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FISCAL NOTE
FN# 3

STATE OF ALASKA
2004 LEGISLATIVE SESSION

HILL NO. SB 1001

ANAt YSIB CONTINUATION
Analysis Continued:

tobacco on Alaskans, evaluate existing program activities, assess "Best Practices Guidelines" from the
National Centers for Disease Control and Prevention, and identify new opportunities to target prevention
programs. Working together, the ATCA and Tobacco Control Program staff develops detailed
recommendations to the Director, ADPH and Commissioner, Department of Health and Social Services
for allocating appropriated resources.

If the legislature passes the proposed tobacco excise tax increase and authorizes 8.9 percent of annual
proceeds to be deposited to the Tobacco Use Education and Cessation Fund, then the program will be
able to significantly increase prevention program activities. To do so, the Tobacco Control Program staff
will meet with our colleagues of the Alaska Tobacco Control Alliance to plan for ramping up the
program beginning in FY06. We propose maintaining program spending in FY05 at the currently
authorized level of 54,669,200. This will allow the program 'o achieve a positive cash flow situation in
FYO5 with adequate funding to carry forward in FY06 to assure a continued positive cash How.

We propose a FY06 and FYO7 budget at a level of 57,500,000 with an annual carry forward of
52.600.000. This level of funding will protect the program from negative cash flow. This will bring us
closer to, the Center for Disease Control's Best Practices minimum recommended expenditure level of
58.100.000. Actual revenues and expenditures will be monitored to possibly allow for increased
program funding to this recommended level in FY08 or beyond.

Sec attachments A-E.
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Tobacco Use, Education and Cessation Fund Cash Flow Without Tobacco Tax

FYO5 July
Projected Carryforward of Revonuo from FY04 397.0
Dept of Law Estimated Tobacco Settlement

Doposit to Tobacco Educ/Cess Fund *

Projected Monthly Expenditures ** 531.0
Cash Balanco In Tobacco Fund w/out Tax *** (134.0)
FY06 July
Projected Carryforward from FY05 155.8
Dept of Law Estimated Tobacco Settlement

Deposit to Tobacco Educ/Cess Fund *

Projected Monthly Expenditures ** 427.5
Cash Balance In Tobacco Fund w/out Tax ***  (271.7)
FYO7 July
Projected Carryforward from FY06 (0.0)
Dept of Law Estimated Tobacco Settlement

Deposit to Tobacco Educ/Cess Fund *

Projected Monthly Expenditures ** 40d.3
Cash Balanco in Tobacco Fund w/out Tax *** (409.3)

Aug

257.2

(391.2)

Aug

207.1

(478.7)

Aug

198.2

(607.5)

Sept Oct Nov Doc Jan Feb Mar

257.2 689.4 235.4 235.4 627.0 235.4 235.4

(648.4) (1,337.8) (1.573.2, (1,808.6) (2,435.6) (2,671.0) (2.906.4)

Sept Oct Nov Dec Jan Feb Mar

207.1 555.0 189.5 189.5 504.8 189.5 189.5

(685.8) (1.240.8) (1.430.3) (1.619.8) (2.124.5) (2.314.0) (2.503.5)

Sept Oct Nov Dec Jan Feb Mar

198.2 531.3 181.4 181.4 483.2 181.4 181.4

(805.7) (1.337.0) (1.518.5) (1,699.9) (2.183.1) (2,364.6) (2.546.0)

April

4,300.0

622.0

771.6

April

3,500.0

500.7

495.7

April

3,500.0

479.4

474.6

FN 1/3, SB 1001, Pg. 4 ol 9

May

302.9

468.7

May

243.8

251.9

May

233.5

241.2

Juno FYO05 Total
397.0
4,300.0
312.9 4,541.2
155.8
June FY06 Total
155.8
3,500.0
251.9 3,655.8
(0.0)
Juno FYO07 Total
(0.0)
3,500.0
241.2 3,500.0
(0.0)

* Dept of Law revenuo estimate based on tho National Association of Attorneys General estimate for Alaska's Master Settlement Revenues. The official Dept of Rovenuo forecast for FY05

is S4.4 million.

*e Projected Monthly Expenditures based on normal cash flow for grants/contracls/staff costs. FYO5 total expenditures basod on current program management plan. FY06 & FYOQ7 total
expondituros equal to total revonuo projected for year. These projections also assume that Tobacco Educ/Cess Funding for Community Health Grants (S500.0 in FYO05) is switched lo GF
in FY06 budget, leaving all Tobacco Funds in direct support of tho Tobacco Program.

**e No paymonts can bo mado from tho Tobccco Use, Education and Cessation Fund whon lliore is zero or nognlivo cash balance. When a negative balance is shown nbovn, anothor
source of funding must bo utilized until a revonuo doposit is mado into tho Tobacco Educ/Coss Fund. This would likely delay the scheduled monthly oxpendituros and possibly impact tho

total oxpondituro level in tho Tobacco Control Program

Proparod by DHSS/Budgot

Attachment A

6/18/04



Tobacco Use. Education and Cessation Fund Cash Flow With Proposed Tobncco Tax Receipts FN #3, SB 1001, pg. 5 of 9

FYOS5 July Aug Sept Oct Nov Doc Jan Fob Mar April May June FYOS Total

Projected Carryforward of Revenue from FY04 397.0 397.0

Dopt of Lew Estimatod Tobncco Settlement Deposit
to Tobacco Educ/Coss Fund " 4.300.0 4.300.0

Projoctod Cigarotto Tax Doposits to Tobacco

Educ/Coss Fund” 379.2 377.1 3415 207.3 300.5 293.7 329.7 293.3 2.582.3
Total Monthly Tobacco Educ/Coss Fund Revenue 397.0 0.0 0.0 0.0 379.2 377.1 3415 267.3 300.5 4,593.7 329.7 293.3 7,279.3
Projoctod Monthly Expenditures ** 546.0 204.4 264.4 708.8 2420 242.0 644.7 242.0 242.0 639.5 311.4 321.7 4,669.2
Cash Balanco In Tobacco Fund with Tax (149.0) (4)3.4) (677.9) (1.38C.7) (1.249.5) (1,114.5) (1.417.61 (1,392.4) (1,333.9) 2.620.3 2,638.5 2.610.1

FYO6 July Aug So,it Oct Nov Doc Jan Feb Mar Apnl May June FYO6 Total
Projected Carryforward (rom FYO5 2.610.1 2,610.1

Dept of Law Estimatod Tobacco Settlement Deposit
to Tobacco Educ/Cess Fund * 3.500.0 3.500.0

Projoctod Cigarotto Tax Deposits to Tobacco

Educ/Coss Fund” 2866 348.9 374.3 407.9 3792 377.1 341.5 267.3 300.5 293.7 329.7 293.3 4.000.0
Total Monthly Tobacco Educ/Coss Fund Revonuo 2,896.7 348.9 374.3 407.9 3792 377.1 341.5 267.3 300.5 3.793.7 329.7 293.3 10,110.1
Prolectod Monthly Expenditures 877.6 425.1 425.1 1,139.3 389.0 389.0 1,036.2 389.0 389.0 1.028.0 500.6 517.1 7.505.1
Cash Balance In Tobacco Fund with Tax 2.019.1 1.943.0 1.892.2 1,160.7 1,150.9 1,139.0 4443 322.5 234.0 2,999.7 2,828.8 2,605.0

FYO7 July Aug Sopl Ocl Nov Doc Jan Feb Mar Apnl May Juno FYC7 Total
Projoctod Carryforward from Ft'06 2.605.0 2,6050

Deptof Law Estimatod Tobacco Settlement Deposit
to Tobacco Educ/Coss Fund * 3,500.0 3.5000

Projoctod Cigarotto Tax Deposits to Tobacco

Educ/Cess Fund” 286 6 3489 374 3 407.9 379.2 377.1 341 5 2G7.3 3005 2937 329.7 »93 3 1.0000
Total Monthly Tobacco Educ/Cess Fund Revenue 2.891.6 348.9 374.3 407.9 379.2 377.1 3415 267.3 300.5 3,793.7 329.7 293.3 10.1050
Projoctod Monthly Expenditures *” 877.6 425.1 425.1 1.139.3 3890 3890 1.0362 3B9 0 389.0 1.027.9 500 6 £17.1 7,505.0
Cash Balance In Tobacco Fund with Tax **** 2.014.0 1.937.9 1.887.1 1,155.7 1,145.9 1,133.9 439.2 317.5 i.x.8.9 2.994.7 2,823.8 2.' 00.0

' DoptoflLaw lovonuo estimate based on the National Association of Attorneys General estimate for Alaska's Master Settlement Revenues. The official Dept of Rovonuo fcrecast for FY05 is

$4 4 million.
‘e Cigarolte Tax Doposits basod on Dept of Revenue estimate with 2 month lag nttor effective dale of tax bill before first doposit mado to Tobacco Educ/Cess Fund.

Protected Monthly Expenditures based on normal cash flow for orants/contracts/staff costs. FY05 total expenditures basod on total authorised by Legislature FY06 A F .'07 total
expenditures assuino a cash balanco In tho Fund at tho ond of tho fiscal year sufficient to maintain positive cash flow in die Tobacco Educ/Coss Fund until tho Master Settlement doposit tho
following Apnl. Those projections also assumo thul Tobacco Educ/Cess Funding tor Community Health Grants (S500.0 In FY05) IS switched to GF in FY0O6 Ur.jet, loaving ill Tobacco Funds

in direct support of tho Tobacco Program.

This projection doos not sliow expenditures equal to the CDC recommended minimum Tobacco Prevention ond Control Program ot $8 1 million for Alaska. However, If oxp nston of tho
Tobacco Program In FY 06 is slower than projected, this would rosult In additional carryforward (in excess ofJ2.6 mil'on os xtmwn). which cnukl potentially allow for UiCioasod program

expenditures In futuro years

No payments can bo made from the Tobacco Uso, Education and Cessation Fund when there Is ZCtO or negallvo cash balanco When Nnegative balance Is shown above In FY05

another source ol funding must bo utiltrod until n rc venuo deposit Is made Into the Tobacco Educ/Coss Fund

Prepared by DHSS/Oudgot Attachment D 6/21/04



Proposed FY06-07 Tobacco Education/Cessation Fund Budgets/Revenues with Tobacco Tax

FN #3, SB 1001, pg. 6 0l 9

Tobacco Use,

Education and

Cessation Fund
FY2005 Conference Committee Tobacco Educ/Cess Fund Budget:

Public Health: Tobacco Prevention and Control 3,315.3
Public Health: Epidemiology 242.7
Public Health: Community Health Grants 500.0
Behavioral Health: Behavioral Health Admin (Enforcement) 611.2

Total FY2005 Budget 4,669.2

FY2005 Revenues:

Dept of Law revenue estimate from Nat'| Assoc of Attorneys General 4,300.0
Carryforward of FY04 Revenue 397.0
Cigarette Tax Deposits lo Tobacco Fund (Estimated to be Rcvd by June 30. 2005) 2,582.3
Total Estimated FY2005 Revenue 7,279.3

Net Revenue Available to Carryforward to FY06 2,610.1

* Dept of Revenue Spring 2004 Revenue Forecast is S4.4 million. Dept of Law reports that the National Assoc of
Attorneys General that administer the settlement are forecasting a decrease in revenues in FY05-06.

Tobacco Use,

Education and

Cessation Fund
FY2006 Proposed Tobacco EduclCess Fund Budget: **

Public Health: Tobacco Prevention and Control (current funding) 3,315.3

Public Health: Tobacco Prevention and Control
(net effect of decrease in Master Settlement revenue) ** (670.3)
Public Health: Tobacco Prevention and Control (proposed increase) 4,000.0
Public Health: Epidemiology 245.0
Behavioral Health: Behavioral Health Admin (Enforcement) 615.0
Total Proposed FY2006 Budget 7,505.0

FY2006 Revenues

Dept of Law Revenue Estimate from Nat'l| Assoc of Attorneys General 3.500.0
Carryforward of FYO5 Revenue 2.610.1
Cigarette Tax Deposits to Tobacco Fund (Estimated to be Rcvd 7/1/05-6/30/06) 4,000.0
Total Estimated FY2006 Revenue 10,110.1

Net Revenue Available to Carryforward to FYO7 2,605.1

Prepared by DHSS/Budget Attachment C 6/17/2004



* EY06 and FYO7 Proposed Budgets are based on eliminating Tobacco Educ/Cess funding from the Community

Health Grants component by replacing that source with General Funds ($500.0).

*** The latest revenue estimates from the Nat'l Assoc of Attorneys General forecast a decrease in Tobacco
Settlement revenue. This decrease in expenditure authority keeps the DHSS program in balance with the total

revenue anticipated.)

FY2007 Proposed Tobacco EduclCess Fund Budget: **
Public Health: Tobacco Prevention and Control (current funding)
Public cdllh: Tobacco Prevention and Control

(net effect of decrease in Master Settlement revenue) ***
Public Health: Tobacco Prevention and Control (proposed FY06 Tobacco Tax increase)
Public Health: Epidemiology
Behavioral Health: Behavioral Health Admin (Enforcement)

Total Proposed FY2007 Budget

FY2007Revenues
Dept of Law Revenue Estimate from Nat'| Assoc of Attorneys General
Carryforward of FY06 Revenue
Cigarette Tax Deposits to Tobacco Fund (Estimated to be Rcvd 7/1/06-6/30/07)
Total Estimated FY2006 Revenue

Net Revenue Available to Carryforward to FY08

Tobacco Use,
Education and
Cessation Fund

3,315.3

(670.3)
4,000.0
245.0
615.0
7,505.0

3,500.0
2,605.1
4,000.0
10,105.1

2,600.1

* FY06 and FYO7 Proposed Budgets are based on eliminating Tobacco Educ/Cess funding from the Community

Health Grants component by replacing that source with General Funds ($500.0).

*** The latest revenue estimates from the Nat'l Assoc of Attorneys General forecast a decrease in Tobacco
Settlement revenue. This decrease in expenditure authority keeps the DHSS program in balance with the total

revenue anticipated.)

Prepared by DHSS/Budget Attachment C
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Tobacco Revenue Cash Flow 2005-06

Assumes no State Increase in Tobacco Taxes

FN#3. SB 1001, pg. 8 of 9

FY 05 FY 06
$4,541.2 $3,655.8
Management Plan Management Plan



Tobacco Revenue Cash Flow 2005-07 FtrmsBioat.pgoag
with State Increase in Tobacco Tax



Additional Backup is
contained In the
binders provided by
the Governor under
HB 1001



June 22, 2004

The Honorable Pete Kott

Speaker of the House of Representatives
716 W. 4thAve.

Anchorage, AK 99501

Dear Speaker Kott:

The American Cancer Society strongly supports the governor’'s call to pass a full and
immediate one-dollar per pack increase in Alaska's cigarette tax, along with an
accompanying increase in the non-cigarette tobacco product tax, during the special
session.

The Society recognizes tobacco taxes as one of the most effective ways to reduce
youth smoking and save lives. We have seen evidence of this fact across the nation as
well as here in Alaska. There is no longer any doubt that tobacco taxes are a proven
means to reduce tobacco use and save lives. Now is the time to act on this crucial
policy issue.

The mission of the American ‘'ancer Society is to eliminate cancer as a major health
problem by preventing cancer, saving lives, and diminishing suffering from cancer. We
clearly recognize the devastating impact of cancer on Alaskans. Cancer is currently the
second leading cause of death for all Alaskans and the leading cause of death for
Alaska Natives. Research shows that one-third of all cancers are tobacco-related and
almost all tobacco-users first become addicted as children. By increasing the state’s
tobacco tax, with its known correlation to reducing youth smoking, we are taking a
critical step in stemming the tide of rising health care costs to the state and needless
death and disability in our communities.

The American Cancer Society urges the legislature to adopt this critical public health
measure as soon as possible to save lives and protect the health of our children.

Sincerely,

Emily E. Nenon
Alaska Advocacy Manager

1057 West Fireweed Lane, Suite 204 « Anchorage, AK « 99503
(907) 277-8696 - (800) 478-9355 « Fax (907) 263-2073
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AMERICAN LUNG
ASSOCIATION’

ofAlasa

Board of Directors

President
Joanne Maau
ConocoPhillips

President-Elect

Vivian A Cchavarria

Alaska Native Tribal Health Consortium

Alaska Native Medical Cen er

Vice President

Kathy Anderson

Pescatore Systems international
Secretary/Treasurer

Greg French

Altman. Rogers & Company
Past President

Cavid A Lsner

First National Bank Alaska

Members at Large
SeiBod
Prudential Jack \WHItE Real Estate
Dr. Jody Butro, VD
Anchorage Pediatric Group
Ken Flynn
Walsh Sheppard Flynn
Dave MoCdliister
BP Exploroiion (AlaskaJ Inc
Carol Smith
KuumboTrairung & Monogimem
Consulting
Dave Smith
University o f Alaska Anchorige
Jermifer Sith
Seattie Mortgege

(907) 276-LUNG
[-800-LUNGUSA

SOOW. Int'TAirport Rd.nA
Anchorage, Alaska 99518-1105
wvvwakljng.org

Fax: (907) S65-S587

June 22, 2004

Representative Pete Kott
State Capitol, Room 208
Juneau, AK 99801-1182

Fax: 907-465-2819
Re: Increasing the State Tobacco Tax
Dear Representative Kott:

The American Lung Association of Alaska Is pleased to support
Governor Murkowski's bill to raise Alaska's Tobacco Tax. This
measure represents a win, win, win solution for Alaska than

reduces smoking, raises much-needed revenue and has strong

support from voters.

Studies show that higher cigarette taxes are one of the most
effective ways to reduce smoking among both youth and
adults. A Department of Revenue study shows Alaska's tobacco
consumption dropped substantially in response to the 1997
tobacco price increase. Among younger children the report
estimated a 30 percent reduction in smoking.

At the same time the 1997 tobacco tax increase generated
approximately 30 million per year in new state revenue. The 2004
$1 tax increase would generate approximately 36 million
per year.

There is strong public support for substantially increased state
tobacco taxes. Arecent poll completed for Alaskans for Tobacco-
Free Kids shows 67 percent support among Alaskan voters for a
s1.00 per pack increase in tobacco taxes.

The tobacco tax increase would save thousands of Alaska
lives, reduce health care costs and generate much needed
revenue. Al measures of success the American Lung Association
of Alaska can enthusiastically support.

Sincerely,

Q XJcs —

Christie Garbe, CEO
American Lung Association of Alaska
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SB 1001 TOBACCO TAX; LICENSING; PENALTIES

"An Act relating to taxes on cigarettes and tobacco products, to tax stamps on cigarettes, to forfeiture of
cigarettes and of property used in the manufacture, transportation, possession, or sale of unstamped
cigarettes, to accounting for and use of part of the proceeds of the additional cigarette tax, and to licenses
and licensees under the Cigarette Tax Act; relating to unfair cigarette sales; and providing for an effective
date.”
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reported out

FISCAL NOTE JUN 0 If A

STATE OF ALASKA Fiscal Nole Number: -
2004 LEGISLATIVE SESSION Bill Version: SB 1001
(S) Publish Date: 6/22/04
Revision Dale/Time (Nole if correction): Dept. Affected: Revenue
Title Cigarette and Tobacco Products Tax Increase ;rdu Revenue Programs & Services
Component Tax Division
Sponsor Governor
Requester Rules Component No. 2476
Expenditures/Revenues (Thousands of Dollars)
Note: Amounts.do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010
Personal Services 466.1 466.1 466.1 466.1 466.1 466.1
Travel 60.0 60.0 60.0 60.0 60.0 60.0
Contractual 248.0 246.8 246.8 246.8 246.8 246.8
Supplies 6.0 6.0 6.0 6.0 6.0 6.0
Equipment 48.0 0.0 0.0 0.0 0.0 0.0

Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 828.1 778.9 778.9 778.9 778.9 778.9
CAPITAL EXPENDITURES j
CHANGE IN REVENUES ( ) 29,100.0 35.000.0 35,000.0 35.000.0 35.000.0 35,000.0 |
FUND SOURCE (Thousands ol Dollars)

1002 Federal Receipts
1003 GF Match
1004 GF 828,1 778 9 778.9 778.9 778.9 778.9
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specity Tvne-Do not abbreviate)
TOTAL 828.1 778.9 778.9 778.9 778.9 778.9

Estimate of any current year (FY2004) cost: 00
Check this box (X) if funding for this bill is included in tho Governor's FY 2005 budget proposal:

POSITIONS

Full-time 6 6 6 6 6 6
Part-time

Temporary

ANALYSIS: {Attach a separata pago it necessary)
Cigarette and Tobacco Products Tax Increase - Bill Analysis (December 24, 2003)

Bill Language: This bill will increase the cigarette tax from SL per pack of twenty cigarettes to S2 per
pack and the tobacco products tax (OTP) from 75% to 100% of the wholesale cost. This bill will also
institute a floor stock tax on existing cigarette inventories held for sale in an attempt to reduce the amount
of stockpiling of cigarettes on the effective date. In an attempt to reduce the amount of cigarette
smuggling and tax evasion, this bill will also allow lhe Department of Public Safety to seize and dispose of
equipment, vehicles, monies and other assets used in activities which violate the cigarette and tobacco
products statutes.

(cont. or page 2)

Prepared by: Johanna Bales Phono 269-6628

Oivis on Tax Division Dnlo/Timo G/15/04 9 53 AM
Approved by  Slevo Porter. Deputy Commissioner Date 6/15/2004
Agency Department of Revonuo

i«.rT*ai;7C)ooii) Page 1of _2



FISCAL NOTE #1

STATE OF ALASKA BILL NO. SB 1001
2004 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

Assumptions: The Department of Revenue (DOR) will have primary enforcement responsibility for the
cigarette and tobacco products excise tax program. However. DOR will work with the Department ol Public
Safety (DPS) and Department of Law (DOL) as part ol a task force responsible for cigarette tax stamp
enforcement in the state. DPS. at the request of DOR, will provide investigative support through a
reimbursable services agreement (RSA). The amount of this RSA has been estimated by DPS. Monies for the
RSA are included in the Contractual costs requesled in this fiscal note. This fiscal note does not include
additional costs that may be incurred by DOL as a result of this legislation. From information obtained from
other states with cigarette lax rates of S1.50 to $2.05 pur pack. DOR expects thal the increase in the lax rales
will result In a significant increase in incidents of cigarette smuggling and lax evasion.

Program Summary: DOR will conduct periodic inspections of cigarette and tobacco products licensees as
well as retailers who hold tobacco endorsements with the Department of Community and Economic
Development for unstamped cigarettes. In addition. DOR will be the primary contact for complaints from the
public and compliant retailers regarding unstamped cigarettes DOR will work with DPS and DCL to develop
cases against cigarette smugglers. Including seizing unstamped product and assets used in activities that
violate the cigarette and tobacco products statutes. DOR will prepare assessments for unstamped cigarcltes
and uniaxed cigarettes and OTP imported into the state by individuals for personal use and/or resale and work
with federal agencies to stop out-of-stale entities, specifically Internet sellers, from shipping cigarettes into the
state in violation of existing statutes.

Positions: DOR expects that it will need 6 additional positions. 1 Revenue Auditor Supvervisor Il. 2
Investigator IllI's, 1 Revenue Auditor Ill. 1 Accounting Technician Il and 1 Appeals Officer (Revenue Auditor V).
lo manage the workload of the task force, conduct investigations, prepare assessments, and wotk appeals
filed in disputes involving assessments, seized cigarettes, and seized assets These six positions, along with
the two existing investigator positions already assigned to tobacco cases, will represent DOR as part of tho
task force explained above. DOR estimates the total cost ot these additional positions to be S466.100 each
year.

Other Operating Expenditures: (1) Travel - DOR estimates it will need $60,000 for travel cosls for
investigators to conduct routine inspections of the approximate 1.600 known cigarette retail establishments
throughout the state each year. DOR estimates that each investigator will need lo conduct, at a minimum, ten
separate inspections/investigations in villages within tho state each year to insure an effective enforcement
program and respond to complaints from the public of unstamped product. (2) Contractual - Contractual costs
in tho amount ot $248,000 in the first year and $246,800 each year thcrcaftor aro primarily to fund an RSA
betweon DOR and DPS and for the lease, operation and maintenance of two vehicles to be used by
mvostigators to conduc* Inspections/investigations in the Anchorage. Mat-Su and Kenai Peninsula areas of tho
state where most cigarotto retail establishments arc located. Invostigators must bo ablo to rospond to
complaints of unstamped product quickly and perform unscheduled inspection”, of retail ef.tnblishments on an
ongoing basis. Conlractual costs also includo loasmg olfico space and providing phono service for 6 additional
employees and renting storago facilities lor soized cigarettes and other assets. (3) Supplies * DOR estimates
$1,000 per each FTE each year (a total of S6.000) for supplies nooded to perform tho duties of thoso positions.
(4) Equipment - DOR oxpocts oquipment oxponso of $8,000 per FTE (a total ol $48,000) in tho first yuar tor
computers, telephones, cubiclo parts, software, and other one-time putchasos ot office equipment needed lo
porlorm the duties of these positions.

Rovenuo: DOR estimates cigarotlo and tobacco products rovonuos to increase between $33 and $37 million
each year Howover, DOR boliovos lhoso revenues will be much smaller unloss wo instiluto an aggrossive
investigation and onforcomont program. Although wu bokovo tho provision for cigarotto la* stamps, which took
offoct January 1,2004. will bo an effective loot in onforcomont of tho ogarotto excise tax, its success dopends
upon aggressive onforcomont. Even at $1.00 per pack, tho incentive for smuggling and tax evasion is great

At $2 00 per pack, it will bo much more ntirnctivo. An aggrossive onforcomoni program will help protect tho
projoctod revonuo increase

Page.2. of.2_
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FISCAL NOTE

"JN 33,004

STATE OF ALASKA Fiscal Note Number: 2"
2004 LEGISLATIVE SESSION Bill Version:___ SB 1001

(S) Publish Dale: 6/22/04
Revision Date/Time (Note if correction): Dept. Affected: Public Safety
Title Act Rrelating to Tobacco Tax Erdu Alaska State Troopers

Component Bureau of Alcchol and Drug Enforcement
Sponsor Rules Committee
Requester Governor Component No. 2745
Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010
Personal Services 171.4 171.4 171/- 171.4 171.4 171.4
Travel 20.0 20.0 20.0 20.0 20.0 20.0
Contractual 15.0 15.0 15.0 15.0 15.0 15.0
Supplies
Equipment

Land & Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING 206.4 206.4 206.4 206.4 206.4 206.4

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) i i

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health

1007 Inter-Agency Receipts 206.4 206.4 206.4 206.4 206.4 206.4
TOTAL 206.4 206.4 206.4 206.4 205.4 206.4
Estlmato of any current year (FY2004) cost: 0.0

Mark this box (X) If funding for this bill Is Included In tho Governor's FY 2005 budgot proposal:

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separata page itnocessary)

This bill will increase the cigarette tax Irom $1 per pack ot twenty to $2 per pack and the other tobacco products
(OTP) lax from 75% to 100% of tho wholesale costs The Department of Public Safety (DPS) will be required to seize
and dispose of assots used in illegal activities related to tobacco products statutes.

Tho DPS will provido invostigalivo support to tho Department ol Revenue through a reimbursable servicos
agrooment Tho DPS ostimalos tho son/ices of two full-time investigators and associated field travel, training,
communication and vehicle usage will bo needed lo implement this legislation Tho uso of those invostigalivo assets
and any. as yot umdontifiod exponsos associated with cigarotto tax stamp enforcement, will be coordinated between
tho two agoncies and reimbursed at actual cost

Prepared by: Captain Al Storey Phone 269-56B2
Division Alaska Stale Troopers Dalo/Timo 6H4/04 9:26 AM
Approvod by:  Commissioner Willlom Tnndosko Date 6/14/2004
Agoncy Department of Public Safety
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FjporTED TOITI

FISCAL NOTE

STATE OF ALASKA Fiscal Nolo Number;
2004 LEGISLATIVE SESSION Bill Version: SB 1001
( S ) Publish Dale: 6/23/04
Revision Dato/Timo (Nole il corroclion); Dept. Affected: Health & Social Services
Title TOBACCO TAXES AND RELATED MATTERS RDU Public Health

Component Tobacco Prevention and Control

(RLS) BY REQUEST OF THE

s
ponsor GOVERNOR

Requester Component No. 2384

Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below
OPERATING EXPENDITURES FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010

Personal Services
Travel
Contractual 2,600.0 2.600.0 2.600.0 2.600.0 2.600.0
Supplies
Equipment
Land & Structures
Grants & Claims 1.400.0 1.400.0 1.400.0 1.400.0 1,400.0
Miscellaneous
TOTAL OPERATING 0.0 4,000.0 4,000.0 4.000.0 4,000.0 4.000.0

CAPITAL EXPENDITURES
CHANGE IN REVENUES (0)

FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts

1003 GF Match

1004 GF

1037 GF/Mental Health

1168 Tobacco Educ/Cess Fund 4.000.0 4,000 0 4.0000 4,000.0 4,000.0
Other(Specify Type-do not abbreviate)

TOTAL 0.0 4,000.0 4,000.0 4,000.0 4,000.0 4,000.0

Estimato of any current year (FY2004) cost:

Mark this box (X) if funding for this bill is included in tho Governor's "Y 2004 budget proposal:
POSITIONS

Full-time

Part-time

Temporary

ANALYSIS: (Attach a sopaiato pogo it noconary)

Funding for the Tobacco Control Program is authorized and appropriated by the Alaska
Legislature each year. The Legislature established the Tobacco Use balneation and Cessation
Fund as AS 37.05.580, and a portion of Tobacco Master Settlement Agreement revenues are
deposited into the Tobacco Fund in April of each year to support the Tobacco Control Program.
The program faced a serious cash flow problem in FY04 that continues as il heads into FY05.
The Department of Health and Social Services projects that the fund will have only $397,000 of
carry forwatd revenue at the start of FY05. The FY 2005 budget passed by the legislature
authorized a budget of S4,669,200. The projected $4,300,000 Master Settlement revenue will
not be deposited to the (continued next page)

Prepared by hprrv Hill Snociiil Assistant Phone 4G5-1G1B
Division Oftico ol tho Commissioner Datc/T-mo 0G/21/2034
Approved by: Joel S. Gilbertson. Commissioner N.vO or./??/?PP4
Ajjency Department of Honlth and Social Services

Papo 1ot0
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FISCAL NOTE
FN rf 3

STATE OF ALASKA
2004 LEGISLATIVE SESSION

I11LL NO. Sit 1001

ANALYSIS CONTINUATION.
Analysis Continued:

State until April 2005. As aresult, the program will have to "borrow" from oilier Public Health programs
in the interim to allow the Tobacco Control program to operale. This can be seen in the attached table
showing Cash Flow without Tobacco Tax as a negative cash flow from July 2004 until April 2005
(attachment A).

Passing the proposed increase in tobacco excise taxes and including the proposed provision that 8.9
percent of the total proceeds of the tax shall be deposited into the Tobacco Use Education and Cessation

Fund established in AS 37.05.580 will fix the existing cash How problem as well as increase prevention
funding. This fiscal nole reflects an increase of S4,000,000 Tobacco Education/Cessation Fund spending
authorization for the Tobacco Prevention and Control component of the Public Health RDU. Additional
authorization of ibis amount will result in expanded tobacco program activities as well as allow for
sufficient carryforward to support program activities in the next fiscal year until Master Settlement
revenues are deposited. Sec attached table showing cash (low witli Tobacco Tax (attachment B).

These funds will also help offset a projected decrease in the Tobacco Master Settlement Agreement
revenues, according to the latest forecast by the National Association of Attorneys General. This fiscal
note also assumes that the current authorization for S500.000 Tobacco Education/Cessation Fund in the
Community Health Grants component wouid be switched to General Funds in the FY06 budget. If this
does not occur, the funds available to the Tobncco Prevention and Control component would be reduced
by S500.000 to remain within the projected revenues. The net increase lo the Tobacco Prevention and
Control component will be approximately S3,330,000. Sec attachment C for summary of Tobacco
Program revenues and authorization.

The increased spending authorization is based on the Department of Revenue's projection that the
amount of cigarette tax revenue deposited into the Tobacco Use Education and Cessation Fund would be
$4,000,000 annually. All revenues are reported on the Department o f Revenue fiscal note.

Critical to the ongoing fiscal integrity of the program will be action by the legislature every year to
provide for carry forward of unexpended Tobacco Use Education and Cessation Funds from the current
State Fiscal Year to the following one, Because the Master Settlement revenues are not deposited until
April each year, legislative action to authorize carry forward is essential so the State can avoid a negative
cash flow situation.

The Stale Tobacco Control Program develops its annual management plan every year depending on the
level of appropriations authorized by the legislature. The Tobacco Control Program staff, Alaska
Division of Public Health (ADPH), work on an on-going basis closely with members of the Alaska
Tobacco Control Alliance (ATCA) to monitor the burden of

Page 2 ol'9



FISCAL NOTE
FN it 3

STATE OF ALASKA
2004 LEGISLATIVE SESSION

HILL NO. SB 1001

ANALYSIS CONTINUATION
Analysis-CQiitmugd:

tobacco on Alaskans, evaluate existing program activities, assess "Best Practices Guidelines" from the
National Centers for Disease Control and Prevention, and identify new opportunities to target prevention
programs. Working together, the ATCA and Tobacco Control Program staff develops detailed
recommendations to the Director, ADPIl and Commissioner, Department of Healin and Social Services
for allocating appropriated resources.

If the legislature passes the proposed tobacco excise tax increase and authorizes S.9 percent ofannual
proceeds to be deposited to the Tobacco Use Education and Cessation Fund, then the program will be
able to significantly increase prevention program activities. To do so, the Tobacco Control Program staff
will meet with our colleagues of the Alaska Tobacco Control Alliance to plan for ramping up the
program beginning in FY06. We propose maintaining program spending in FYO5 at the currently
authorized level 0f54,669,200. This will allow the program to achieve a positive cash flow situation in
FYO5 with adequate funding to carry forward in FY06 to assure a continued positive cash flow.

We propose a FY06 and FYO7 budget at a level of $7,500,000 witii an annual carry forward of
$2,600,000. This level of funding will protect the program from negative cash flow. This will bring us
closer to, the Center for Disease Control's Best Practices minimum recommended expenditure level of
$8,100,000. Actual revenues and expenditures will be monitored to possibly allow for increased
program funding to this recommended level in FY08 or beyond.

See attachments A-E.
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Tobacco Use, Education and Cessation Fund Cash Flow Without Tobacco Tax

FYO05 July
Projected Carryforward of Revenue from FY04 397.0
Dept of Law Estimated Tobacco Settlement

Doposit to Tobacco Educ/Cess Fund *

Projected Monthly Expenditures 531.0
Cash Balanco In Tobacco Fund w/out Tax ***  (134.0)
FY06 July
Projected Carryforward from FYO05 155.8
Dept of Law Estimated Tobacco Settlement

Deposit to Tobacco Educ/Cess Fund *

Projected Monthly Expenditures ** 427.5
Cash Balanco In Tobacco Fund w/out Tax ***  (271.7)
FYO7 July
Projected Carryforward from FY06 (0.0)
Dept of Law Estimated Tobacco Settlement

Deposit to Tobacco Educ/Cess Fund "

Projected Monthly Expenditures ** 409.3
Cash Balanco in Tobacco Fund w/out Tax **' (409.3)

Aug

257.2

(391.2)

Aug

207,1

(478.7)

Aug

19B.2

(607.5)

Sept Oct Nov Dec Jan Feb Mar
257.2 639.4 235.4 235.4 627.0 2354 235.4
(G43.4) (1.337.8) (1,573.2) (1,808.6) (2,435.6) (2.671.0) (2.90G.4)

Sept Oct Nov Dec Jan Feb Mar

207.1 5550 189.5 189.5 504.8 189.5 189.5

(685.8) (1.240.8) (1,430.3) (1.619.8) (2.124.5) (2.314.0) (2.503.5)

Sept Oct Nov Dec Jan Feb Mar

198.2 531.3 181.4 181.4 483.2 181.4 181.4

(C05.7) (1,337.0) (1.518.5) (1.699.9) (2,183.1) (2.364.6) (2.54G.0)

April

4,300.0

622.0

771.6

April

3,500.0

500.7

495.7

April

3,500.0

479.4

474.6

FN /3, SB 1001, Pg. 4 ol 9

May

302.9

468.7

May

243.8

251.9

May

233.5

241.2

June FYO05 Total

397.0

4,300.0

312.9 4.541.2
155.8

June FY06 Total

155.8

3,500.0

251.9 3,655.8
(0.0)

June FYO07 Total

(00)

3,500.0

241.2 3,500.0
f0.0)

* Dcp! of Law revonuo estimate basod on tho National Association of Attorneys General oslimalo for Alaska's Master Settlement Rovcnucs. Tho official Dept of Revonuo forecast for FY05

is 54.4 million,

" Projtii.ed Monthly Expenditures basod on normal cash flow for grants/conlracts/staff costs. FY05 total expenditures based on current program management plan. FY06 & FYOQ7 total
expenditures equal lo total revenue projected for year. Those projections also assume that Tobacco Educ/Cess Funding for Community Health Grants (S500.0 in FYO05) is switched to GF
in FY06 budget, leaving all Tobacco Funds in direct support of tho Tobacco Program.

"* No payments can be mado from tho Tobacco Use, Education and Cessation Fund when there is zero or negative cash balanco. When a nogntivo balanco is shown above, another
source ol funding must bo utilized until a revenue doposit is mado into the Tobacco Educ/Cess Fund. This would likely dolay tho schodulod monthly expenditures and possibly impact the

total expenditure level In the Tobacco Control Program.
Prepared by DHSS/Budgel

Attachment A

6/18/04



Tobacco Uso, Education and Cessation Fund Cash Flow With Proposed Tobacco Tax Receipts

FYO05 July
Projoctod Carryforward of Rovenuo from FY04 397.0
Dopt of Law Estimated Tobacco Sotllemont Doposit

to Tobacco Educ/Coss Fund

Projoctod Cigarotto Tax Deposits lo Tobacco

Educ/Coss Fund™

Total Monthly Tobacco Educ/Coss Fund Rovonuo 397.0
Projoctod Monthly Expondiluros 540 0
Cash Balanco In Tobacco Fund with Tax (249 0)
FYO6 July
Projected Carryforward from FY05 2,610.1
Depl of Law Eslimalod Tobacco Solllemonl Deposit

lo Tobacco Educ/Coss Fund *

Projoctod Cigarotlo Tax Deposits o Tobncco

Educ/Cess Fuod" 28G6
Total Monthly Tobacco Educ/Cess Fund Rovenuo 2,896 7
Projoctod Monthly Expondiluros *** 877.6
Cash Balanco In Tobncco Fund with Tax " M 2,019.1
FYO7 July
Projected Carryforward from FY06 2,605 0
Depl of Law Eslimalod Tobncco Settlement Deposit

to Tobacco Educ/Cess Fund *

Projected Cigarotto Tax Deposits lo Tobacco

Educ/Cess Fund" 286.6
Tolal Monthly Tobacco Educ/Cess Fund Rovenuo 2,891 G
Projected Monthly Expenditures "* 8776

Cash Balanco In Tobncco Fund with Tax

Aug

0.0

264 4

(413.9)

Aug

348.9
348.9

4251

1.943.0

Aug

348.9
348 9

4251

2,0140 1,937.9

Sep! Oct
0.0 0.0
264.4 70e.0

(G77.9) (1,380.7)

Sepl QOcl
374.3 407.9
3743 407 9
4251 11393
1,852.2 1,160.7
Sept Oct
374.3 407.9
374.3 407.9
4251 11393
1,887.1 1,155.7

Nov Doc

379.2 377.1
379.2 377.1
242.0 242.0

Jan

3415

3415

644.7

(124951 (1,114.5) (1,417.6)

Nov Dec
3792 377.1
379.2 3771
389.0 389.0

1,1509 1,139.0

Nov Dec
379.2 3771

379.2 3771

389.0 389.0

11459 1,1339

Jan

3415
3415

1,036.2

444.3

Jan

3415
3415

1,036.2

439.2

Fob

2G7.3

2G7.3

242.0

(1.392.4)

Fob

267.3
267.3

389.0

3225

Feb

267.3
267.3

389.0

3175

Mar

300.5

300.5

2420

(1.333.9)

Mar

300.5
300.5

389.0

234.0

Mar

300.5
300.5

389.0

228.9

April

4,300.0

293.7

4,593.7

639.5

2,620.3

April

3,500.0

293.7
3,793.7

1,028.0

2,999.7

Apnl

3,500.0

293.7
3,793.7

1,027.9

2,994.7

May Juno  FYOS5 Total

397.0

4,300.0

329.7 293.3 2.582.3

329.7 293.3 7,279.3

3114 321.7 4,609.2
26385 2610.1

May Juno  FYOG Tolal

2,610.1

3,500.0

329.7 2933 4.000.0

329.7 2933 101101

500.6 517.1 7,505.1
2,8288 2,605.0

May Juno  FYO7 Total

2.605.0

3.500.0

329.7 2933  4.000.0

329.7 2933 10,1050

500.6 517.1 7.505.0
28238 2.600.0

* Dept o Law revonuo ostimato based on tho National Association ol Attornoys General estimate tor Alaska's Waster Settlement Revenues. Tho otticiat Dept ot Revenue forecast lor FYO5 is

$4.4 million.

** Cigarotto Tax Deposits basud on Dept ot Rovonuo estimate with 2 month lag attor olloctivo data at tax bill before first doposit mado lo Tobacco Educ/Coss Fund.

"e* Projected Monthly Expenditures based on normal cash How lor grants/conlracts/stalf costs. FY05 total expenditures based on total authorized by Legislature. FYO6 8 FYQ7 total
expenditures assume n cash balanco In tho Fund ot tho ond ot the fiscal year sutflcienl to maintain positive cash (tuw In tho Tobacco Educ/Cess Fund until tho Waster Settlement deposit tho
following April. Those projections also assume that Tobacco Educ/Cess Funding (or Community Health Grants ($500.0 in FY05) is switched to GF in FYOG budget, loaving all Tobacco Funds

In direct support ot tho Tobacco Program.

This projection does not show expenditures equal lotho CDC recommended minimum Tobacco Prevention and Control Program of 58.1 milllion (or Alaska. However, if expansion otthc
Tobacco Program in FYOG Is slower than projected, this would result in additional carryforward (in excess ol $2.6 million as shown), which could potentially allow Inr Increased program

expenditures In fuluro years.

*"e No payments can bn mado from the Tobncco Use, Education and Cessation Fund when thoro is ?cro or nogntivo casli balanco. When n nogativo balancu Is shown nbovo In FYOO,
another source ol lending must tie utilized until n revenue d posit I.\ made into the Tobacco Educ/Cess Fund,

Prepared by DHSS/Budgol

Attachment 0
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Proposed FY06-07 Tobacco Education/Cessation Fund Budgets/Revenues with Tobacco Tax
FN 113 SB 1001, pg. Qaf 9

Tobacco Use,
Education and
Cessation Fund

FY2005 Conference Committee Tobacco EduclCess Fund Budget:

Public Health: Tobacco Prevention and Control 3,315.3
Public Health: Epidemiology 242.7
Public Health: Community Health Grants 500.0
Behavioral Health: Behavioral Health Admin (Enforcement) 611.2

Total FY2005 Budget 4,669.2

FY2005 Revenues:

Depl of Law revenue estimate from Nat'l Assoc of Attorneys General * 4,300.0
Carryforward of FY04 Revenue 397.0
Cigarette Tax Deposits to Tobacco Fund (Estimated to be Rcvd by June 30, 2005) 2,582.3
Total Estimated FY2005 Revenue 7,279.3

Net Revenue Available to Carryforward to FY06 2,610.1

* Dept of Revenue Spring 2004 Revenue Forecast is $4.4 million. Dept of Law reports that the National Assoc of
Attorneys General that administer the settlement are forecasting a decrease in revenues in FY05-06.

Tobacco Use,

Education and

Cessation Fund
FY2006 Proposed Tobacco EduclCess Fund Budget: **

Public Health: Tobacco Prevention and Control (current funding) 3,315.3

Public Health: Tobacco Prevention and Control
(net effect of decrease in Master Settlement revenue) *** (670.3)
Public Health: Tobacco Prevention and Control (proposed increase) 4,000.0
Public Health: Epidemiology 245.0
Behavioral Health: Behavioral Health Admin (Enforcement) 615.0
Total Proposed FY2006 Budget 7,505.0

FY2006 Revenues

Dept of Law Revenue Estimate from Nat'l Assoc of Attorneys General 3.500.0
Carryforward of FYO5 Revenue 2.610.1
Cigarette Tax Deposits to Tobacco Fund (Estimated to be Rcvd 7/1/05-6/30/06) 4,000.0
Total Estimated FY2006 Revenue 10,110.1

Net Revenue Available to Carryforward to FYO7 2,605.1

Prepared by DHSS/Budgot Attachment C 6/17/2004



** FY06 and FYO7 Proposed Budgets are based on eliminating Tobacco Educ/Cess funding from the Community
Health Grants component by replacing that source with General Funds ($500.0).
"* The latest revenue estimates from the Nat'l| Assoc of Attorneys General forecast a decrease in Tobacco
Settlement revenue. This decrease in expenditure authority keeps the DHSS program in balance with tho total
revenue anticipated.)
Tobacco Use,
Education and
Cessation Fund
FY2007 Proposed Tobacco EduclCess Fund Budget: “

Public Health: Tobacco Prevention and Control (current funding) 3,315.3

Public Health: Tobacco Prevention and Control
(net effect of decrease in Master Settlement revenue) ** (670.3)
Public Health: Tobacco Prevention and Control (proposed FY06 Tobacco Tax increase) 4,000.0
Public Health: Epidemiology 245.0
Behavioral Heallh: Behavioral Health Admin (Enforcement) 615.0
Total Proposed FY2007 Budget 7,505.0

FY2007Revenues

Dept of Law Revenue Estimate from Nat'l Assoc of Attorneys General 3,500.0
Carryforward of FYO6 Revenue 2.C05.1
Cigarette Tax Deposits to Tobacco Fund (Estimated lo be Revd 7/1'06-6/30/07) *.000.0
Total Estimated FY2006 Revenue 10,105.1
Net Revenue Available to Carryforward to FY08 2,600.1

** FY06 and FYQO7 Proposed Budgets are based on eliminating Tobacco Educ/Cess funding from the Community
Health Grants component by replacing that source with General Funds ($500,0).

** The latest revenue estimates from the Nat'l Assoc of Attorneys General forecast a decrease in Tobacco
Settlement revenue. This decrease in expenditure authority keeps the DHSS program in balance with the total
revenue anticipated.)

Prepared by DHSS/Budgol Attachment C
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Sections 1,16:

Sections 2-4:

Sections 5,10-13:

Section 6:

Sections 7 and 15:

Section 8:

Section 9:

Special Session Tobacco Tax Bill

Sectional Analysis
Departments of Revenue and Law

Section ] outlines the intent by the legislature to provide funding for
tobacco control programs at the minimum level recommended by the
U.S. Department of Health and Human Sendees from tobacco tax
revenues collected by the state. Section 16 implements this intent by
taking 8.9% of annual cigarette tax revenues levied under AS
43.50.190(a) to be deposited into the tobacco use education and

cessation fund.

These sections raise the various cigarette license fees to S50- to
make them the same as the current license fee for distributors.

These sections make technical corrections to the wholesaler-
distributor cigarette license type. They also ensure that in-state
individuals and retailers are not double-taxed on product that is sold
to them by an entity’ holding a wholesaler-distributor license.

This section requires unlicensed entities that bring cigarettes into the
state upon wliich atax stamp is not affixed to pay the cigarette excise
tax and remit it to the department each month.

These sections exempt the first 400 cigarettes (2 canons) that an
individual personally transports into the state each month from the

cigarette tax.

This section changes the definition of a class A misdemeanor for
violations of the cigarette shipping restrictions from one but fewer
than 1,000 cigarettes to one but fewer than 5,000 cigarettes. This
section also changes the definition of a class C felony for violations
of the shipping restrictions from 1,000 or more cigarettes to 5,000 or
more cigarettes. The intention in raising the threshold for a class C
felony is to make it consistent with the current threshold for a class
C felony theft, which requires the value of the property or sendees to
be at least S500. The tax that would be due on 5,000 cigarettes
under this bill would be S500.

This section makes a person who shipped cigarettes to Alaska in
violation of our cigarette shipping restrictions jointly and severally

Special Session Tobacco Tax Sectional Analysis Page 1
Departments of Revenue and Law



liable for cigarette taxes to the fullest extent permitted by the U.S.
Constitution.

Section 14: This section increases the tax on cigarettes by 50 mills or $1.00 per
pack of 20 cigarettes. The increase in this tax will go into the
general fund.

Section 17: This section increases the tax on other tobacco products from 75% to
100% of the wholesale cost and also levies the tax on other tobacco
products sold or imported into the state for personal consumption.

Section 18: This section requires that individuals that import other tobacco
products into the state must have a license as a “buyer”.

Section 19: This section requires that a fee of $25 must be paid for a tobacco
products “buyer” license

Section 20: This section requires distributors to provide information about the
type of tobacco business they are conducting to the Department of
Revenue.

Section 21: This section allows distributors and buyers to renew their tobacco
product license each year for a fee of $50 and $25, respectively.

Sectior 22: This section requires individuals who import tobacco products for
personal consumption to file a return each month indicating the
amount and purchase price of the tobacco products and the tax due
on those tobacco products.

Section 23: This section changes the definition of a “distributor” to include
entities that sell cigarettes to individuals for personal consumption.

Section 24: This section changes the definition of “licensee” in the tobacco
products statute to include the new buyer license type.

Section 25: This section provides a definition for “buyer” in the tobacco
products statutes.

Section 26: This section allows a licensee to request that the department replace
cigarette tax stamps that were lost or damaged in transit.

Special Session Tobacco Tax Sectional Analysis Page 2

Departments of Revenue and Law



Section 27:

Section 28:

Section 29:

Section 30:

Section 31:

Section 32:

This section allows licensees with a physical location in the state and
who have been in full compliance with cigarette tax statutes for the
preceding 5 years to reduce their bond requirement from 200% to
100% of their monthly purchases of tax stamps when payment is
made on a deferred payment basis.

This section allows in-state cigarette licensees to maintain
unstamped cigarette inventories if the licensee is in the business of
making cigarette sales to customers outside the state and the licensee
is properly licensed in the other states where it makes sales.

This section allows in-state cigarette licensees to claim a credit for
cigarette tax stamps affixed to packages of cigarettes that are sold
outside the state provided the licensee is properly licensed in the
other states where it makes sales and the licensee provides proof
acceptable to the department that the stamped cigarettes were not

consumed in Alaska.

This is the forfeiture, section which allows seizure of assets used by a
person when the person commits, supported by a showing of
probable cause, the crime of misconduct involving unstamped
cigarettes in the first degree under AS 43.50.640. This section
further outlines the types of assets that may be seized, procedures to
be used to seize such assets, and procedures to be used in disposing
of seized assets.

This section changes the definition of misconduct involving
unstamped cigarettes in the first degree from sales of or possession
with intent to sell 1,000 or more unstamped cigarettes to sales of or
possession with intent to sell 5,000 or more unstamped cigarettes.

This section changes the definition of misconduct involving
unstamped cigarettes in the second degree from sales of one but
fewer than 1,000 unstamped cigarettes to sales of one but fewer than
5,000 unstamped cigarettes and from possession of one but fewer
than 10,000 unstamped cigarettes to possession of 401 but fewer
than 10,000 unstamped cigarettes. This section also includes
importation or possession of one but fewer than 401 unstamped
cigarettes as misconduct involving unstamped cigarettes in the
second degree if the cigarettes are not possessed for personal
consumption.

Special Session Tobacco Tax Sectional Analysis Page 3
Departments of Revenue and Law



Section 33:

Section 34:

Section 35:

Section 36;:

Section 37:

Section 38:

Section 39:

Section 40:

This section allows manufacturers to offer cigarette promotions in
the state provided the promotion offered at the wholesale level is the
same for all wholesalers who participate in the promotion and the
promotion offered at the retail level is the same for all retailers who

participate in the promotion.

This section makes a technical change to AS 43.50.720 so that the
language in that statute conforms to the changes made in section 38

of this bill.

This section makes a technical change to AS 43.50.760(b) so that the
language in that statute conforms to the changes made in section 38
of this bill.

This section makes a technical change to AS 43.50.770 so that the
language in that statute conforms to the. changes made in section 38
of this bill.

This section makes a technical change to AS 43.50.790(a) so that the
language in that statute conforms to the changes made in section 38
of this bill.

This section changes the calculation of cost of cigarettes as defined
in the Unfair Cigarette Sales Act that went into effect January 1,
2004 as the result of the passage last session of SB 16S. The Unfair
Cigarette Sales Act prohibits ail cigarette wholesalers and retailers
from selling cigarettes below cost. This section modifies the Unfair
Cigarette Sales Act by prohibiting wholesalers and retaJers from
reducing their cost by cash discounts received from the
manufacturers. This section also requires wholesalers and retailers
to obtain prior approval from the Department of Revenue before
selling cigarettes at a cost below the amount posted by the
Department of Revenue.

This section repeals sections of the Unfair Cigarette Sales Act that
conflict with the new language inserted in section 38.

This section requires that a floor stock tax be paid by all persons in
control or possession of cigarettes for resale at the effective date of
this bill. A floor stock tax is the difference between the tax paid at
the old rate and the tax due at the new tax rate. The floor stock tax
applies to cigarettes only. The floor stock tax must be remitted to

Special Session Tobacco Tax Sectional Analysis Page 4
Departments of Revenue and Law



the Department of Revenue in six sequential monthly installments
with the first installment due no later than 30 days after the effective
date of this bill. The floor stock tax is needed to reduce the amount
of stockpiling by retailers and distributors and the windfall they will
get by collecting, but not paying, tax at the new rate on the

stockpiled cigarettes.

Section 41: This section provides an effective date of September 1,2004.

Special Session Tobacco Tax Sectional Analysis Page 5
Departments of Revenue and Law
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Smoking among Alaskan high school students has been cut in half since 1995, according to results of
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 8
percent. Just 56 percent of high school youth say they have even taken a single puff on acigarette,
down from 72 percent in 1995. . .

Figure 1. Percentage of High School Youth'
Who Ever Took a Puffor Are Current or Frequent Smokers
By Year, Alaska YRBS, 2003
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The YRBS, conducted jointly in Alaska by the Department of Health and Social Services 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 previous
month (Figure 2). About one in five Alaska Native students of both sexes report smoking at least 20
days per month.



Figure 2. Percentage of High School Youth
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 of smoking increases among non-native youths as they progress
through high schoal, it is already near maximum levels by the 9<hgrade among Alaska Natives.

Figure 3. Percentage of 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 of 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).

Alaska

Native White

Male 32% 11%
Female 18% o 3%

US YRBS, 2001 (all races)
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12%
2%

Figure 4. Percentage of High School Youth
Who Use Smokeless Tobacco, By Sex and Race
Alaska YRBS (2003), US YRBS (2001)
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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 of 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 o f those who smoke.

Smokers Smokers

Secondhand Smoke in Car
Secondhand Smoke Indoors
Secondhand Smoke Either Place
Believe Secondhand Smoke

is Harmful

Non-

24%
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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.)

e 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, mcthamphetamine or
ecstasy, compared to those who do not smoke (24 percent vs. 8 percent, and 43 percent vs. 11
percent, respectively.)

e Students older than 16 years of 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 of Alaska.

Components of the state tobncco 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 Sl 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.

m  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 tobncco 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,



Juneau, Bethel, Barrow, Dillingham, Kenai and Soldotha. Many other smaller communities have
adopted informal non-smoking policies.

Figure 6. lllegal Tobacco Sales to Y outh
and Age of Confidential Informants
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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 of 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 hon-natives (Figures 7 and 8). The high levels of smokeless
tobacco use among Alaska Native youth are also worrisome, as continued use into adulthood will
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 of smokers initiate
tobacco use as adolescents1Young 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.1 Alaska currently spends approximately S5.2 million per year on tobacco pievention 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 S8.1 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.



Figure 7. Lung Cancer Mortality Rates (per 100,000)
by Race and Sex
Alaska 1996-1999
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1 Substance Abuse and Mental Health’Scryices-Administration. (2003). Resultsfrom,the 2002 National Survey on
e Drug Use and Health: National Findings (Office of Applied Studies, NHSDA Scries H-22, DHHS Publication
No. SMA 03-3836). Rockville, MO.
I
2 Farrelly MC, Pechacek TF, Chaloupka FJ. The impact of tobacco control program expenditures on aggregate
cigarette sales: 19S1-2000. J Health Economics. 2003;22:843-859. 1
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CSSB 36S Version |.A (As passed by Senate)

Section 1 Tliis section increases the cigarette
license fee for direct-buying retailers from
S25 to $50. This increase makes the license
fee the same for distributors and direct-
buying retailers who arc engaged in
substantially similar activities.

Section 2. This section is a technical
correction to the wholesaler-distributor
cigarette license type. This correction
ensures that in-state individuals and retailers
are not double taxed on product that is sold to
them by an entity holding a wholesaler-
distributor license.

Section 3. This section requires unlicensed
entities that bring cigarettes into the slate
upon which alax stamp is not affixed to pay
the cigarette excise tax and remit it to the
department each month.

Page 1o0f8

CSHB 538 Version S (Mouse L&C)

Section 1. This section outlines the intent by
the legislature to provide funding to tobacco
control programs at minimum levels
recommended by the U.S. Department of
Health and Human Services from tobacco tax
revenues collected by the stale.

Section 2. This section increases the cigarette
license fee for manufacturers from $5 to $50.
Section 3. This section increases the cigarette
license fee for vending machine operators
from $25 lo $50.

Section 4. This section increases the cigarette
license fee for direct-buying retailers from
$25 to $50. This increase makes the license
fee the same for distributors and direct-
buying retailers who arc engaged in
substantially similar activities.

Section 5. This section is a technical
correction lo the wholesaler-distributor
cigarette license type. This correction
ensures that in-slate individuals and retailers
are not double taxed on product that is sold lo
them by an entity holding awholesaler-
distributor license.

Section 6. This section requires unlicensed
entities that bring cigarettes into the state
upon which atax stamp is not affixed to pay
the cigarette excise tax and remit it lo the
department each month.

Section 7. This section allows individuals to
personally transport up to 600 cigarettes (3
cartons) each month without incurring

cignrctte tnx liability imposed by AS
43.50.090.

Special Session Tobacco Tax Bill (Draft)
Section 1 This section outlines the intent by
the legislature to provide funding to tobacco
control programs nl minimum levels
recommended by the U.S. Department of
Health and Human Services from tobacco lax
revenues collected by the stale.

Section 2. This section increases the cigarette
license fee for manufacturers from $5 lo $50,
Section 3. This section increases the cigarette
license fee for vending machine operators
from $25 lo $50.

Section 4. This section increases the cigarette
license fee for direct-buying retailers from
$25 to $50. This increase makes the license
fee the same for distributors and direct-
buying retailers who are engaged in
substantially similar activities.

Section 5. This section is a technical
correction to the wholesaler-distributor
cigarette license type. This correction
ensures that in-slate individuals and retailers
are not double taxed on product that is sold lo
them by an entity holding a wholesaler-
distributor license.

Section 6. This section requires unlicensed
entities that bring cigarettes into the slate,
upon which atax stamp is not affixed to pay
the cigarette excise tax and remit it to the
department each month.

Section 7. This section allows individuals to
personally transport lip to 400 cigarettes (2
cartons) each month without incurring

cigarette lax liability imposed by AS
43.50.090.
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CSSB 368 Version |I.A (As passed by Senate)
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CSHB 538 Version S (House L&C)

Section 8. This section changes the definition
ofaclass A misdemeanor for violations of the
cigarette shipping restrictions from one but
fewer than 1,000 cigarettes to one but fewer
than 5,000 cigarettes. This section changes
the definition of a class C felony for
violations of the cigarette shipping
restrictions J@om 1,000 or more cigarettes lo
5.000 or more cigarettes. The intention in
raising the threshold for the class C felony is
to make il consistent with the threshold for C
felony theft (theft in the 2rd degree), which
requires avalue of $500. The tax due on
5.000 cigarettes under this bill would be
$500.

Section 9. This section provides that any
person who violates the cigarette shipping
restrictions isjointly and severally liable for
the cigarette excise taxes and is required, as
permitted by the U.S. Constitution, to collect
and remit the cigarette excise taxes to the
department. This section will enhance the
ability ofthe Department lo collect taxes
from out-of-state sellers who violate the
state’s shipping laws. Current U.S. Supreme
Court precedent (Quill Corp. v. North
Dakota.) requires some in-state physical
presence befme states can impose excise tax
collection requirements on sellers. At some
point in the future, however, Congress may
overrule the Quill decision or the Court may
reconsider it, nt which point the State will he
in a position lo be able to collect tobacco
taxes from out-of-stntc sellers that violate the

Special Session Tobacco Tax Bill (Draft)
Section 8. This section changes the definition
of aclass A misdemeanor for violations of the
cigarette shipping restrictions from one but
fewer than 1,000 cigarettes to one but fewer
than 5,000 cigarettes. This section changes
the definition ofaclass C felony for
violations of the cigaielte shipping
restrictions from 1,000 or more cigarettes to
5.000 or more cigarettes. The intention in
raising the threshold for the class C felony is
to make it consistent with the threshold for C
felony theft (theft in the 2rd degree), which
requires avalue of $500. The tax due on
5.000 cigarettes under this bill ($1.00 per
pack increase) would be $500.

Section 9. This section provides that any
person who violates the cigarette shipping
restrictions isjointly and severally liable for
the cigarette excise taxes and is required, as
permitted by the U.S. Constitution, lo collect
and remit the cigarette excise taxes to the
department. This section will enhance the
ability of the Department to collect taxes
from out-of-statc sellers who violate the
state’s shipping laws. Current U.S. Supreme
Court precedent {Quill Corp. v. North
Dakota) requires some in-state physical
presence before slates can impose excise lax
collection requirements on sellers. At some
point in the future, however, Congress may
overrule the Quill decision or the Court may
reconsider it, nt which point the State will be
in aposition to he able to collect tobacco
taxes from out-of-statc sellers that violate the
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iccial Session Draft Lcgislalion

CSSB 363 Version |.A (As passed by Senate)

Section 4. This section is a technical
correction lo the definition of a“buyer” that
ensures that an individual bringing cigarettes
into the stale that were purchased from a
licensed wholesaler-distributor arc not again
subject to tax.

Section 5. This section is a technical
correction to the definition of “direct-buying
retailer” that ensures that aretailer bringing
cigarettes into the stale that "ere purchased
from a licensed wholesaler-distributor are not
again subject lo tax.

Section 6. This section is a technical
correction to the definition of “distributor”
that ensures that a distributor bringing
cigarettes into the stale that were purchased
from a licensed wholesaler-distributor arc not
again subject to tax.

Section 7. This section is atechnical
correction to the definition ofwholesaler-
dislribulor” that ensures that entities outside
the stale who make sales of cigarettes into the
stale are properly licensed.

Section 8. This section increases the tax oil
cigarettes by 50 mills or $1.00 per pack of 20.
The increase in this lax will all go into the
general fund.

Pago 3 of 8

CSIIB 538 Version S (Mouse L&C)

stale’s shipping law, even if such shippers
have no physical presence in the stale.
Section 10. This section is a technical
correction lo the definition of a“buyer" that
ensures that an individual bringing cigarettes
into the stale that were purchased from a
licensed wholesaler-distributor arc not again
subject to lax.

Section 11. This section is a technical
correction to the definition of “direct-buying
retailer” that ensures that aretailer bringing
cigarettes into the slate that were purchased
from a licensed wholesaler-distributor are not
again subject lo tax.

Section 12. This section is a technical
correction to the definition of “distributor”
that ensures that a distributor bringing
cigarettes into the stale that were purchased
from alicensed Hiolcsalcr-distribulor arc not
again subject to tax.

Section 13. This section is a technical
correction lo the definition of “wholesaler-
distributor" that ensures that entities outside
the stale who make sales of cigarettes into the
state arc properly licensed.

Section 14. This section increases the tax on
cigarettes by 50 mills or $1.00 per pack of 20.
The increase in this tax will all go into the
general fund.

Section 15. This section allows individuals to
personally transport up to 600 cigarettes (3
carious) cacti month without incurring
cigarette lax liability imposed by AS
43.50.190.

Special Session Tobacco Tax Bill (Draft)
stale’s shipping law, even if such shippers
have no physical presence in the state.
Section 10. This section is a technical
correction to the definition of a“buyer” that
ensures that an individual bringing cigarettes
into the stale that were purchased from a
licensed wholesaler-distributor arc not again
subject to tax.

Section 11. This section is a technical
correction lo the definition of “direct-buying
retailer” that ensures that aretailer bringing
cigarettes into the stale that were purchased
from alicensed wholesaler-distributor arc not
again subject to tax.

Section 12. This section is a technical
correction to the definition of “distributor”
that ensures that a distributor bringing
cigarettes into the stale that were purchased
from alicensed wholesaler-distributor arc not
again subiject to tax.

Section 13. This section is a technical
correction to the definition of“wholesaler-
distributor” that ensures that entities outside
the slate who make sales of cigarettes into the
stale arc properly licensed.

Section 14. This section increases the tax on
cigarettes by 50 mills or $1.00 per pack of 20.
The increase in this tax will all go into the
general fund.

Section 15. This section allows individuals to
personally transport up to 400 cigarettes (2
cartons) each month without incurring
cigarette tax liability imposed by AS
43.50.190.
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Section 9. This section increases the tax on
other tobacco products from 75% to 100% of
the wholesale cost and also levies the lax on
other tobacco products sold or imported
into the state for personal consumption.
Section 10. This section requires that
individuals that import other tobacco products
into the state must have a license as a
“buyer”.

Section 11. This section requires that a fee of
S25 must be paid for a tobacco products
“buyer” license.

Section 12. This section requires distributors
to provide information about the type of
tobacco business they are conducting lo the
Department of Revenue.

Section 13. This section allows distributors
and buyers to renew their tobacco products
license each year for a fee of $50 and $25,
rcspec'ively.

Section 14. This section requires individuals
who import tobacco products for personal
consumption lo fdc areturn each month
indicating the amount and purchase price of
the tobacco products and the tax due on those
tobacco products.

Page 4 0 f8

CSHB 538 Version S (House L&C)

Section 16. This section requires 8.9% of
annual cigarette tax revenues levied under AS
43.50.190(a) to be deposited in the tobacco
use education and cessation fund.

Section 17. This section increases the tax on
other tobacco products from 75% to 100% of
the wholesale cost.

Special Session Tobacco Tax Bill (Draft)
Section 16. This section requires 8.9% of
annual cigarette tax revenues levied under AS
43.50.190(a) to be deposited in the tobacco
use education and cessation fund.

Section 17. This section increases the tax on
other tobacco products from 75% to 100% of
the wholesale cost and also levies the tax on
other tobacco products sold or imported
into the slate for personal consumption.
Section 18. This section requires that
individuals that import other tobacco products
into the stale must have a license as a
“buyer".

Section 19. This section requires that a fee of
$25 must be paid for a tobacco products
“buyer” license.

Section 20. This section requires distributors
to provide information about the type of
tobacco business they arc conducting lo the
Department of Revenue.

Section 21. This section allows distributors
and buyers lo renew their tobacco products
license each year for afee of $50 and $25,
respectively.

Section 22. This section requires individuals
who import tobacco products for personal
consumption to file areturn each month
indicating the amount and purchase price of
the tobacco products and the tax due on those
tobacco products.

Section 23. This section changes the
definition of a“distributor" to include entities
that sell cigarettes to individuals for personal
consumption.
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Section 15. This section changes the
definition of“licensee” in the tobacco
products statutes to include the new “buyer”
license type.

Section 16. This section provides a definition
for "buyer” in the tobacco products statutes.
Section 17. This section allows alicensee lo
request that the department replace cigarette
tax stamps that were lost or damaged in
transit.

Section IS. This section allows licensees
with a physical location in the stale and who
have been in full compliance with cigarette
tax statutes for the preceding 5 years to
reduce their bond requirement from 200% to
100% of their monthly purchases of cigarette
tax stamps when payment is made on a
deferred payment basis.

Section 19. This section allows in-state
cigarette licensees to maintain unstamped
cigarette inventories if the licensee is in the
business of making cigarette sales lo
customers outside the stale and the licensee is
properly licensed in the other states where it
makes sales.

Section 20. This section allows in-state
cigarette licensees to claim a credit for
cigarette tax stamps affixed to packages of
cigarettes that are sold outside the stale
provided the licensee is properly licensed in
the other states where it makes sales and the
licensee provides proof acceptable to the
department that the stamped cigarettes were
not consumed in Alaska.

Page 50f8
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Section 18. This section allows a licensee lo
request that the department replace cigarette
lax stamps that were lost or damaged in
transit.

Section 19. This section allows licensees
with a physical location in the stale and who
have been in full compliance with cigarette
tax statutes for the preceding 5 years to
reduce their bond requirement from 200% to
100% of their monthly purchases of stamps
when payment is made on a deferred payment
basis.

Section 20. This section allows in-state
cigarette licensees to maintain unstamped
cigarette inventories iT the licensee is in the
business of making cigarette sales to
customers outside the state and the licensee is
properly licensed in the other stales where it
makes sales.

Section 21. This section allows in-state
cigarette licensees to claim a credit Tor
cigarette tax stamps affixed to packages of
cigarettes that arc sold outside the state
provided the licensee is properly licensed in
the other slates where it makes sales and the
licensee provides proof acceptable to the
department that the stamped cigarettes were
not consumed in Alaska.

pecial Session Drafl Legislation

Special tScssion Tobacco Tax Bill (Draft)
Section 24. This section changes the
definition of “licensee” in the tobncco
products statutes to include the new "buyer”
license type.

Section 25. This section provides adefinition
for "buyer” in the tobacco products statutes.
Section 26. This section allows a licensee lo
request that the department replace cigarette
lax stamps that were lost or damaged in
transit.

Section 27. This section allows licensees
with a physical location in the slate and who
have been in fuli compliance with cigarette
tax statutes for the preceding 5 years to
reduce their bond requirement from 200% to
100% of their monthly purchases of stamps
when payment is made on a deferred payment
basis.

Section 28. This section allows in-statc
cigarette licensees to maintain unstamped
cigarette inventories if the licensee is in the
business of making cigarette sales to
customers outside the state and the licensee is
properly licensed in the other stales where it
makes sales.

Section 29. This section allows in-state
cigarette licensees to claim a credit for
cigarette tax stamps affixed to packages of
cigarettes that arc sold outside the state
provided the licensee is properly licensed in
the other states where it makes sales and the
licensee provides proof acceptable to the
department that the stamped cigarettes were
not consumed in Alaska.
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Section 21. This section allows for the
seizure of assets used by a person when the
person commits, or the state has probable
cause to believe that the person has
committed, aviolation of the Cigarette Tax
Act. This section further outlines the types of
assets that may be seized, procedures for
seizing assets, and procedures for the
disposition of assets after they are seized.
This section further provides that assets used
as sole transportation in avillage cannot be
seized.

Section 22. This section changes the
definition of misconduct involving unstamped
cigarettes in the first degree Horn sales of or
possession with intent to sell 1,000 or more
unstamped cigarettes to sales of or possession
with intent to sell 5,000 or more unstamped
cigarettes.

Section 23. This section changes the
definition of misconduct involving unstamped
cigarettes in the second degree from sales of,
or possession with the intent to sell, one but
fewer than 1,000 unstamped cigarettes lo
sales of, or possession with the intent to sell,
one but fewer than 5,000 unstamped
cigarettes.

Page 6 of 8
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Section 22. This section allows for the
seizure of assets used by a person when the
person commits, or the slate has probable
cause to believe that the person has
committed, the felony of misconduct
involving unstamped cigarettes or stamps in
the first degree. This section further outlines
the types of assets that may be seized,
procedures for seizing assets, and procedures

for the disposition of assets after they are
seized.

Section 23. This section changes the
definition ofmisconduct involving unstamped
cigarettes in the first degree from sales of or
possession with intent to sell 1,000 or more
unstamped cigarettes to sales of or possession
with intent to sell 5,000 or more unstamped
cigarettes.

Section 24. This section changes the
definition of misconduct involving unstamped
cigarettes in the second degicc from sales of
one but fewer than 1,000 unstamped
cigarettes to sales of one but fewer than 5,000
unstamped cigarettes nuil from possession of
one hut fewer than 10,000 unstamped
cigarettes to possession of 601 but fewer
than 10,000 unstamped cigarettes. This
section also includes importation or
possession of one hut fewer than 601
unstamped cigarettes as misconduct
involving unstamped cigarettes in (he first
degree If (he cigarettes arc not possessed
for personal consumption.

Special Session Tobacco Tax Bill (Draft)
Section 30. This section allows for the
seizure of assets used by a person when the
person commits, or the state has probable
cause to believe that the person has
committed, the felony of misconduct
involving unstamped cigarettes or stamps in
the first degree. This section further outlines
the types of assets that may be seized,
procedures for seizing assets, and procedures
for the disposition of assets after they arc
seized.

Section 31. This section changes the
definition of misconduct involving unstamped
cigarettes in the first degree from sales of or
possession with intent to sell 1,000 or more
unstamped cigarettes to sales of or possession
with intent to sell 5,000 or more unstamped
cigarettes.

Section 32. This section changes the
definition of misconduct involving unstamped
cigarettes in the second degree from sales of
one but fewer than 1,000 unstamped
cigarettes to sales of one but fewer than 5,000
unstamped cigarettes and from possession of
one but fewer than 10,000 unstamped
cigarettes lo possession of 407 but fewer *
than 10,000 unstamped cigarettes. This
section also includes importation or
possession of one but fewer than 401
unstamped cigarettes as misconduct
involving unstamped cigarettes in the first
degree if the cigarettes are not possessed
for personal consumption.
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CSSB 368 Version |.A (As passed by Senate)
Section 24. This section allows
manufacturers to offer cigarette promotions in
the state provided the promotion offered at
the wholesale level is the same for all
wholesalers who participate in the promotion
and the promotion offered at the retail level is
the same for all retailers who participate in
the promotion.

Section 25. This section makes a technical
change lo AS 43.50.720 so that the language
in that statute conforms to changes made in
Section 28 of this bill.

Section 26. This section makes a technical
change to AS 43.50.760(b) so that the
language in that statute conforms to changes
made in Section 28 of this bill.

Section 27. This section makes a technical
change lo AS 43.50.770 so that the language
in that statute conforms to changes made in
Section 28 of this bill.

Section 28. This section changes the
calculation of cost of cigarettes as defined in
the | 'nfuir Cigarette Sales Act that went into
effect January 1, 2004 as the result of the
passage last session of SB 168. 'flic Unfair
Cigarette Sales Act prohibits nil cigarette
wholesalers and retailers from selling
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Section 25. This section allows
manufacturers to offer cigarette promotions in
the slate provided the promotion offered at
the wholesale level is the same for all
wholesalers who participate in the promotion
and the promotion offered at the retail level is
the same for all retailers who participate in
the promotion.

Section 26. This section makes a technical
change to AS 43.50.720 so that the language
in that statute conforms to changes made in
Section 30 of this bill.

Section 27. This section makes a technical
change to AS 43.50.760(b) so that the
language in that statute conforms to changes
made in Section 30 of this bill.

Section 28. This section makes a technical
change to AS 43.50.770 so that the language
in that statute conforms to changes made in
Section 30 of this bill.

Section 29. This section makes a technical
change lo AS 43.50.790(a) so that the
language in that statute conforms to changes
made in Section 30 of this hill.

Section 30. This section changes the
calculation of cost of cigarettes as defined in
the Unfair Cigareitc Sales Act that went into
effect January |, 2004 as the result of the
passage last session of SB 168. The Unfair
Cigarette Sales Act prohibits all cigarette
wholesalers and retailers from selling

Special Session Tobacco Tax Bill (Draft)
Section 33. This section allows
manufacturers lo offer cigarette promotions in
the slate provided the promotion offered at
the wholesale level is the same for all
wholesalers who participate in the promotion
and the promotion offered at the retail level is
the same for all retailers who participate in
the promotion.

Section 34. This section makes a technical
change lo AS 43.50.720 so that the language
in that statute conforms to changes made in
Section 38 of this bill.

Section 35. This section makes a technical
change to AS 43.50.760(b) so that the
language in that statute conforms to changes
made in Section 3S of this bill.

Section 36. This section makes atechnical
change to AS 43.50.770 so that the language
in that statute conforms to changes made in
Section 38 of this bill.

Section 37. This section makes a technical
change to AS 43.50.790(a) so that the
language in that statute conforms to changes
made in Section 38 of this bill.

Section 38. This section changes the
calculation of cost of cigarettes as defined in
the Unfair Cigarette Sales Act that went into
effect January 1, 2004 as the result of Ihc
passage last session of SB 168. 'flic Unfair
Cigarette Sales Act prohibits all cigareitc
wholesalers and retailers from selling
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CSSB 368 Version LA (As passed by Senate)
cigarettes below cost. This section modifies
the Unfair Cigarette Sales Act by prohibiting
wholesalers and retailers from reducing their
cost by cash discounts received from
manufacturers. This section also requires
wholesalers and retailers lo obtain prior
approval from the Department o f Revenue
before selling cigarettes at a cost below the
amount posted by the Department of
Revenue.

Section 29. This section repeals sections of
the Unfair Cigarette Sales Act that conflict
with the new language inserted in Section 28.
Section 30. This section requires tiiat a floor
stock tax be paid by all persons in control or
possession of cigarettes for resale at the
effective date of this bill. A floor stock tax is
the difference between the tax paid at the old
rate and the tax due at the new tax rate. The
floor stock tax applies to cigarettes only. The
floor stock tax must be remitted to the
Department of Revenue in six sequential
monthly installments with the first installment
due no later than 30 days after the effective
date of this bill. The floor stock tax is needed
to reduce the amount of stockpiling by
retailers and distributors and the windfall they
will get by collecting, but not paying, tax at
the new rate on the stockpiled cigarettes.
Section 31. The section provides an effective
date of July 1, 2004.
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cigarettes below cost. This section modifies
the Unfair Cigarette Sales Act by prohibiting
wholesalers and retailers from reducing their
cost by cash discounts received from the
manufac urers. This section also requires
wholesalers and retailers to obtain prior
approval from the Department of Revenue
before selling cigarettes at a cost below the
amount posted by the Department of
Revenue.

Section 31. This section repeals sections of
the Unfair Cigarette Sales Act that conflict
with the new language inserted in Section 30.
Section 32. This section requires that a floor
stock tax be paid by all persons in control or
possession of cigarettes for resale at the
effective date of tliis bill. A floor stock tax is
the difference between the tax paid at the old
rate and the tax due at the new tax rale. The
floor stock lax npplics to cigarettes only. Tho
floor stock lax must be remitted lo the
Department of Revenue in six sequential
monthly installments with the first installment
due no later than 30 days after the effective
date of this bill. The floor stock tax is needed
to reduce the amount of stockpiling by
retailers and distributers and the windfall they
will get by collecting but not paying tax at the
new rntc on the stockpiled cigarettes.

Section 33. Tho section provides an effective
date of July 1,2004.

Special Session Tobacco Tax Bill (Draft)

cigarcltcs below cost. This section modifies
the Unfair Cigarette Sales Act by prohibiting
wholesalers and retailers from reducing their
cost by cash discounts received from the
manufacturers. This section also requires
wholesalers and retailers to obtain prior
approval from the Department of Revenue
before selling cigarettes at a cost below the
amount posted by the Department of
Revenue.

Section 39. This section repeals sections of
the Unfair Cigarette Sales Act that conflict
with the new language inserted in Section 38.
Section 40. This section requires that a floor
slock tax be paid by all persons in control or
possession of cigarettes Tor resale at the
effective date of this bill. A floor stock tax is
the difference between the tax paid at the old
rate and the tax due at the new tax rate. The
floor stock tax applies to cigarettes only. The
floor slock tax must be remitted to the
Department o f Revenue in six sequential
monthly installments with the first installment
due no later than 30 days after the effective
date of this bill, 'flic floor stock tax is needed
to reduce the amount of stockpiling by
retailers and distributors and the windfall they
will gel by collecting but not paying tax at the
new rate on the stockpiled cigarcltcs.

Section 41. The section provides an effective
date of September 1,2004.

V 2m&wE. - A j
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BENEFITS FROM A CIGARETTE TAX INCREASE IN ALASKA
Current State Cigarette Tax: 1 Dollar Per Pack (12th among all states)

Smoking-caused costs in state per taxed pack sold: S6.38
Average retail price per pack: $4.34 (state share from excise and sales taxes: $1.00)

Total state Medicaid program smoking costs each year: $60 million
State cigarette tax revenue each year: $40.4 million (2002)

Last Alaska Cigarette Tax Increase: 10/01/97

Projected Benefits From Increasing the State Cigarette Tax By 1 Dollar Per Pack
» New state cigarette tax revenues each year: $30.7 million
m New sales tax revenues: State has no sales tax.
m Pack sales decline in state: -4.6 million

Percent decrease in youth smoking: 15.0%
Increase in total number of kids alive today who will not become smokers: 9,100

Number of current adult smokers in the state who would quit: 4,500

Number of smcking-affected births avoided over next five years: 1,300

Number of current adult smokers saved from smoking-caused death: 900

Number of kids alive today saved from premature smoking-caused death: 2,900

5-Year healthcare savings from fewer smoking-affected pregnancies & births: $1.6 million
5-yoar healthcare savings from fewer smoking-caused heart attacks & strokes: $1.8 million
m Long-term healthcare savings In state from adult & youth smoking declines: $146.3 million

Ttiese projections provide careful estimates of the new revenues and public health benefits the state would obtain from
the cigarette tax increase above and beyond wnat it wouid 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 alter the tax increase by continuing in-state smokors. The projections are also based on research
findings that a 10% cigarette price increase reduces youth smoking rates by 6.5%, adult ratos 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 bnngs in more new revenue
than is lost from the decrease In the numbor 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

bocause of tax increase.

Sourcos. Chaloupka, F, "Macro-Social Influences: Effects of Prices and Tobacco Control Policies on the Demand for
Tobacco Products," Nicotine A Tobacco Research, 1999, and other price studies at httrr.'/tioncr.uie.edu’-nc and

www.uic edurorasrimpactoon Or:echowski A Walker. Tax Butden on Tobacco, 2002. USDA Economic Rosoarcn
Service, www.ors.usda nov/Bhefinn/|ohacr.o, State tax offices. Farrolly, M. ot al., "Cigarotto Smuggling Revisited," U.S.
Centers for Disease Control A Prevention (CDC|, in press. CDC. Stalo Highlights 2002: Impact and Opportunity, April
2002. www.cdc QoWtobacctyStatnHiohliohis htm. Miller, P., ot al., "Birth and First-Year Costs for Mothers and Infants
Attributable to M- .emal Smoking," Nicotine A Tobacco Rasetirzh 3(1): 25-35. February 2001. Lightwood. J. A S, Giant:.
"Short-Term Economic and Health Benefits of Smoking Cessation - Myocardial Infarction and Stroke," Circulation 96(4):
1089-1096, August 19,1997, httn://circ.nhninumnk.omicohcnniontlutl/9f)teMQB9. Hodgson, T.. "Cigarette Smoking and
Lifetime Medical Expenditures,” 7ne Mlllbenk Quarterly 70(1). 1992. U.S. Census. Nat'l Contor for Hoalth Statisbcr.

For more information, see tho Campaign fact shoots - including Ralovg State Tobacco Taxes Always Reduces Tobacco
Use (i Always Increases Stale Revenues) - at htlp:/4obacc-ofroQkidsom/rQf.onfChrtactBheoMndflx,nhD?CntonpryiP=t9

and hitr rttnhnrcofroeWds om'moods/nrices.
National Center tor Tobacco Free Kids 10.30.03/Eric LIndblom. October 30, 3003

UO3 I shout NW ¢ Suite 1200 - Washington. DC 23005
Pnone (202) 296*5409 ¢ Fax (202) 296*5427«www tobnccnfm/ikids.om


http://www.uic
http://www.ors.usda
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RAISING CIGARETTE TAXES REDUCES SMOKING, ESPECIALLY AMONG KIDS
(AND THE CIGARETTE COMPANIES KNOW IT)

The cigarette companies have opposed tobacco tax increases by arguing that raising cigarette
prices would not reduce adult or youth smoking. Butthe companies’ internal documents,
disclosed in the tobacco lawsuits, show that they know very well that raising cigarette prices is
one of the most effective ways to prevent and reduce smoking, especially among kids.

* RJ Reynolds: Ifprices were 10% higher, 12-17 incidence [the percentage ofkids who smoke]
would be 11.9% lower.1

* Philip Morris: ltis clear that price has a pronounced effect on (he smoking prevalence of
teenagers, and that the goals ofreducing teenage smoking and balancing the budget would
both be served by increasing the Federal excise tax on cigarettes}

e Philip Morris: Jeffrey Harris of MIT calculated... that the 1982-83 round ofprice 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}

- Philip Morris: A high cigarette price, more than any other cigarette attribute, has the most
dramatic impact on the share ofthe quitting population price, not tarlevel, is the main
driving force for quitting 4

The companies have even publicly admitted the effectiveness of tax increases to deter smoking
in their required filings with the U.S. Securities and Exchange Commission.

* Philip Morris: [IIncreases 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 soles. [Loews
(parent 'orporation of the Lorillard cigarette company) 10-K Report. March 31, 1999.]

* R.J. Reynolds: [SJubstantial increases in state and federal excise taxes on 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 economic studies in peer-reviewed journals have documented that cigarette tax or
price increases reduce both adult and underage smoking. The general consensus is that every
10 percent increase in the real price of cigarettes will roduce overall cigarette consumption by
approximately three to live percent and reduce the number of kids who smoke by about six or
seven percent.l Research studies have also made the following related findings:

« Among all adults or all youths, cigarotto price increases work even more effectively to prevent
and roduce smoking among males, Blacks, Hispanics, and lowor-income persons.b

« Higher taxes on spit tobacco reduce its use, particularly among young males.7

1400 | Struct NW - Suite 1200 - Washington. DC 20005
Phono (202) 296-54G9 « Fax (202) 295-5427 «wv/w.tobaccofrookids org
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Kids do not smoke more marijuana if they reduce their cigarette smoking. In fact, cigarette
price increases not only reduce youth smoking but also reduce both the number of kids who
smoke marijuana and the amount of marijuana consumed by continuing regular users.0

Expert Conclusions on Cigarette Prices and Smoking Levels

The 2000 U.S. Surgeon General's Report, Reducing Tobacco Use, found that increasing the
price of tobacco products would decrease the prevalence of tobacco use, particularly among
kids and young adults, and that tobacco tax increases would lead to "substantial long-term
improvements in health." From its review of existing research, thf -eport concluded that
raising tobacco taxes is one of the most effective tobacco prever,..on and control strategies.9

The 1999 World Bank report Curbing The Tobacco Epidemic: Governments and the
Economics of Tobacco Control carefully evaluated existing research and date, worldwide,
and concluded that “the most effective way to deter children from taking up smoking is to
increase taxes on tobacco. High prices prevent some children and adolescents from
starting and encourage those who already smoke to reduce their consumption.”10

Wall Street tobacco industry analysts have long recognized the powerful roi.j merer :ed
cigarette taxes and rising cigarette prices play in reducing U.S. smoking levels. For example,
a December 199B “Sensitivity Analysis on Cigarette Price Elasticity" by Credit Suisse First
Boston Corporation settled on a "conservative” estimate that cigarette consumption will
deJine by four percent for every 10 percent increase in price.

Inits 998 report, Taking Action to Reduce Tobacco Use, the National Academy of
Sciences’ Institute of Medicine concluded that "the single most direct and reliable method for
reducing consumption is to increase the price of tobacco products, thus encouraging the
cessation and reducing the level of initiation of tobacco use."11

A National Cancer Institute Expert Panel reported in 1993 that "a substantial increase in
tobacco excise taxes may be the single most effective measure for decreasing tobacco
consumption,” and “an excise tax reduces consumption by children and teenagers at least
as much as it reduces consumption by adults."”

Increasing U.S. Cluarette Prices and Declining Consumption

Although there are many other factors involved, comparing the trends in cigarette prices and
overall U.S. cigarette consumption from 1970 to 2001 shows that there is a strong correlation
between increasing prices and decreasing consumption (see chart below). While U.S. cigarette
prices are largely controlled by the cigarette companies’ price-setting decisions, from 1970 to
2002, the federal tax on cigarettes also increased from eight cents to 39 cents per pack and the
average state cigarette tax increased from 11 to 44 cents per pack. Without these federal and
state tax increases, U.S. cigarette prices would be much lower and U.S. smoking levels would
be much higher.
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U.S. Cigarette Prices vs. Consumption 1960-2001

$4.00
$3.50
$3.00
«Cigarette
$2.50 Consumption
(billions of packs)
$200 -Avg. Retail Price Per
Pack (in current
$1.50 dollars)
$100

The Canadian Experience. From 1979 to 1991 real prices in Canada increased from $2.09 to
$5.42 and smoking among 15 to 19 year olds fell from 42 to 16 percent. As the President of the
Canadian Tobacco Manufacturers Council then admitted to a legislative committee, "there is no
gquestion that consumption is down measurably over the last five years, and there is no question
in our minds that taxes have been a significant factor.”"12 But when Canada subsequently
reduced its cigarette taxes (to reduce tax-avoidance smuggling supported by the cigarette
companies), youth smoking immediately increased for the first time in nearly fifteen years.13

For moro information, plcaso go to tho Campaign's special websilo pago on tobacco taxes at
http://tobaccofreekids.org/rGports/prices

National Canter tor Tobacco-Frca Kids, January 3, 2002, UricUndblom
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1R.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.

' Philip Morris Research Executive Myron Johnston, ‘Teenage Smoking and the Federal Excise Tax on
Cigarettes," PM Document No. 2001255224, September 17, 1981, 'Arww.pmdocs.com.

3Philip Morris Executive Jon Zoler, "Handling An Excise Tax Increase," PM Document No. 2022216179,
September 3,1987, www.pmdocs.com.

4Philip Morris Executive Claude Schwab, “Cigarette Attributes and Quitting," PM Doc. 2045447810, March
4, 1993, www.pmdocs.com.

sSee, 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/oros/impacteen. Chaloupka, F.("Macro-Social Influences: The Effects of Prices and Tobacco
Control Policies on the Demand for Tobacco Products," Nicotine and Tobacco Research, 1999, and other
price studies at http://tiooer.uic.edu/-fic: Chaloupka, F. & R. Pacula , An Examination of Gender and Race
Differences in Youth Smoking Responsiveness to Price and Tobacco Control Policies, National Bureau of
Economic Research, Working Paper 6541, April 1998), http://tiacer.uic eduMjc. Emery', S., et al., "Does
Cigarette Price Influence Adolescent Experimentation?," Journal of Health Economics 20:261-270, 2001.
Evans, W. & L.. Huang, Cigarette Taxes and Teen Smoking: New Evidence from Panels of Repeated
Cross-Sections, working paper, April 15, 1998, www.bsos.umd.edu/econ/evans/wrkoap.htm. Harris, J. & S.
Chan, "The Continuum-of-Addiction: Cigarette Smoking in Relation to Price Among Americans Aged 15-29,"
Health Economics Letters 2(2) 3-12, February 1998, www.mil edu/peopie/jeffrev.

| See, e.g., U.S. Centers for Disease Control and Prevention (CDC), "Responses to Cigarette Prices By
Race/Ethnicity, Income, and Age Groups - United States 1S76-1993,' Morbidity and Mortality Weekly
Report fMMWR) 47(29): 605-609 July 31,1998, www.cdc.oov/mmwn Chaloupka & Pacula, April 1998.
7Chaloupka, F ., J. Tauras & M. Grossman, "Public Policy and Youth Smokeless Tobacco Use," Southern
Economic Journal 64(2): 503-16, October 1997, http://tiooer.uic.edu/-fic.

* Chaloupka, F ., et al., Do Higher Cigarette Prices Encourage Youth to Use Marijuana?, National Bureau of
Economic Research, Working Paper No. 6939, February 1999, htto://tioaer uic.edu/~fic. Farrelly, M., et al.,
"The Joint Demand for Cigarettes and Marijuana: Evidence from the National Household Surveys on Drug
Abuse," Journal of Health Economics 20: 51-68, 2001. See, also, Campaign forTobacco Free Kids fact
sheet, Smoking and Other Drug Use, http://iobaccofreekids.oro/research/f3ctsheets/pdf/0106.pdf.

6 Available at www.cdc aov/tobacco/somaoe.htm.

10 Available at htt ://www1l wjrldbank org/tobacco/reports htm.

Il Available at www nap edu/Pooks/Q309060389/html/indey html.

1 Bill Neville, President, Canadian Tobacco Manufacturers Council, testifying before Legislative Committee F
on Bill C-10, An Act to Amend the Excise Tax Act and the Excise Act, September 26, 1991.

u 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.htmt.
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STATE CIGARETTE TAX RATES & RANK, DATE OF LAST INCREASE, ANNUAL PACK SALES & REVENUES, AND RELATED DATA

30 stales, DC, and Puerto Rico have implemented or passed higher cigarette lax rates since 1/1/2002, bt 14 states have not Increased lhelr tax for at least ten years,
live 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 tho real value of slate tobacco lax rates 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 state tobacco lax revenues lo historical levels or higher- while also reducing stale 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 National Date of Last FY 2002 FY 2002 Retail Price CDC State Adult Youth Adult Adult
Tax Per Pack Rank State Tax Cigarette  Cigarette Tax Per Pack Smoking Smokers Smoking Smoking Smoking
(1 = high) Increaso Pack Sales Revenue With AJI Costs Per Rate Rate Rank
(millions) (millions) Taxes’ Pack Sold (1='ow)
All Stales $0.70.5 avg. 11 1 20.4 billion $0.4 billion $3.72 $7.18 48 million 28.1% 22.8% 11
Alabama $0.16.5 471h 7/1/04 370.5 $61.7 $3.15 $7.33 794,359 23.7% 23.9% 30
Alaska $1.00 12th 10/1/97 40.4 $40.4 $4.34 $6.30 113,852 33.9% 26.1% 44
Arizona 51.18 11th 11/26/02 276.1 $158.0 $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 19th 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 7/1/06 292.6 $56.2 $3.01 $6.21 71G.904 25.3% 22.4% 19
Connecticut 51.51 1st 3/15/03 227.4 3149.0 $4.74 $9.16 533,286 25.6% 20.8% 8
Delaware $0.55 29th 7/31/03 113.4 $27.0 $2.90 $4.32 147,842 24.2% 25.1% 38
Washington, DC 51.00 12th 1/1/03 25.4 $16.3 S4.14 S1G.02 95,070 14.7% 20.8% 9
Florida $0.33.9 41st 7/1/90 1,277.30 S42G.3 $3.33 $8.26 2,775,609 19.0% 22.5% 22
Georgia $0.37 37th 4/1/71 666.2 $76.5 $3.01 $6.38 1,426,081 23.7% 23.7% 29
Hawaii $1.30 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 711102 BB5.2 S4G4.3 $4.02 $0.53 2.1G5.027 34.0% 23.6% 27
Indiana $0.55.5 28lh 7/1/02 742.1 $110.3 $3.52 $5.14 1.239.174 31.6% 27.5% 47
lowa $0.30 30th 0/1/91 249.7 $80 0 $3.22 $6.40 486,776 32.7% 22.2% 15
Kansas $0.79 20th 1/1/03 208.0 $47.9 $3.75 $6.98 438,544 26.1% 22.2% 16
Kentucky $0.03 50th 7/1/70 572.5 $10.0 $2.09 $4.88 941,500 40.0% 30.9% 51
Louisiana $0.30 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 S4.12 S8.4G 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 7124/02 354 $269.0 $4.0. $12.52 955,260 26.0% 19.7% 4
Michigan $1.25 9th 8/1/02 780.1 $577.3 $4.3<r $7.70 1,887,068 27.6% 25.7% 41
Minnesota $0.48 34lh 711/92 352.8 $166.1 $3.49 $7.22 806,434 28.9% 22.2% 17
Mississippi $0.10 451h 6/1/85 261.5 $44.0 $3.15 $6.96 525,646 23.6% 25.4% 39
Missouri $0.17 46 m 10/1/93 550.3 $92.0 $2.94 $6.37 1,079,307 30.3% 25.9% 42
Montana $0.70 22nd 5/1/03 67.3 $11.7 $3.49 S6.8G 147,197 28.5% 21.9% 13

‘ Pack prices tolled lire tempoiary 05-corit reduction In Marlboro and llireo olher brands Initialed In January 2003 by Philip Morris, but lhey do nol fully reflect telail-based discounting and
promotions by tho major clgarotle companlos.

1400 | Street, NW Suite 1200 « Washington, DC 20005. Plionn ~702) 290-5409 « Fax (202) 296-5427 «www.tobaccofreokids.org
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Slate Cigarotto Tax Ratos & Rank, Dale  ast Increaso And Related Data/ 2

Stale Cigarette National Date or Last FY 2002 FY 2002 Retail Price CDC State Adult Youth Adult Adult
Tax Per Pack Rank State Tax Cigarette Cigarette Tax Per Pack Smoking Smokers Smoking Smoking Smoking
(1 = high) Increase Pack Sales Revenue With AJl Costs Per Rato Rate Rank
(millions) (millions) Taxes Pack Sold (1=low)
Nebraska $0.64 24th 10/1/02 132.4 $43.5 $3.82 $7.19 257,248 29.0% 20.4% 5
Nevada $0.35 40th 7/1/09 173.1 $50.0 S3.2G SG.G4 401,344 25.2% 27.0% 46
New Hampshire $0.52 33rd 711199 1GG.7 $04.1 $3.33 S4.G3 223,220 25.3% 24.1% 34
Now Jersey $1.60 3rd 7/1/02 495.2 $391.5 $4.64 $9.69 1,347,007 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
Now York $1.50 3rd 4/3/02 884.4 $1,052.8 $5.65 $12.83 3,343,006 26.8% 23.4% 2G
North Carolina $0.05 49th 8/1/91 80G.G $30.8 $3.02 $5.90 1,576,084 27.8% 25.9% 43
North Dakoln $0.44 35th 7/1/93 43.4 $19.1 $3.52 $7.82 106,379 35.3% 22.1% 14
Ohio $0.55 29th 711102 1,101.00 $257.3 $3.51 SG.GG 2,344,750 33.4% 27.7% 48
Oklahoma $0.23 42nd 8/1/07 352.B $57.1 $3.09 $6.01 73G.789 24.0% 23.8% 50
Oregon $1.28 8th 11/1/02 231.3 $155.0 $3.80 $7.58 527,849 22.0% 20.5% 6
Pennsylvania $1.00 12th 7/15/02 1,007,40 $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.B% 7.4.0% 33
South Carolina $0.07 48th 71177 39G.2 $25.4 $3.00 $6.52 786,621 3G.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
Tcnnossce $0.20 43rd 7/15/02 593.G $75.3 $3.2G $7.01 1.04G.94G 32.4% 24.4% 35
Texas $0.41i 3Gth 7/1/90 1,244.30 $497.5 $3.49 57.79 3.367,139 24.7% 22.5% 23
Utah $0.69.5 23rd 5/6/02 91 $47.1 $3.73 $5.99 201,425 8.3% 13.3% 1
Vermont $1.19 10th 7/1/03 57 $24.5 $4.11 SG.18 103,332 23.7% 22.4% 21
Virginia $0.02.5 51 si 9/1/GG GG2.1 $15.0 $2.95 $5.57 1,201,557 NA 22.5% 24
Washington $1.42.5 6th 1/1/02 269.5 $306.G $4.82 $10.25 989,943 28.0% 22.6% 25
West Virginia $0.55 29th 5/1/03 199.5 $32.0 $3.37 $7.02 396,478 39.2% 28.2% 49
Wisconsin $0.77 21 si 10/1/01 408.3 $288.8 $3.89 $7.14 942.801 27.1% 23.6% 28
Wyoming $0.60 25th 7/1/03 46.1 $5.1 $3.50 S5.27 81,010 28.4% 22.2% 18
USA/U.S. Gov't 39 11 1/1/02 21.25 billion $7.0 billion S3.72 S7.1B 49 million 28.5% 22.8% HA

Sources: CDC, State Highlights 2002: Impact and Oppoitunity, April 2002, www.cdc.gov/tobacco/StateHightightB.htm. Orzechowski ft Walker, Tax Burden on Tobacco,
2002. Smoking cosls per pack sold = CDC estimates of slate smoking-caused health costs and lost productivity per taxed packs sold In each stale in 2001. Youth smoking
rates most recent available; in bold type from the Youth Tobacco Surveillance (YTS); In italics from stale-specific surveys; and in regular type from Youth Risk Behavioral
Surveillance (YRBS). Because of different surveys and years, youih-srnoking rankings cannot be done. From tho start of 1938 to the end of 2001, the major cigarette
companies Increased their piices by more than $1.25 per pack. Major tobacco slates are KY, VA, NC, SC, GA, TN. Slate averages do not include Puerto Rico (which Is
larger than more than 20 states ft DC. based on populalion).Taxed Pack Sales Include all cigarette sales on which cigarette taxes wero collected. Total USA pack sales
include sales of cigarotles on which federal but not state taxes are collected (e.g.. sales to Indian Tribes and military bases) and includes sales in Puerto Rico and oilier
U.S. territories not listed above. Cigaretlo pricos include federal and stale cigarette laxos and slalo sales taxes but not local cigarette or sales taxes (unless ihey are
uniform throughout the state), except for New York City, which contains roughly half tho population of NY State and increased its local tax from 0 cents to $1.50 per pack
7/1/02. AK, DE, MT, NH ft OR have no state sales tax; CO has a sales tax but it does not apply lo cigarettes; and AL, GA ft MO do not apply their sales tax lo the portion
ol retail cigareitc pricos that Is the stale's cigarette exclso lax.

For more Information on stnto cigarette taxes and the benefits from Increasing them, see the Campaign's website at http://tobaccofreeklds.org/reports/price_s,
For more state-specific data, see the Campaign website at: http://tobaccofreeklds.ora/roports/settlemcnts and http://tobaccofrcoklds.orqg/rosoarch/factsheots.

National Center for Tobacco-Free Kids, June 26, 2003/ Eric LIndblom
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June 22, 2004

The Honorable Pete Kott

Speaker of the House of Representatives
716 W. 4th Ave.

Anchorage, AK 99501

Dear Speaker Kaott:

The American Cancer Society strongly supports the governor's call to pass a full and
immediate one-dollar per pack increase in Alaska’s cigarette tax, along with an
accompanying increase in the non-cigarette tobacco product tax, during the special

session.

The Society recognizes tobacco taxes as one of the most effective ways to reduce
youth smoking and save lives. We have seen evidence of this fact across the nation as
well as here in Alaska. There is no longer any doubt that tobacco taxes are a proven
means to reduce tobacco use and save lives. Now is the time to act on this crucial

policy issue.

The mission of the American Cancer Society is to eliminate cancer as a major health
problem by preventing cancer, saving lives, and diminishinr suffering from cancer. We
clearly recognize the devastating impact of cancer on Alas! ans. Cancer is currently the
second leading cause of death for all Alaskans and the leading cause of death for
Alaska Natives. Research shows that one-third of all cancers are tobacco-related and
almost all tobacco-users first become addicted as children. By increasing the state's
tobacco tax, with its known correlation to reducing youth smoking, we are taking a
critical step in stemming the tide of rising health care costs to the state and needless

death and disability in our communities.

The American Cancer Society urges the legislature to adopt this critical public health
measure as soon as possible to save lives and protect the health of our children.

Sincerely.

Emily E. Nenon
Alaska Advocacy Manager

1057 West Firewecd Lane, Suite 204 « Anchorage. AK « 99503
(907) 277-8696 « (800) 478-9355 « F~x (907) 263-2073
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June 22, 2004

Representative Pete Kott
State Capitol, Room 208
Juneau, AK 99801-1182

Fax: 907-465-2819

Re: Increasing the State Tobacco Tax

Dear Representative Kott:

The American Lung Association of Alaska Is pleased to support
Governor Murkowski's bill to raise Alaska's Tobacco Tax. This
measure represents awin, win, win solution for Alaska that

reduces smoking, raises much-needed revenue and has strong

support from voters.

Studies show that higher cigarette taxes are one of the most
effective ways to reduce smoking among both youth and
adults. A Department of Revenue study shows Alaska's tobacco
consumption dropped substantially in response to th" 1997
tobacco price increase. Among younger childrtn the report
estimated a 30 percent reduction In smoking.

At the same time the 1997 tobacco tax increase generated
approximately 30 million per year in new state revenue. The 2004
$1 tax increase would generate approximately 36 million
peryear.

There is strong public support for substantially Increased state
tobacco taxes, A recent poii completed for Alaskans for Tobacco-
Free Kids shows 67 percent support among Alaskan voters for a
Si.00 per pack increase in tobacco taxes.

The tobacco tax increase would save thousands of Alaska
lives, reduce health care costs and generate much needed
revenue. All measures of success the American Lung Association
of Alaska can enthusiastically support.

Shcerely,

C XJcs jrirG jrh * -

Christie Garbe, CFO
American Lung Association of Alaska


http://www.aklung

June 18, 200-1

Dear Legislalors,

We (he undersigned medical professionals and members of (lie
Alaska Association of Family Practice Physicians support

legislation to increase Alaska’s tobacco tax by $1.00 to be
implemented fully and immediately.

An increase in the tobacco tax is a critical part 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. With an increase in the tax, we will prevent
thousands of kids from picking up their first cigarette.

AHG.\S Please act expediently during the special legislative session lo

F}tgi . protect Alaskan families from the devastating effects of tobacco
I|$ addiction.

Pass the tobacco tax.

Name, Affiliation, and Community.
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£ June 18. 2004

Dear Legislators,

We the undersigned medical professionals and members of the
Alaska Association of Family Practice Physicians support
legislation to increase Alaska’s tobacco tax by $1.00 to be
implemented fully and immediately.

An increase in the tobacco tax is a critical part 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. With an increase in the tax, we will prevent
thousands of kids from picking up their firsi cigareite.

Please act expediently during the special legislative session to

P(O%IA[HG:S protect Alaskan families from the devastating effects of tobacco
S

%t?&mw addiction.

Name, Affiliatior and
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Protect Alaska’s
families.
Pass the tobacco tax.

June 18, 2004
Dear Legislators,

We the undersigned medical professionals and members of the
Alaska Association of Family Practice Physicians support
legislation to increase Alaska's tobacco tax by $1.00 to be
implemented fully and immediately.

An increase in the tobacco tax is a critical part 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. With an increase in the tax. we will prevent
thousands of kids from picking up their first cigarette.

Please act expediently during the special legislative session to
protect Alaskan families from the devastating effects of tobacco

addiclion.
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June 18, 2004
Dear Legislators,

We the undersigned medical professionals and members of the
Alaska Association of Family Practice Physicians support
legislation to increase Alaska’s tobacco tax by $1.00 to be
implemented fully and immediately.

An increase in the tobacco lax is a critical part 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 lax is a sound public
health decision. With an increase in tho tax. we will prevent
thousands of kids from picking up their first cigarette.

Please act expediently during the special legislative session to

H’C‘HIAEG@S protect Alaskan families from the devastating effects of tobacco
anlies addiction.
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June 18,2004

Dear Legislators,

We the undersigned medical professionals and members of the
Alaska Association of Family Practice Physicians support
legislation to increase Alaska’s tobacco lax by $1.00 to be
implemented fully and immediately.

An increase in the tobacco tax is a critical part 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. With an increase in tho tax, we will prevent
thousands of kids from picking up their first cigarette.

Please act expediently during the special legislative session to

P{CHIAGGGS protect Alaskan families from the devastating effects of tobacco
ATIIES

Pé&ﬁ"ellljﬂm’[a( addiction.

Name, Affiliation, and Community.
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June 18, 2804
Dear Legislators,

We the undersigned medical professionals and members of the
Alaska Association of Family Practice Physicians support
legislation to increase Alaska's tobacco tax by St.00 to be
implemented fully and immediately.

An increase in the tobacco tax is a critical part 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 lax is a sound public
health decision With an increase in the tax, we will prevent
thousands of kids from picking up their first cigarette.

Please act expediently during the special legislative session lo

prelect Alaskan families from (he devastating effects of tobacco
addiction.
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June 18, 2004

Dear Legislators,

We the undersigned medical professionals and members of the
Alaska Association of Family Practice Physicians support
legislation to increase Alaska’s tobncco tax by $1.00 lo be
implemented fully and immediately.

An increase in the tobacco tax is a critical pari of overall tobacco
control program. Alaska has haJ tremendous success in reducing
youth smoking; we can continue the trend by raising the cosl of
cigarettes and ina'nlaining our effective tobacco control
programming. An increase in the tobacco lax is a sound public
health decision. With an increase in the tax, we will prevent
thousands of kids from picking up their first cigarette.

Please act expediently during the special legislative session to
Aﬁdﬁv protect Alaskan families from the devastating effects of tobacco

addiction
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June 18, 2004

Dear Legislators,

We the undersigned medical professionals and members of the
Alaska Association of Family Practice Physicians support
legislation lo increase Alaska's tobacco lax by $1.00 to be
implemented fully and immediately.

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

Please act expediently during the special legislative session to
protect Alaskan families from the devastating effects of tobacco

addiction.
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June 18, 200-1
Dear Legislators,

We the undersigned medical professionals and members of the
Alaska Association of Family Practice Physicians support
legislation to increase Alaska's tobacco tax by $1.00 to be
implemented fully and immediately.

An increase in the tobacco lax is a critical part 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. With an increase in the tax, we will prevent
thousands r r kids from picking up their first cigarette.

expediently during the special legislative session to

Please ar
Wads protect Aluskan families from the devastating effects ol tobacco
IES

addiction
Pass the tobacco tax.
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G Juneau. Alaska 99bi
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State of Alaska

OFFICE OF THE GOVERNOR
JUNEAU

June 21, 2004

The Honorable Gene Therriault
President of the Senate

Alaska State Legislature

State Capitol, Room 111
Juneau, AK 99801-1182

Dear President Therriault:

Under the authority of article Ill, section 18 of the Alaska Constitution, |
am transmitting a bill that increases the cigarette excise tax by $1.00 a pack
and makes other changes in our current statutes. The tax on “other tobacco
products” such as smokeless tobacco would be increased from 75 percent to
100 percent of the wholesale cost.

Passage of these tax increases is supported by the health benefits alone.
Tobacco is the number one preventable cause of death, disability, and chronic
illness in Alaska. Itis public health enemy number one. |want these tax
increases to reduce consumption of tobacco products in Alaska. Such a
decrease will benefit adult smokers who decide to quit, teenagers and pre-teens
who decide to quit or not start smoking, and Alaskans that choose not to
smoke but suffer the ill effects of second hand smoke.

Current estimates arc that passage of the cigarette tax should result in a
15 percent drop in illegal teen smoking. A 15 percent drop in youth smoking
rales from current levels translates into 1,800 lives saved from premature
death due to tobacco addiction. My hope is that even more Alaska teens decide
not to try smoking or break their addiction to cigarettes.

Among current adult smokers, 3,500 will quit smoking because of the
tax. and of those, 800 will be saved from a smoking-caused death. Smoking
among expectant mothers would also be reduced significantly; resulting in 850
babies being spared from exposure to maternal smoking prior to delivery
during the next five years.

Alaska Natives should particularly benefit from reduced smoking. Whnile
smoking rates are declining within the U.S. general population, the rate of
smoking is unchanged among Alaska Native adults and, at 44 percent, is

COMMITTEE COPY
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The Honorable Gene Therriault
June 21,2004
Page 2 of 2

almost double that of non-Natives. Currently, 44 percent of Alaska Native high
school students smoke almost four times the rate among non-Native students.
Lung cancer, the leading cause of cancer deaths, is increasing at an alarming
rate among Alaska Natives of both sexes. Cardiovascular disease, including
heart disease and stroke, is also linked with tobacco use, and kills
approximately 120 Alaska Natives each year.

In order to ensure we achieve these health benefits, | have included
language that earmarks part of the tax revenues for the smoking education,
tobacco use prevention, and tobacco control program. At the level | have
included, Alaska would become one of five states that fund tobacco cessation
programs at or above the level recommended by the Centers for Disease
Control.

1have also included a significant increase in the tax on smokeless
tobacco. Other forms of tobacco such as chew or cigars also present serious
risks to the health of users. For example, smokeless tobacco users may be up
to twice as likely as non-users to die from heart disease and other
cardiovascular conditions due to increased blood pressure.

There is also an important fiscal benefit in this bill. The new revenues
generated by the tax increases will help reimburse a portion of the
approximately $270 million in annual costs for direct medical expenses and
lost productivity attributed to tobacco use in Alaska. The financial burden all
Alaskans are stuck with because some Alaskans smoke should be reduced.
This bill targets users and asks them to pay a bit more of the costs they impose
on all Alaskans. | believe many Alaskans would argue they should not be
stuck with any costs for someone else’s voluntary' choice to use a dangerous
product.

Given the health impact, cost savings, and revenue to be generated from
the proposed tobacco tax, I urge your support for this legislation.

Sincerely yours,

Governor

Enclosure
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was referred to the
Senate Finance
Committee

No hearing was held
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FISCAL NOTE

STATE OF ALASKA Fiscal Note Number: 1

2004 LEGISLATIVE SESSION Bill Version: s 1002
(S) Publish Date: 6/22/04

Revision Date/Time (Note if correction): 06/21/04 Dept. Affected;

Title Workers'_Compensation BRU Alaska Court System
Component Appellate Courts

Sponsor Governor,

Requester Governor Component No.

Expenditures/Revenues (Thousands of Dollars)

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

OPERATING EXPENDITURES FY 2005 FY 2006 FY 2007 FY 2008 FY 2009

Fersonal Services 186.1 186.1 186.1 186.1

Travel

Contractual 2.4 2.4 2.4 2.4

Supplies

Equipment

Land & Structures
Grants & C.aims
Miscellaneous

TOTAL OPERATING GO 188.5 188.5 188.5 188.5
CAPITAL EXPENDITURES [
CHANGE IN REVENUES ( ) 1
FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts
1003 GF Match
1004 GF 188.5 188.5 188.5 188.5
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify Type-Do not abbreviate)
TOTAL 0.0 188.5 188.5 188.5 188.5

Estimate of any current year (FY2004) cost: 0.0
Chock this box (X) if funding for this bill Is included In the Governor’s FY 2005 budget proposal: [

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate /. . necessary)

FY 2010
186.1

2.4

188.5

188.5

188.5

Work draft 04-0172 makes several changes to the way the Department of Labor and Workforce Development (the
agency) and the Alaska Court System resolve workers' comoensation disputes and appeals. Most important for

purposes of the court's fiscal note is that appeals from the newly-created Workers' Compensation Appeals
Commission (commission) will bypass the superior court and go directly to the supreme court

The court system does not believe that the creation of the new commission will result in a decrease in the number of
workers' compensation cases that are appealed to the court system each year However, bypassing the superior
court will lead to a significant increase in the numbor of those appeals that go to the supreme court. This is because

the superior court resolves about 75% of the workers' compensation cases appealed to the court system

PrepareJ by: Doug Wooliver Administrative Attorney Phono 907-264-8265
Division Alaska Cuurt System Dato/Timo 6/21/04 10 44 AM
Approved by:  Stephanie Cole Administrative Director by Doug Wooliver Date 06/21/04

Agency Alaska Court System
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FISCAL NOTE H\

STATE OF ALASKA BILL NO. SB 1002
2004 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

Of the yearly average of 36 appeals filed with the superior court, only 9 (25%) are further appealed to the supreme
court. Because the bill bypasses the superior court the supreme court anticipates that it will see all 36 cases.

Although the removal of these cases from the superior court will ease the workload of that court, the reduction is only
slightly more than an average of one case a year perjudge. Although this will 3llow judges some additional lime to
focus on other cases, it is not a significant enough reduction to produce a cost savings. However, an additional 27
cases a year for the supreme court would represent a greater than 10% increase in its civil caseload.

In order to mitigate the impact of these additioi al cases the court will hire a central staff attorney with expertise in
workers’ compensation law to research the record and the legal issues associated with each of the workers'
compensation cases. This assistance should :eauce the time required to resolve these cases and lessen the impact
they will have on other matters before the court.

Additionally, this note reflects the costs of an administrative assistant to assist the attorney and an additional clerical
position to handle the increased paper work and to interact with the agency in the preparation of the records on
appeal.

This note conservatively assumes that the number of cases appealed to the court system will not grow above the
current average of 36 cases a year Should that average increase the court system may be back before the
legislature with a request for additional funding.
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FISCAL NOTE

STATE OF ALASKA Fiscal Nolo Number:
2004 LEGISLATIVE SESSION Bill Version: SB 1002

(S) Publish Date: 6/22/04
Revision Date/Time (Note If correction): Dept. Affected Administration
Title An Act... establishing a Workers' '‘BRU Centralized Administrative Services

Compensation Appeals Commission Component Office of Administrative Hearings

Sponsor Rules Committee
Requester Governor Component No. 2771
Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010
Personal Services 0.0 681.1 681.1 681.1 681.1 681.1
Travel 0.0 8.4 8.4 8.4 8.4 8.4
Contractual 0.0 98.6 78.6 78.6 78.6 78.6
Supplies 0.0 38.4 2.8 2.8 2.8 2.8
Equipment

Land & Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING 0.0 826.5 770.9 770.9 770.9 770.9

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) j | | i |

FUND SOURCE /Thousands of Dollars)
1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Menlal Health

1007 I/A Receipts 0.0 826.5 770.9 770.9 770.9 770.9
TOTAL 0.0 826.5 770.9 770.9 770.9 770.9
Estimato of any curront year (FY2004) cost: 0.0

Chock this box (X) if funding »or this bill Is Included In tho Governor's FY 2005 budgot proposal:

POSITIONS

Full-time 8 8 8 8 8
Part-time

Temporal/

ANALYSIS: (Attach a soparato pnqo if nocossory)

This legislation transfers a number of functions from the Division of Workers' Compensation and the
former Workers' Compensation Board to the new Commission (all within the Department of Labor and
Workforce Development) and the Office of Administrative Hearings (in the Department of Administration).
The fiscal note displays the net change in costs wi'u' the Deparlmeni of Administration. Changes
includel

Personal Services:

Tho costs of six (6) partially exempt aominisirativo law judge positions. Costs are based upon ranges and
advanced stops for administrative law judges in order to cover the basic administrative law judgo
qualifications as well as the level of workers' compensation experience mandated by the bill,

Proparod by: Eric Swanson. Director Phono 465-5655
Division Administrative Sorvicos Dato/l imo 6/21/04 3:17 PM
Approved by; Ray Matioshowski, Commissioner Dato 6/21/2004
Agency Administration
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FISCAL NOTE #2

STATE OF ALASKA BILL NO. SB 1002
2004 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

Additionally, two (2) Administrative Clerk lll position are created to provide clerical support for the
administrative law judges.

Travel:
Planned travel includes 6 trips to Juneau for administrative law judges.

Contractual:

Includes annual recurring leased space cost and the estimated first year build out costs for adequate
space to conduct hearings and confidential work. Other costs include estimated annual phone and
equipment charges and administrative overhead.

Supplies:

Includes the cost of computer purchases, office furniture, and other one time costs necessary to establish
the office and annual consumable supply costs.
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FISCAL NOTE

STATE OF ALASKA
2004 LEGISLATIVE SESSION

Fiscal Nole Number: 3
Bill Version: SB 1002
(S) Publish Date: 6/22/C4

Revision Date/Time (Note if correction): Department Labor and Workforce Dovolopmont
Title: An Act...establishing a Workers' RDU: Work Comp Appeals Comm (now)
Compensation Appeals Commission Component: Workers' Compensation

Sponsor: Rules Committee Appeals Commission (new)
Requester; Governor Component Number new#
Expenditures/Revenues (Thousands of Dallars)
Note: Amounts do not include inflation unless otherwise noted below. -
OPERATING EXPENDITURES FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010
Personal Services 0.0 (553.3) (553.3) (553.3) (553.3) (553.3)
Travel 0.0 28.0 280 28.0 28.0 28.0
Contractual 0.0 918.5 810.4 810.4 810.4 810.4
Supplies 0.0 10.4 10.4 104 104 10.4
Equipment 0.0 11.6 0.0 0.0 0.0 0.0
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 415.2 295.5 295.5 295.5 295.5
CAPITAL EXPENDITURES |
CHANGE IN REVENUES (1157) 0.0 18.0 18.0 | 18.0 18.0 18.0
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipt*
1037 GF/Mental Health
1157 Workers Safety Account 4152 295.5 295.5 295.5 2955

TOTAL 0.0 415.2 295.5 2955 295.5 2955

Estimate of any curront yoar (FY2004) cost: None
Mark this box (X) if funding for this bill Is Included In tho Governor's FY 2005 budget proposal:
POSITIONS
Full-time -5 -5 5 -5 -5
Part-time
Temporary
ANALYSIS: (Attach a separate page if necessary)

See attached

Phone 465-2790
Dato/Timo 6/21/04 3:39PM

Paul LIsanklo. Diroctor
Workors’ Compensation Division

Prepared by:
Division

Approved by. Grog O'Claray. Commissioner
Agency Dopartmont of Labor and Workforco Dovolopmont

Date 6/21/2004
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FISCAL NOTE Hi

STATE OF ALASKA BILL VERSION: SB 1002
2004 LEGISLATIVE SESSION

ANALYSIS (continued)

This legislation establishes a Workers' Compensation Appeals Commission and replaces the Alaska Workers'
Compensation Board effective July 1,2005. It also transfers a number of functions from the Division of Workers'
Compensation and the former Workers' Compensation Board lo the new Commission (all within the Department
of Labor and Workforce Development) and tire Office of Administrative Hearings (in the Department of
Administration). The fiscal note displays the net change in costs withu. ‘he Department of Labor and Workforce
Development associated with these changes. Changes include:

Existing New WC Net
WC Division Appeals Change

Personal Services (809.2) 255.9 (553.3)
Travel (36.8) 64.8 28.0
Contractual (70.7) 989.2 918.5
Supplies (86) 19.0 10.4
Equipment 11.6 11.6
Total (925.3) 1,340.5 415.2

New Workers' Compensation Appeals Commission budget component:

Operating Expenditures:

Personal Services: The Appeals Commission is comprised ol 4 new positions and 4 volunteer members:

Ranpe

Commission. Chair 27 A
Commission, Member

Commission, Member

Commission, Member

Commission. Member

Admin. Services Mgr./ 19 A

Commission Clerk
Admin Clerk Il 10A/B
Admin. Clerk Il 8 A/B

The personal services costs ol 5255 9 are associated with the above positions An administrative manager
position is included to assist tho chair in fulfil'mg the diverse 'court dork," budget/fiscal, and organizational
administration functions assigned under the bill.

Travel Appeals Commission travel costs of 564 0 have been minimized by basing the Commission and holding
all its appeals hearings in Anchorage. Commission administrative staff are also located In Anchorage Planned
travel includes 3 trips to Juneau lor the Commission chair and Commission Clerk/Administrative Manager.
Commission travel also includes both actual travol costs associated with the four citizen Commission members
attending appeals proceedings and a S200/day stipend payable for each day spent on Commission business

Contractual Under the bill the Commission will request Administrative Law Judges employed by tho Offico of
Administrative ileanngs to conduct the initial hearings previously done by Workers' Compensation Board hearing
panels and Workers' Compensation Hearing Officers The Commission is expected to incur 5826 5 ir. mtractual
costs for Administrative Law Judge services Those costs are basod upon ranges and advanced stops for
Administrative Law Judges in order to cover the basic Administrative Law Judge qualifications as well as the level
of workers' compensation experience mandatod by tho bill
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FISCAL NOTE #3

STATE OF ALASKA BILL VERSION: SB 1002
2004 LEGISLATIVE SESSION

ANALYSIS: (continued)

A reduction in tho total numbers of hearing officers (currently eight authorized Workers' Compensation Hearing
Officers versus expected six Administrative Law Judges) is based upon a reasonably expected increase in
productivity. That increase would result from 1) Lhe increased experience and qualifications justifying Range 24 anJ
advanced step pay and 2) a lessening of turnover associated with upgrading the positions. Also, a reduction is
supported by one substantive change in the bill that removes the need for review of Compromise & Release
agreements involving injured workers represented by an attorney licensed to practice in the State of Alaska

The bill also requires that Appeals Commission offices be ‘physically separate’ from those of tho Workers'
Compensation Division. The Commission's contractual budget includes one-time costs of achieving the mandated
physical separation of $52.5 for its Anchorage offices. Those costs include demolition, construction, staff relocation,
and vcice and data line wiring.

Supplies and Equipment: A budget of $10.4 for general office supplies and S11.6 for equipment is necessary to
operate the Appeals Commission.

New Foos/Flnos:

The bill authorizes the Appeals Commission to charge a $100.00 fee for the filing of an appeal. This is expected to
amount to a yearly total of approximately $6,000 00 payable to the Workers' Safety and Compensation Administration
Account.

The bill also allows the Appeals Commission to order the parlies to an appeal to pay for its costs of preparing the
appeal file. At $200.00 per appeal that could be expected to total $12,000.00 per year payable to the Workers'
Safety Account.

The bill also authonzes the Division of Workers' Compensation to seek the imposition of civil penalties against
employers that violate the statutory requirement to insure or properly self-insure for their employees' workers'
compensation benefits. Appeals Commission hearing examiners would be authorized to award penalties up to a
maximum of S100.00 per day per employee. Based upon FY 2003 statistics penalties totaling $217,900 00 could
have been assessed (or each day the 189 identi‘ied. uninsured employers failed to insure the workers' compensation
benefits of their 2,179 employees It is unclear whether these penalties under AS 23 30.080 were intended to be
considered as penalties under 'this section' (AS 23 05.067). Due to the speculative nature of these penalties, and
the uncertainty of their collectability and qualification for inclusion, no adjustment to the Workers' Safety and
Compensation Administration Account is currently included

Existing Workers' Comnonsatlon budoot component:
Operating Expenditures:

Personal Services: The Workors' Compensation Division and the Workers' Compensation Board would delete the
following positions:

Range

Chief of Adjudication 23 B
Workers' Compensation Hearing Olficer 21 M
Workers' Compensation Hearing Officer 21 K
Workers' Compensation Hearing Officer 21 F
Workors' Compensation Hearing Officer 21 0/C
Workers' Compensation Hearing Officer 21 B/C
Workers' Compensation Hoarmg Officer 21 B/IC
Workers’ Compensation Hearing Officer 21 A
Workers' Compensation Officer Il 18 K

14 Workors' Compensation Board Members —
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