consumption dropped substantia l ly in response 
to (he 1997 tobacco price increase. Among younger children the report 
estimated a 30 percent reduction in smoking. The 1997 tax, as pan o f  a 
comprehensive tobacco control program has contributed to the 50 percent 
reduction in high school smolcing rates since 1995.

At the same lime the 1997 tobacco tax increase generated approximately 30 
mill ion per year in new state revenue. The 2004 tax would generate 
approximately 36 m il l ion per year in new unrestricted revenue.

There is strong public support for substantia l ly increased state lobacco i?.xes 
A recent poll completed for Alaskans fo r Tubucco-Free Kids by QEV Analyr 
ICS shows 67 percent support among A laskan voters for a S1.00 per pack 
increase in tobacco taxes.

Despite the great progress, tobacco remains the leading cause o f  preventable 
death in A laska while costing the state hundreds o f  m il l ions o f dollars in 
increased health care costs and lost worker product iv ity . These are large 
"hidden costs” presently borne by the general non-smoking public and 
private businesses.

Tobacco use in Alaska costs the general pub lic approximately S6.38 per 
pack. Increasing the state tobacco tax to $2 per pack would only recoup a 
small portion o f  these costs.

This measure would save thousands o f  A laska lives , reduce health care costs 
and generated much needed revenue. A ll measures o f  success the American 
Lung  A ssociation o f  A la ska  can en thusiastica lly  support.

Sincerely,

Christie Garbe, CEO
American Lung Association o f  Alaska

http://www.aklung.org
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March 24,2004

The Honorable Con Bunde, Chair 
Senate Labor and Commerce Committee 
Alaska Capitol, Room 506 
Juneau, Alaska 99801-11S2

RE: SB 368 (Governor Murkovvski)—Support

Dear Chair Bunde:

On behalf o f  the AARP members in Alaska, w e ask that you and your colleagues on the 
Senate Labor and Commerce Committee support SB 368, the proposal by  Governor 
Murkowski to increase the tobacco tax for cigarettes and other tobacco products.

As the Governor’s transmittal letter clearly points out, the cost o f  smoking-related 
illnesses to the Alaska state budget far outweighs the revenue from the current taxes. 
Indeed, the tax increase proposed in SB 368 will still fall far below government costs.

Tobacco companies will argue that tobacco taxes are regressive because they take e 
higher percentage o f  income from low-income people. It is AARP’s position that 
increased tobacco taxes that discourage consumption o f  harmful commodities serve a 
useful social purpose. In addition, tlie funds brought in from tobacco taxes are less 
regressive if  they are used to finance programs such as health care for those with low 
incomes, e.g., Medicaid.

.AARP recently sent a copy o f  a survey o f Alaskans over age 1S to you and your 
colleagues in tlie Legislature. Although we asked about a 50 cents per pack increase in 
our survey, admittedly below the Governor’s S I.00 per pack increase, 56% strongly 
supported it and another 15% somewhat supported the tax increase. Other AARP 
research indicates that the public overall docs object less to tobacco taxes because they 
are a tax that can be avoided

W e encourage an appropriate amount o f the new revenue from this tax increase be 
applied to smoking-ccssation programs. As the Governor points out, Alaska Native 
adults and high school students are much more likely to use tobacco than non-Natives. 
AARP recommends special targeted cessation efforts in our Native community, 
particularly for Native youth.

W e are aware that, if  tlie tax partnered with cessation programming is successful, this will 
be a diminishing revenue stream. Unfortunately tobacco tax increases will not provide a

3e01 C Street, Suite 1420 I Anchorage, AK 59503 1907-341-2277 1907-341-2270 tax 11-877-434-7593 ITY 
.Mmei C. Parke!, President (W illiam D Novoili, Executive Director and CEO j www.aarp.org

http://www.aarp.org
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“magic pill” to make the fiscal gap disappear. .AARP still encourages you and your 
colleagues to aggressively pursue a comprehensive solution to our fiscal problems.

SB 368 does provide a part o f the solution to our fiscal problems. Even more
importantly, it provides a significant solution to at least part o f Alaska citizens’ health 
problems.

AARP recommends an “AYE” vote on SB 368.

Should you have any questions about our position, please feel free to contact Marie 
Darlin (907.586.3637), Coordinator o f tlie AARP Capital City Task Force; Patrick Luby 
(907.762.3314), AARP Legislative Representative; or me (907.245.5259).

Thank you for your consideration.

Sincerely,

Marguerite Stetson 
AARP Alaska
State Coordinator for Advocacy ..
3009Northwood Street ••• -
Anchorage, AK 99517-1871 •
907.245.5259 voice •
907.245.5279 fax >
ffrnas@atu-ora.uaf.edu

CC: Vice-Chair Ralph Seekins 
Senator Gary Stevens 
Senator Bettye Davis 
Senator Hollis French 
Governor Frank Murkowski 
Marie Darlin 
Patrick Luby

mailto:ffrnas@atu-ora.uaf.edu
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T h e  H o n o ra b le  G e n e  T h e r r i a u l t  
P r e s id e n t  o f  t h e  S e n a te  
A la s k a  S ta t e  L e g is la tu re  
S ta te  C a p ito l ,  R o o m  111 
J u n e a u ,  AIC 9 9 8 0 1 - 1 1 8 2

D e a r  P r e s id e n t  T h e r r ia u l t :
U n d e r  t h e  a u th o r i ty  o f  a r t ic le  III, s e c t io n  18 o f  th e  A la s k a  C o n s t i tu t io n ,  I 

a m  t r a n s m i t t i n g  a  bill t h a t  w o u ld  in c r e a s e  th e  c ig a r e t te  e x c ise  ta x  f ro m  five 
c e n t s  p e r  c ig a r e t t e  to  t e n  c e n t s  p e r  c ig a r e t te .  T h e  ta x  o n  “o th e r  to b a c c o  
p r o d u c t s ” s u c h  a s  s m o k e le s s  to b a c c o  w o u ld  b e  in c r e a s e d  f ro m  7 5  p e r c e n t  to  
1 0 0  p e r c e n t  o f  th e  w h o le s a le  c o s t.

T h is  b ill p ro v id e s  t h e  m u l t ip le  b e n e f i ts  o f  s a v in g  A la s k a n  liv e s , r e d u c in g  
h e a l th  r e la te d  e x p e n d i tu r e s ,  a n d  r a is in g  s t a t e  r e v e n u e .  I n c r e a s in g  th e  p r ic e  o f  
to b a c c o  is  o n e  o f  th e  m o s t  e ffec tiv e  w a y s  o f  r e d u c in g  to b a c c o  u s e ,  e s p e c ia l ly  
a m o n g  y o u t h s .  I t is  w ell s u b s t a n t i a t e d  t h a t  a s  th e  p r ic e  o f  c ig a r e t te  in c r e a s e s ,  
r a t e s  o f  s m o k in g  d e c lin e . A s y o u th s  a r e  e s p e c ia l ly  s e n s i t iv e  to  s u c h  p r ic e  
in c r e a s e s ,  w e  c a n  e x p e c t  th e  p ro p o s e d  $ 1 .0 0  p e r  p a c k  c ig a r e t te  t a x  in c r e a s e  
w ill a d d  to  t h e  5 0  p e r c e n t  d r o p  in  y o u th s  s m o k in g  r a t e s  w e  h a v e  s e e n  in  A la s k a  
s in c e  1 9 9 5 . A f u r th e r  d r o p  in  y o u th s  s m o k in g  r a t e s  o f  j u s t  15  p e r c e n t  f ro m  
c u r r e n t  le v e ls  w o u ld  t r a n s l a t e  in to  1 ,8 0 0  liv e s  s a v e d  f ro m  p r e m a tu r e  d e a t h  d u e  
to  to b a c c o  a d d ic t io n  a m o n g  A la s k a  h ig h  s c h o o l s tu d e n t s  a live  to d a y .

A m o n g  c u r r e n t  a d u l t  s m o k e r s ,  3 ,5 0 0  w ill q u i t  s m o k in g  b e c a u s e  o f  th e  
ta x , a n d  o f  th o s e ,  8 0 0  w ill b e  s a v e d  fro m  a  s m o k in g - c a u s e d  d e a th .  S m o k in g  
a m o n g  e x p e c ta n t  m o th e r s  w o u ld  a ls o  b e  r e d u c e d  s ig n if ic a n tly ,  r e s u l t in g  in  8 5 0  
b a b ie s  b e in g  s p a r e d  f ro m  e x p o s u r e  to  m a te r n a l  s m o k in g  w h ile  in  u t e r o  d u r in g  
th e  n e x t  five y e a r s .  T h e  im p a c t  o f to b a c c o  ta x e s  o n  h e a l th  is  n o t  
u n p r e c e d e n te d  in  A la s k a . W ith in  a  y e a r  o f  th e  im p le m e n ta t io n  o f  th e  $ 1 .0 0  p e r  
p a c k  c ig a r e t te  ta x  in  O c to b e r  1 9 9 7 , t l ie  n u m b e r  o f  c ig a r e t te s  c o n s u m e d  in  
A la s k a  h a d  d r o p p e d  b y  15  p e r c e n t ,  a n d  s a le s  h a v e  n o t  r e b o u n d e d  s in c e  th e n .

A la s k a  N a tiv e s  s h o u ld  p a r t ic u la r ly  s e e  th e  b e n e f i ts  fro m  r e d u c e d  
s m o k in g .  W h ile  s m o k in g  r a t e s  a r e  d e c l in in g  w ith in  th e  U .S . g e n e ra l  
p o p u la t io n ,  t h e  r a te  o f  s m o k in g  is  u n c h a n g e d  a m o n g  A la s k a  N a tiv e  a d u l t s  a n d ,  
a t  4 4  p e r c e n t ,  is  a lm o s t  d o u b le  t h a t  o f  n o n -N a tiv e s .  C u r r e n t ly ,  4 4  p e r c e n t  o f

mailto:GOVERNOR@GOV.STATE.AK.US
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A la s k a  N a tiv e  h ig h  s c h o o l s t u d e n t s  s m o k e ,  a l m o s t  fo u r  t im e s  th e  r a t e  a m o n g  
n o n -N a tiv e  s t u d e n t s .  O n e - th i r d  o f  A la s k a  N a tiv e  h ig h  s c h o o l b o y s  u s e  
s m o k e le s s  to b a c c o ,  a s  d o  o n e - s ix th  o f  t h e i r  f e m a le  c o u n t e r p a r t s .  U se  o f  
s m o k e le s s  to b a c c o  a m o n g  A la s k a  N a tiv e  g ir ls  is  n in e  t im e s  h ig h e r  t h a n  th e  
n a t io n a l  r a t e .  L u n g  c a n c e r ,  th e  le a d in g  c a u s e  o f  c a n c e r  d e a t h s ,  is  in c r e a s in g  a t  
a n  a la r m in g  r a t e  a m o n g  A la s k a  N a tiv e s  o f  b o th  s e x e s .  C a r d io v a s c u la r  d is e a s e ,  
in c lu d in g  h e a r t  d i s e a s e  a n d  s t ro k e ,  i s  a ls o  l in k e d  w ith  to b a c c o  u s e ,  a n d  k il ls  
a p p ro x im a te ly  1 2 0  A la s k a  N a tiv e s  e a c h  y e a r .

In  a d d i t io n  to  th e  d e v a s ta t in g  h e a l th  im p a c ts ,  s m o k in g  is  a  f is c a l  d i s a s t e r  
fo r A la s k a . T h e  s t a t e  r e c e iv e s  n e a r ly  $ 4 7  m ill io n  in  c ig a r e t te  a n d  o th e r  to b a c c o  
p r o d u c t  ta x  r e v e n u e s ,  b u t  th i s  a m o u n t  d o e s n ’t  e v e n  b( g in  to  c o v e r  th e  
e c o n o m ic  a n d  s o c ia l  c o s t s  a s s o c ia te d  w ith  s m o k in g - r e l r  Le d  i l ln e s s e s .  T h e  
C e n te r s  fo r D is e a s e  C o n tro l  a n d  P re v e n tio n  (C D C P) e s t im a te s  t h a t  in  1 9 9 8  th e  
c o s t  fo r  d i r e c t  m e d ic a l  e x p e n s e s  a t t r i b u t e d  to  s m o k in g - r e la te d  d i s e a s e  a n d  
d e a th  in  A la s k a  w a s  n e a r ly  $ 1 3 3  m illio n . In  a d d i t io n ,  C D C P  e s t i m a t e s  A la s k a ’s  
to ta l  c o s t  o f  l o s t  p r o d u c t iv i ty  d u e  to  e a r ly  to b a c c o - r e la te d  d e a t h s  in  2 0 0 1  w a s  
$ 1 3 7  m illio n .

A la s k a  c a n  e x p e c t  to  se e  f is c a l s a v in g s  r e la t iv e ly  s o o n  fo llo w in g  
im p le m e n ta t io n  o f  th i s  p r o p o s e d  ta x . W ith in  five  y e a r s ,  th e  h e a l t h  c a r e  s a v in g s  
fro m  fe w e r s m o k in g  a f fe c te d  p r e g n a n c ie s  a n d  b i r t h s  w ill a m o u n t  to  $ 1 .6  
m illio n , a c c o r d in g  to  th e  C a m p a ig n  fo r  T o b a c c o -F re e  K id s . T h is  g ro u p  
e s t im a te s  t h a t  th e  s a v in g s  in  th e  s t a t e  f ro m  fe w e r  s m o k in g - r e la te d  h e a r t  
a t t a c k s  a n d  s t r o k e s  w ill b e  $ 1 .8  m illio n , a n d  th e  lo n g - te rm  h e a l th  c a r e  s a v in g s  
fro m  a d u l t  a n d  y o u th  s m o k in g  d e c l in e s  w ill b e  $ 1 4 6 .3  m illio n .

W h ile  s a v in g  in  m e d ic a l  a n d  lo s t - p r o d u c t iv i ty  e x p e n d i tu r e s ,  t l ie  p ro p o s e d  
ta x  w o u ld  a ls o  g e n e r a te  a n  e s t im a te d  $ 3 5 .5  m illio n  in  n e w  ta x  r e v e n u e s  fo r  tlie  
s ta t e  a n n u a l ly .  In  a d d i t io n ,  a n  e s t im a te d  $ 3 5 0 ,0 0 0  in  n e w  r e v e n u e s  w ill b e  
g e n e ra te d  fo r  th o s e  m u n ic ip a l i t i e s  in  th e  s t a t e  t h a t  levy  a  s a le s  ta x  o n  th e  r e ta i l  
p r ic e  o f  c ig a r e t t e s .

W ith  c ig a r e t t e  ta x e s  a t  $ 2 .0 0  a  p a c k ,  th e r e  w ill b e  in c e n t iv e  fo r ta x  
e v a s io n  a n d  s m u g g lin g .  T h e  n e w  to b a c c o  t a x  s t a m p ,  a s  p a s s e d  in to  la w  la s t  
y e a r ,  w ill h e lp  a d d r e s s  th i s  i s s u e  b y  s e rv in g  to  id e n tify  illeg a l c ig a r e t te s .  T o  
f u r th e r  a d v a n c e  th i s  e n f o r c e m e n t  e ffo rt, m y  p r o p o s e d  b ill a l lo w s  th e  
D e p a r tm e n t  o f  P u b lic  S a fe ty  to  se ize  a n d  d i s p o s e  o f e q u ip m e n t ,  v e h ic le s ,  
m o n e y , a n d  o th e r  a s s e t s  u s e d  in  c ig a r e t te  s m u g g l in g  a n d  ta x  e v a s io n  a c t iv i t ie s .  
T h e se  ty p e s  o f  s e iz u r e s  w ill m a k e  c ig a r e t te  s m u g g l in g  a n d  ta x  e v a s io n  le s s  
a t t r a c t iv e  a n d  p r o te c t  s t a t e  r e v e n u e s .
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G iv en  th e  h e a l th  im p a c t ,  c o s t  s a v in g s ,  a n d  r e v e n u e  to  b e  g e n e r a te d  fro m  
th e  p ro p o s e d  to b a c c o  ta x ,  I u r g e  y o u r  s u p p o r t  fo r  t h i s  le g is la t io n .

S in c e re ly  y o u r s ,

G o v e rn o r

E n c lo s u re
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NAME ^ 6  S t ;  &

Co./Dept./Title: . . Z O c f d - !  G ^  -------

Address: i<J ~ 7 ^ U  ^ 0 0  { 4 n c ( ,  9 7  Z ip :_____

Do you wish to testify?  Y e s ___ No .^X -Respond To Questions

Subject/Bill No:

Phone: ?—^-pCra^-iSu .

NAME:

Co./Dept./Title: 

Address:_______

Do you wish to testify? Yes No

Subject/Bill No:

Phone:------------

Z ip :___________

.Respond To Questions

NAME:

Co./Dept./Title: 

Address:----------

Do you wish to testify? Yes No

Subject/Bill No:

Phone:------------

Z ip :----------------

.Respond To Questions

NAME:

Co./Dept./Title: 

Address:_______

Subject/Bill No:

Phone:------------

Z ip :___________

Do you w ish to testify? Yes No .R espond To Q uestions

SEC-04
SB 368
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[a m e : b : (

Co./Dept.A'itle: C V ,W  a  -S  <s\  s  A. „ C

-------------------  Subject/Bill No: —

-------------------  Phone: C'~  SQ'JQ

Address- 1^Q>\ p \ \  T.  ̂ 1 C^v CcV\ 1 lc . \  v̂ , _______  Zip- 3~ )_____________

Do youAvish to testify? Y Yes  No X. Respond To Questions

NAME: ^  0 1 U vn r \ Subject/Bill No: ^ 6  3  k  G  

Phone: ^  & ____Co./Dept./Title: U -6/-U A-C-_____________________

A dd ress - 6 a ) - ~ T 4^  5 gO I ^ L  Z ip - C ?  I

Do you wish to testify? iL  Yes _   No  Respond To Questions

NAME:

Co./Dept./Title: 

Address:_______

Do you wish to testify? Yes No

Subject/Bill No:

P hone:-------------

Z ip :-----------------

.Respond To Questions

NAME:

Co./Dcpt./Titlc: 

Address:_______

Subject/Bill No:

Phone:-------------

Z ip :___________

Do you wish lo testify? Yes No .Respond To Questions
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s i t e :  ANCHORAGE S U B JE C T  OF M EETIN G  o r  B IL L  #

S B  3 6 8
CO M M ITTEE:  SFIN

UPDATE  # ;
DATE: 4 - 2 1 - 0 4

DO YOU WANT

P R I N T  YOUR NAM E COM M UNITY REPRESENTING/AFFILIATION TESTIFY

/  Y o r N

^ l i  Schoenberg Anchorage Goldenview MS Y-SE; 368
\ Annie Sneed Anchorage Goldenview MS Y-SB 368
.̂/Aleena Jobe Anchorage GUMS Y-SB 368

\ Ayle Stersle Anchorage Goldenview MS Y-SB 368
l/Marin Chambers Anchorage GUMS Y-SB 368
Jessica Faust Anchorage GUMS Y-SB 368
Russell Johnston Anchorage Goldenview MS Y-SB 368
^Cody Floerchinger Anchorage GUMS Y-SB 368
^^Morgane Evans-Voigt Anchorage GUMS Y-SB 368
✓'Samantha Novak Anchorage Goldenview MS Y-SB 368
' Emily Nenon Anchorage American Cancer Society Ans ? SB 368

i
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Co./Dept./Title: C I Phone: C ty —3  71

Address:, f y . Q-.3J P.Ll P j ^ . g c y ^ - _____________________  Zip:

. Do you wish to testify? A^Yes
s

No .Respond To Questions

NAME:

Co./Dept./Title: 

Address:_______

Do you wish to testify? Yes No

Subject/Bill No:

Phone:-------------

Z ip :___________

.Respond To Questions

NAME:

Co./Dept./Title: 

Address:_______

Do you wish to testify? Yes No

Subject/Bill No:

Phone:-------------

Z ip :___________

.Respond To Questions

NAME:

Co./Dept./Title: 

Address:_______

Subject/Bill No:

Phone:-------------

Z ip :___________

D o you w ish to testify? Yes No .R espond T o Q uestions

SFC-04
SB 368
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DO YOU WANT

P R I N T  Y O U R  N A M E  C O M M U N I T Y  REPRESENTING/AFFILIATION TESTIFY

Y o r N

v^ at Luby Anchorage AARP Y-SB 368
^''Michelle Toohey Anchorage American Lung Assoc of AK Y-SB 368
v'femily Nenon Anchorage American Cancer Society Y-SB 368
\/Patricia Senner Anchorage Self Y-SB 368
v'Joelle Hall Anchorage Self Y-SB 368

7-------
y Kattaryna Stiles Anchorage AK Native Health Board Y-SB 368

John Middaugh Anchorage AK Div Public Health Ans ?s SB368
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B I L L  #  S B  3 6 8

UPDATE  # ;

P R I N T  Y O U R  N A M E C O M M U N I T Y REPRESENTING/AFFILIATION

DO YOU WANT 

TESTIFY

s4oanna Bales DOR Y
Al Storey Alaska State Troopers Ans. ?’s
Jennifer App American Heart Association Y
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DATE: A p r i l  5 ,  2 0 0 4 U P D A T E  # :  1

LO YOU WANT

P R I N  T  Y O U R  N A M E  C O M M U N I T Y  REPRESENTING/AFFILIATION TESTIFY

Y o r N

Ruthamae Karr Fairbanks ATCA Y-SB368
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"An Ac* relating to the powers and duties of the Department of Transportation and  Public Facilities; relating to 
a long-range program for highway construction and m aintenance; repealing a requirem ent that public facilities 
comply with energy standards adopted  by the Department of Transportation and  Public Facilities; and 
providing for an effective date."
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Administration & Support

Sponsor
Requester

Component Commissioner's Office
Senate State Affairs
Senate Transportation

Expenditures/Revenues
Note: Amounts do not include inflation unless otherwise noted below

Component No. 

(Thousands of Dollars)

530

OPERATING EXPENDITURES FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES
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1002 Federal Receipts
1003 GF Match
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1005 GF/Program Receipts 
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Other (Specify Type-Do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2004) cost: 0 0
Mark this box (X) if funding for this bill is included in the Governor's FY 2005 budget proposal: 
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Part-time
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Alaska State Capitol 
Juneau, Alaska 99801-1182 

(907)465-4925 
Fax: (907) 465-3517 

Toll Free: 1-800-821-4925

SESSION ADDRESS:
S e n a t o r  Q a r y  S t e v e n s

A l a s k a  S t a t e  L e g i s l a t u r e

IN TE R IM  ADDRESS:
112 Mill Bay Road 

Kodiak, Alaska 99615 
(907) 486-4925 

Fax: (907) 486-5264

Sponsor S ta tem en t SB 371

(Updated April 20, 2004)

SB 371: "An Act relating to the powers and duties of the Departm ent of Transportation 
and Public Facilities; relating to a long-range program for highway construction and 
m aintenance”

SB 371, com panion legislation to HB 327, is being brought forward in cooperation with 
the DOTPF and the Attorney General’s office to clean up an obsolete statute.

In the late 1970’s the Governor wrote Executive Order No. 39 § 2 (1977) creating the 
“Alaska Transportation Council". The executive order directs the Department of 
Transportation and Public Facilities Com m issioner to consult with this council on all 
annual transportation projects. Projects were not supposed to move forward without the 
recom mendation o f the council being considered. Regrettably, subsequent governors did 
not populate the council, and it has been vacant for many years. Because the Stale may 
have unwittingly overlooked the requirement to “consider the recommendation of the 
Council” and do a cost “benefit study” for each project in the slate, it has found itself in 
litigation, delaying construction of bridges in rural Alaska and Soldotna.

The problem is straightforward. The state is not complying with this old statute, thereby 
setting a basis for litigation. To preserve our current and future projects, SB 371 will 
amend this statute and take the further step o f making it retroactive.

The other changes to the statute the bill proposes amount lo house cleaning. The changes 
reflect “Powers and Duties” that have been handed to other agencies along with practices 
that cost more than the resulting savings. And finally, the bill changes “annual" 
requirements to “periodic” which will allow the com m issioner discretion in choosing 
limes that are sensible. This will save the money spent on studies and let it be spent on 
road projects.

I urge your support of this important measure.

Sciiiitc District R 
Scnator_Gary_Stcvcns@lcRis.statc.ak.us

mailto:Scnator_Gary_Stcvcns@lcRis.statc.ak.us


LEGAL SERVICES

(907) 465-3867 or 465-2450 
FAX (907) 455-2029 
Mail Slop 3101

DIVISION OF LEGAL AND RESEARCH SERVICES 
LEGISLATIVE AFFAIRS AGENCY 

STATE OF ALASKA State Capitol 
Juneau, Alaska 99801-1182 

Deliveries to: 129 6th St., Rm. 329

M E M O R A N D U M April 8 , 2004

SUBJECT: Sectional Summary of CSSB 371(TRA), An Act relating to the 
powers and duties of the Departm ent of Transportation and Public 
Facilities; relating to a long-range program for highw ay 
construction and maintenance (W ork Order No. 23-LS1861\D)

TO: Senator Gary Stevens 
/  ttn: Doug Letch

FROM: George Utermohh 
Legislative Count*isel

You have requested a sectional summary of CSSB 371(TRA), An Act relating to the 
powers and duties of the Department of Transportation and Public Facilities; relating to a 
long-range program for highway construction and maintenance.

As a preliminary matter, note that a sectional summary o f a bill is not an authoritative 
interpretation of the bill. The bill itself is the best statem ent o f its contents.

Section 1 of the bill sets out the purpose and intent of sec. 4 of the bill to validate and 
ratify state practices in regard to state planning for transportation projects and to overrule 
the decision o f an Alaska Superior Court in Trout U nlim ited v. State. 3AN-02-09363 
Civil (2004).

Section 2 of the bill amends AS 19.10.140 to provide that the Departm ent of 
Transportation and Public Facilities may establish a continuing, long-range program for 
highway construction and maintenance. The program is to periodically project proposed 
construction and maintenance of highways for the next two years. The program  is to 
become part of the state transportation plan.

Section 3 o f the bill amends AS 44.42.020(a) to provide that the Departm ent of 
Transportation and Public Facilities shall periodically evaluate the cost, efficiency, and 
availability of alternative fuels, consider use of alternative fuel automotive vehicles, and 
to participate in jo in t ventures that would foster the availability of alternative fuels.

Section 4 of the bill amends AS 44.42.050(a) to provide that the com m issioner of 
transportation and public facilities may develop the state transportation plan in separate 
documents and in logical components. In developing the plan, the com m issioner may 
consider certain federal requirements. Upon approval of the plan, the com m issioner may



transm it the plan to the governor and the legislature. The amendments to 
AS 44.42.050(a) also repeal the requirement that the com m issioner must consider means 
and costs of im proving existing modes of transportation, state and federal subsidies, costs 
and benefits of new transportation modes and facilities, and the recommendations of the 
A laska Transportation Planning Council.

Section 5 o f the bill amends AS 44.42.050(d) to provide that the com m issioner of 
transportation and public facilities shall periodically develop a program o f projects 
planned for design and construction for a period of at least two years to im plem ent the 
state transportation plan. In developing the plans, the com m issioner may consider certain 
federal requirements. The program must include an estimate o f federal, state, and other 
funds to be received and a description, location, and itemization of estimated costs for 
each project and the total cost of all projects. The com m issioner shall forward to the 
governor for review and approval a construction program that includes the projects to be 
undertaken in the following year. The amendment to AS 44.42.050(d) also repeals the 
requirement that funds for transportation construction projects be itemized as allocations 
in the bill for the general appropriations act.

Section 6  o f the bill provides that sec. 4 of the bill is retrospective to July 1, 1977, when 
AS 44.42.050(a) was first enacted.

Section 7 of the bill provides that the bill takes effect immediately under 
AS 01.10.070(c).

Senator Gary Stevens
April 8,2004
Page 2
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Discussion on Why a Mandatory ‘Costs and Benefits’
Analysis is Not Appropriate 

Alaska Department of Transportation and Public Facilities
February 18,2004

AS 44.42.050 (a) requires the department to: “ ...consider means and costs o f  im proving 
existing modes and facilities, state and federal subsidies, and the costs and benefits o f  
new transportation modes and facilities.”

On the surface, this requirement seems both reasonable and innocuous. H ow ever, there 
are many times the department does not spend the time or money to conduct such formal 
costs and benefits analyses. The most com m on examples are in rural areas where long 
distances and a  small population base would make such efforts nonsensical— basic 
transportation elem ents are routinely needed regardless of their costs.

A recent court decision on a request for a preliminary injunction found the departm ent at 
fault for not using a benefit-cost analysis on a project linking two rural villages. I t is 
typical of many other rural projects we have undertaken, in that it provides a basic 
transportadon system, but would not benefit from  a detailed benefit-cost analysis.

Rural Alaska abounds in transportation needs that are provided as a basic public service. 
Virtually none of these would rise to a positive benefit-cost ratio because the sm all 
population base. Examples include:

Fem es and ferry terminals
Airports that meet minimum standards fo rleng 'h , width, adequate approaches, 
lighting and aprons/taxiways.
Village roads to basic community services (e.g., sewage lagoons, w ater sources, 
airports, sanitary landfills, barge landing sites).

Even in the more populated regions of Alaska m any categories of transportadon projects 
would not be expected to present a positive benefit-cost ratio. Examples o f such projects 
include:

Rail-highway grade separation projects 
Paving o f residential roads 
Landscaping and beautification 
Trails and amenities
Pollution and environmental midgadon features needed to meet legal and permit 
requirements
Transit investments (buses, bus stops)

Finally, the department often undertakes projects because a member o f the Congressional 
delegation earmarked them. Such projects do not receive the normal prior planning or
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detailed evaluation. The state has very little choice bu t to accept the project funds fo r the 
stated purpose, or to not use the funding.

Benefit and cost (B-C) analysis is a tool that is m ost often used to evaluate among and 
between different alternatives. In such cases, the tool helps to compare and contrast 
different choices in solving a transportation requirem ent. F or example, in the 
development of the Southeast Alaska Transportatii n Plan, a num ber of different B-C  
analyses were prepared to better understand vastly different types of system options. 
Even in rural A laska, the tool is used to help identify the m ost “cost-effective” solution, 
even if the costs still outweigh the benefits.

B-C analysis is a good technique and is routinely used in  some circumstances. However, 
under the current construction of the statute, and the court’s recent interpretation, every 
project undertaken m ust receive this type of analyses. F o r the reasons stated it is not 
appropriate nor a prudent use of project funds to routinely require these B-C analyses.
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Tiro Honorable Jim T-Tolni 
Co-Chair, H ouse T ransportation 
A laska S tale Legislature 
State Capitol, Room  110 
Juneau A K  99801

Dear Representative Holm:

Through the cooperative efforts o f  our respective staffs, le t m e first thank you for 
taking lead on this im portant piece o f  legislation (HB 327). \ s  y o u  know, the 
departm ent’s transportadon planning statutes are nearly  th ree  decades old, and have 
not boon updated to reflect m odern practice nor the influence o f  the federal-aid 
requirem ents that w e m ust routinely adjust to. This legislation would bring these 
statutes into com pliance with the rx tem al requirements, and  sim plify the planning 
process to ensuro wc deliver projects and not pap j  studies with, our scarce funds.

Tlie legislation also a c c o m p lic e s  som e im portant housekeeping tasks, such as bringing 
our departm ental pow ers and duties in lino w ith changes that have occurred over tim e.
To (his end, I w ould offer these comment'.:

Section 1, Pertaining to AS 44.42.020 ta)
• Paragraph (11) is m odified to m inim ize the frequency and hence the costs o f  

alternative fuels evaluations for use in state vehicles. It also is m odified to reflect 
the em ergence o f  new  alternatives fuels in addition to natural gas. W e sppport 
this m odification.

* Paragraph (13) is deleted to reflect that our agency has no t been funded to 
perform  this duly for m ore than a decade. W hether the public facilities 
responsibility rem ains at DOT& PF is still an  open question, bu t regardless o f  
that outcom e, w e support th is m odification.

♦ Paragraph (14) is deleted to reflect that our agency has no t been funded to 
perform  this duty fo r m ore than a decade. W e believe there are m any other 
standard  setting bodies for energy perform ance standards and do not th ink  this a 
valid  responsibility fo r a slate agency regardless o f  w hether the public facilities 
responsibility rem ains at DOT&PF, W c support this m odification.

♦ Paragraph (15) is deleted lo reflect the transfer o f  school construction responsibility  
to local school districts several years ago. W e support- this m odification.

WA-T34LH
i
i

i
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Section 2. Pertaining lo AS 44,42,050 (a):
\ • This section would m odify the transportation planning statute to better reflect

modern practice and clarify tiro technical requirements and timing o f  updates to 
j (he state transportation plans. W e support this section and have made som e
! specific- suggestions directly to your staff to further im provo this section,
t

I Sections 3 and 4. Pertaining to AS 46.11.900(8) and AS 46.11.010:
• Our comments above on paragraph (14) o f AS 44,42.020 (a) in Section 1 o f  bill 

i apply here too, W c support this modification.
a
I
1 W c understand that this bill w ill need our support and background information to 

ensm e it is supported by the Legislature, To this end wc are committed to m eeting in 
any venue so scheduled and offering testimony as requested. I thank your for your 
dedication to this effort and important contribution to tlie state’s transportation future.

i Sincerely,

| h /J d i
j Mike Barton
•J Commissioner
l>

; cc: Rebecca L I lultbcrg, Special Staff Assistant, Office 'of the Governor
,i John MacKinnon, Deputy Commissioner o f  Highways & Public Facilities, DOT&PF
; Jeff Ottcscn, Director, D ivision o f  Program Development, DOT&PF
• Nona W ilson, Legislative Liaison, DQT&PF
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A pril 5, 2004

The Honorable John Cowdery 
The Honorable Thomas Wagoner 
Co-Chairs, Senate Transportation Committee 
Alaska State Legislature 
Juneau, Alaska 99801-1182

Re: Senate B ill No. 371/Iliamna-Nondalton Road Improvements 

Dear Co-Chairs Cowdery and Wagoner:

Several questions were raised during last week’s hearing on SB 371 related to the Iliamna- 
Nondalton Road Improvements Project. On behalf of my client, the Lake and Peninsula Borough, I 
would like to provide your committee with additional project information. Attachment A  is a set o f 
maps to provide a better sense o f the project scope.

P ublic Safety: Attachment B contains some materials fro m  the D O T/P F  Environmental
Assessment (dated January 2000) fo r the Iliamna-Nondalton Road Improvements Project. T h is 
in fo rm ation  describes tw o fatalities each from  1988 and 1995 invo lv ing  snowmacnine riders 
drow ning after going th rough  the ice near N ondalton. I 'v e  also included additional material 
from  this document describing several near drownings, includ ing  tirst-hand reports from 
individuals.

The need fo r transpo rta tion  im provem ents to address a p ub lic  safety problem  should not 
depend on how m any fatalities have occurred. Evidence fro m  the pub lic  record demonstrates 
there is a real pub lic  safety concern w ith  the current method o f surface access, mostly related 
to w inter crossings o f the r ive r o r lake. DOT/PF's analysis also concludes that "the opportunities 
and likelihood o f serious injuries and accidental deaths resulting from  air travel between Nondalton 
and Iliamna/Newhalen w ill be lessened" by the project.

D Q T/P F Planning R equirem ents: You heard discussion about the current statutory requirement 
for DOT/PF to consider the costs and benefits o f a planned transportation improvement. In my 
opinion, die statute in question (AS 44.42.050(a)) does not require a strict economic evaluation, nor 
docs it require a positive cost/benefit result to proceed with a particular project.

I worked for the department for nearly fourteen years between 1976 and 1991, including four years 
as commissioner during the Cowper administration. Starting at least in the 1980’s and continuing 
to the present, the department has used a comprehensive project evaluation system to develop the 
Statewide Transportation Improvement Program (STIP). This process typically looks at a wide 
range of direct and indirect costs and benefits, including project costs, annual state maintenance 
costs, long-term economic benefits, environmental issues, public safety benefits, and health and 
quality o f life impacts. Many o f these consideration can be quantified, while other elements are 
less tangible but should be (and have been) part o f the department’s project evaluation process.



Attachment C is a copy o f DOT/PF's 1995 “ Remote Roads and Trails Evaluation Process Standards 
and Scoring Criteria.”  These criteria governed the evaluation process for the Iliamna-Nondalton 
Road Improvements Project at the time o f its initial evaluation and inclusion in the federal STIP. A 
key fact to note is that most rural projects did not qualify for the federal-aid program prior to a 
change in law in the early 1990’s. The p ro jec t scored a to ta l o f 110 5 points, m aking  it the 
seventh highest scored pro ject in  its category during  that planning cycle.

P roject Benefits: Attachment D  is a letter I  prepared in 1997 providing comments on the project 
during the environmental scoping process. It  includes a detailed list o f the following benefits:

■ Local transportation w ill be safer and more reliable.
■ Transportation costs w ill be reduced significantly.
* Tne communities in the region w ill experience reduced costs to provide essential services.
• Environmental benefits w ill be gaineu.
■ Residents o f all three communities w ill see an improved quality o f life  and more economic

L itigation  H is to ry : Attachment E is a 1996 letter to the Federal Highway Administration from the 
attorney representing the principal party pursuing the lawsuit on this project. Please note the 
statement in the first paragraph.

“ M y client has authorized me, and is in the course o f seeking and authorizing other 
attorneys, to oppose the pro ject bv any and all means, including to litigate to b lock the 
project.”  (Emphasis added)

W hile I ’ ll refrain from  speculation about the real motivation..behind these actions, I  am not 
convinced that the litiga tion  is based on a desire to ensure tha t p roper public policy govern 
the expenditure o f the State’s federal transportation dollars.

Please let me know i f  you have questions or want additional information. I urge prompt action and 
your support for SB 371.

opportunity.

Sincerely,

M ark S. Hickey 
President

Attachments

cc. The Honorable Gary Stevens, Alaska State Senate
The Honorable Dan Ogg, Alaska State House o f Representatives 
Jeff Currier, Borough Manager, Lake &  Peninsula Borough
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