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* S ection  1. L E G IS L A T IV E  IN T E N T . Tt is the intent o f  the A laska Legislature that 
th is A ct provide a cost effective m ethod o f  enforcing the construction contractor licensing 
provisions o f  existing law  by creating adm inistrative civil penalties that can be im posed 
on individuals w ho fail to register as  construction contractors as required by law.

* See. 2. A S 08.18.118 is repeated and reenacted Jo read:

See. 08 .lit. 118. C ita tio n  im posing  civil p en a lty  a n d  p ro ce d u re .

(a) In addition to  and notw ithstanding the citation authority established under AS 
08.01.102 and 08.01.103, the  departm ent m ay issue a w ritten citation im posing a  civil 
penalty  to  a  person w ho vio lates AS 08.18.011 o r  08.18.025. Follow ing issuance o f  a 
citation im posing a  civil penalty, the  departm ent shall provide the person an  opportunity 
for a  hearing  before a  departm ent hearing officer. A  decision o f  a  hearing officer under 
tie s  subsection miry be appealed to the appropriate court.

„ - j ( b )  The tim e specified in the notice to appear on  a citation  issued under this section, 
m ust be a t least 10 days, not including w eekends and holidays, after the issuance o f  the 
citation, unless the person cited requests an earlier hearing.

 __ (c) T he D eportm ent o f C om m unity and Econom ic D evelopm ent and the D epartm ent
o f  Labor and W orkforce D evelopm ent are responsible for the issuance o f  books 
containing appropriate citations, and each shall m aintain a  record o f  each book issued and 
each citation coo tiined  in it. Each departm ent shall require and retain  a receipt for every 
book issued to on em ployee o f  that department.

* Sec. 3. A S 08.18.119 is am ended to  read:

See. 08.10.119. F a ilu re  to obey  c ita tion . U nless the citation has been voided or 
otherw ise dism issed by the m agistrate, judge, or prosecutor, a  person w ho w ithout lawful 
justification  o r exsuse fails to appear befo re  a d e p a r tm e n t h e a r in g  o ffice r or in  court to 
answ er a  citation  issued under this chapter, regardless o f  the  disposition o f  the  charge for 
w hich  the citation w as issued, is guilty o f  a  class B m isdem eanor.

* Sec. 4. A S 0 8 .18.141(a) is am ended to read:

(a) A  contractor, hom e inspector, or person acting in the capacity o f  a  contractor 
o r hom e inspector who know ingly violates AS 08.18.011 or 08.18.025 a n d  w ho h as (1) 
n o t nrevfonfllv co m m itted  a v io la tion  shall p o t  a  civil pepu lty  o f  $100; (2) one p r io r  
v io la tio n  sh a ll p tiv  a  civil p en a lty  o f  S30(h <31 tw o o r  m o re  p r io r  v io la tio n s is guilty 
o f  a  class B m isdem eanor. A person w ho violates another provision o f  tliis chapter i£ 
guilty  o f  a  violation punishable under AS 12.

* Sec. S. A S 08.18.161(8) is am ended to read:

(8) w ork c n  one project under one or m ore contracts, the  aggregate contract price 
o f  w hich for labor and m aterials and a ll o ther item s is less than $10,000; th is exem ption 
does t o t  apply w'l.en the work is only a part o f  a larger o r m ajor operation, w hether 
undertaken by the sam e o r a different contractor, or w hen the w ork is d iv ided into
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c o n t r a c ts  o f  a m o u n ts  le s s  t h a n  SI 0 ,0 0 0  f o r  th e  p u rp o s e  o f  e v a s io n  o f  t h is  c h a p te r  o r  

o th e r w is e ;  t h is  e x e m p t io n  d o c s  n o t  a p p ly  to  a  p e rs o n  w h o  a d v e r t is e s  o r  p u ts  o u t  a  s ig n  o r  

c a r d  o r  o th e r  d e v ic e  t h a t  m ig h t  in d ic a te  t o  th e  p u b l i c  t h a t  th e  p e rs o n  is  a  c o n t r a c to r ,  o r  

th a t  th e  p e r s o n  is  q u a l i f i e d  t o  e n g a g e  i n  th e  c o n t r a c t in g  b u s in e s s :  a  c o n t r a c to r  w h o  

p e r f o r m s  w o r k  p r ic e d  a t  S I.O O P  [$ 2 , 5 0 0 ]  o r  m o r e ,  u n d e r  t h i s  e x e m p t io n ,  s h a l l  

n e v e r th e le s s  k e e p  i n  fo r c e  p u b l i c  l i a b i l i t y  a n d  p r o p e r t y  d a m a g e  in s u r a n c e  w i t h  c o v e ra g e  

i n  a t  le a s t  th e  a m o u n ts  s e t  o u t  i n  AS 0 8 .1 8 .1 0 1 ;
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Amendment #1 By Rep. Rokeberg

Page 1, line 9 Delete “five” and insert “ten”
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CS FO R HOUSE BILL NO. 545( )

IN THE LEGISLATURE OF THE STATE OF ALASKA 

TW ENTY-THIRD LEGISLATURE - SECOND SESSION

BY

Offered:
Referred:

Sponsor(s): HOUSE RULES CO M M ITTEE BY REQUEST OF THE GOVERNOR

A BILL 

FO R  AN ACT EN TITLED  

"A n Act relating to tim e extensions un der the State P rocu rem en t C ode for real property  

leases; and providing for an effective date."

BE IT ENACTED BY T H E  LEG ISLA TU RE OF TH E STA TE O F ALASKA:

* Section 1. AS 36.30.083 is repealed and reenacted to read:

Sec. 36.30.083. Lease extensions au thorized, (a) Notwithstanding any other 

provision o f this chapter, the department, the Board of Regents o f  the University of 

Alaska, the legislative council, or the court system may extend a real property lease 

that is entered into under this chapter for up to 10 years if  a minimum cost savings o f 

at least five percent below the market rental value o f the real property at the time of 

the extension would be achieved on the rent due under the lease. The market rental 

value must be established by a real estate broker's opinion o f the rental value or by an 

appraisal o f the rental value.

(b) The department, the University o f Alaska, the court system, and the 

Legislative Affairs Agency shall submit individually an annual report to the

-1-
New T e x t: U n d e r l i n e d  ( D E L E T E D  T E X T  B R A C K E T E D ]

CSHB 545( )



1 Legislative Budget and Audit Committee detailing the leases extended and the cost

2 savings achieved by that entity under (a) o f  this section. The reports are due

3 August 31 o f each year.

4 * Sec. 2. The uncodified law o f the State o f Alaska is amended by adding a new section to

5 read:

6 APPLICABILITY. Notwithstanding the changes made by sec. 1 o f this Act. the state

7 agencies affected by this Act may continue to act on or consider a provision of a solicitation,

8 notice of intent to award, or response to solicitation made before the effective date o f sec. 1 o f

9 this A .t, to the extent that the provision is not inconsistent with a provision o f sec. 1 o f this

10 Act.

11 * Sec. 3. The uncodified law of the State o f Alaska is amended by adding a new section to

12 read:

13 FIRST LEASE EXTENSION REPORT. Notwithstanding AS 36.30.083(b), as

14 repealed and reenacted by sec. 1 of this Act, the first lease extension report under

15 AS 36.30.083(b) is due August 31, 2005, and must cover fiscal year 2005.

16 * Sec. 4. This Act takes effect immediately under AS 0 1 .10.070(c).

WORK DRAFT WORK DRAFT 23-GH2150VD

N ew  T e x t  U n d e r l i n e d  [D E L E T E D  T E X T  B R A C K ET ED ]



F r a n k  H .  M u r k o w s k i  
G o v e r n o r

G O V E R N O R @ G O V .S T A T E .A K  . U S

S t a t e  o f  A l a s k a

O F F I C E  O F  T H E  G O V E R N O R
J u n e a u

P f £ S 4 S

P .O .  B O X  I 1 0 0 0 1  
J U N E A U ,  A L A S K A  9 9 8 1  1 - 0 0 0 1  

( 9 0 7 )  4 6 5 - 3 5 0 0  
F a x  ( 9 0 7 )  4 6 5 - 3 5 3 2  

W W W .G O V .S T A T E .A K .U S

M a r c h  2 4 ,  2 0 0 4

T h e  H o n o r a b l e  P e t e  K o t t  
S p e a k e r  o f  t h e  H o u s e  
A l a s k a  S t a t e  L e g i s l a t u r e  
S t a t e  C a p i t o l ,  R o o m  2 0 8  
J u n e a u ,  A K  9 9 8 0 1 - 1 1 8 2

D e a r  S p e a k e r  K o t t :

U n d e r  t h e  a u t h o r i t y  o f  a r t i c l e  I I I ,  s e c t i o n  1 8  o f  t h e  A l a s k a  C o n s t i t u t i o n ,  I 
a m  t r a n s m i t t i n g  a  b i l l  r e l a t i n g  t o  t h e  e x t e n s i o n  o f  t e r m s  f o r  l e a s e s  a n d  t e r m s  
f o r  c o n t r a c t s  f o r  g o o d s  a n d  s e r v i c e s  u n d e r  t h e  S t a t e  P r o c u r e m e n t  C o d e .

T h i s  b i l l  w o u l d  m a k e  s e v e r a l  c h a n g e s  t o  t h e  S t a t e  P r o c u r e m e n t  C o d e .  
S e c t i o n  o n e  o f  t h e  b i l l  w o u l d  a u t h o r i z e  t h e  s t a t e  t o  n e g o t i a t e  l e a s e  r a t e  
r e d u c t i o n s  o n  e x i s t i n g  l e a s e s  i n  e x c h a n g e  f o r  c e r t a i n  t e r m  e x t e n s i o n s  w h e n  
f a v o r a b l e  l e a s e  r a t e s  a r e  a v a i l a b l e .  T h e  c u r r e n t  p r o c e s s  o n l y  a u t h o r i z e s  l e a s e  
e x t e n s i o n s  i f  t h e  p r o p e r t y  o w n e r  a g r e e s  t o  e i t h e r  (1 ) r e d u c e  t h e  l e a s e  r a t e  b y  t e n  
p e r c e n t  a n d  p e r f o r m  m o d i f i c a t i o n s  t o  b r i n g  t h e  p r o p e r t y  i n t o  A m e r i c a n s  w i t h  
D i s a b i l i t i e s  A c t  c o m p l i a n c e ,  o r  (2 ) r e d u c e  t h e  l e a s e  r a t e  b y  1 5  p e r c e n t .  T h e  
p r o b l e m  i s ,  t h e  c u r r e n t  p r o c e s s  d o e s  n o t  t a k e  i n t o  a c c o u n t  w h e t h e r  t h e  c u r r e n t  
l e a s e  r a t e  i s  a l r e a d y  b e l o w  m a r k e t .  D u e  t o  m a r k e t  c o n d i t i o n s  a n d  c u r r e n t  l e a s e  
r a t e s ,  t h i s  h i g h  d i s c o u n t  i s  o f t e n  n o t  a c c e p t a b l e  t o  p r o p e r t y  o w n e r s .

M a n y  o f  o u r  c u r r e n t  l e a s e  r a t e s  a r e  a l r e a d y  b e l o w  m a r k e t  a n d  l e a v e  t h e  
l e s s o r  u n w i l l i n g  t o  m e e t  t h e  1 0  o r  1 5  p e r c e n t  r e d u c t i o n  t o  e x t e n d  t h e  l e a s e .  I n  
f a c t ,  o n l y  a  s m a l l  p e r c e n t a g e  o f  l e a s e  e x t e n s i o n s  h a v e  b e e n  n e g o t i a t e d  u n d e r  
t h e  e x i s t i n g  p r o v i s i o n s .  T h e  o n l y  o p t i o n  l e f t  f o r  t h e  s t a t e  i s  t o  i s s u e  a  n e w  
r e q u e s t  f o r  p r o p o s a l s .  O f t e n  t h i s  r e s u l t s  i n  a d d i t i o n a l  m o v i n g  c o s t s  a n d  m a r k e t  
r a t e s ,  w h i c h  c a n  r e p r e s e n t  a  s u b s t a n t i a l  i n c r e a s e  i n  c o s t s  t o  t h e  s t a t e .

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

mailto:GOVERNOR@GOV.STATE.AK
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T h e  b i l l  a l s o  w o u l d  a u t h o r i z e  t e r m  e x t e n s i o n s  f o r  u p  t o  f i v e  y e a r s  f o r  
c o n t r a c t s  f o r  g o o d s  a n d  s e r v i c e s  p r o v i d e d  a  m i n i m u m  c o s t  s a v i n g s  o f  a t  l e a s t  
f iv e  p e r c e n t  c o u l d  b e  a c h i e v e d  o n  t h e  p r i c e  o f  t h e  g o o d s  o r  s e r v i c e s  a s  s e t  i n  t h e  
c u r r e n t  c o n t r a c t .  U n d e r  p r e s e n t  l a w ,  a t  t h e  e n d  o f  t h e  c o n t r a c t  t e r m ,  c o n t r a c t s  
f o r  g o o d s  o r  s e r v i c e s  m u s t  b e  r e s o l i c i t e d  t h r o u g h  a  c o m p e t i t i v e  p r o c e s s  o r  a  
n e w  c o n t r a c t  a w a r d e d  b a s e d  u p o n  a l t e r n a t i v e  p r o c u r e m e n t  m e t h o d s  r e g a r d l e s s  
o f  p r i c e  r e d u c t i o n s  t h a t  m a y  b e  o f f e r e d  b y  t h e  c o n t r a c t o r  i f  t h e  c o n t r a c t  w e r e  
e x t e n d e d .

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

S i n c e r e l y  y o u r s

• P r a n k  H . M u r k o w s k i  
G o v e r n o r

E n c l o s u r e
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HB 545
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Administration
Leases

Component Leases
Sponsor
Requester

Rules
Governor

Expenditures/Revenues

Component No. 

(T hou sands  o f D o lla rs)

81

Note: Amounts do not include inflation unless otherwise noted below.
O PERA T IN G  EX PEN D ITU R ES FY  2005 FY  2006 FY 2007 F Y  2008 FY  2009 FY  2010
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
M iscellaneous

TO T A L  O PERA T IN G 0.0 0.0 0.0 0.0 0.0 0.0
C A P IT A L  EXPEN D ITU R ES

C H A N G E  IN R EV EN U ES  ( ) I

FUND  S O U R C E  (Thousands of Dollars)
1002 Federal Receipts
1003 G F  Match
1004 G F
1005 GF/Program Receipts 
1037 GF/Mental Health
Various in all state agencies

TO T A L 0.0 0.0 0.0 0.0 0.0 0.0

Estim ate o f any cu rren t year (FY2004) cost: 0 0
Mark th is  box (X) if fund ing  for th is  b ill is  in c luded  in the G overnor's  FY  2005 budget proposal: 

POSITIONS
Full-time
Part-time
Temporary

A N ALYSIS : (Attach a separate page if necessary)
T h is  bill w ou ld  p rov ide  le a se  and  con tract e x ten s ion s  for real property up to a m axim um  ex ten s ion  o f 10 
yea rs  if a m in im um  cos t sav ing  o f at lea st five  pe rcen t be low  m arket rates on the rent due  unde r the le a se  
a re  ach ieved; or a con tract for g o od s  or se rv ice s  for up to a m axim um  ex ten s ion  o f five yea rs  if a m inim um  
co s t sa v ing s  o f at lea st five pe rcen t m ay be a ch ie ved  on the p rice  e s tab lish ed  in the contract. T h e  bill a lso  
exem pts real property le a se s  from  d is ib ility  re lated  p re fe rences. W h ile  the bill a llow s for g rea te r flex ib ility 
and  g reater poten tia l sav ings, it is not p o ss ib le  to quantify them. N o  add itiona l funds w ill be  n e ce ssa ry  a s  a 

resu lt o f th is bill.

Prepared by: 
Division

Approved by: 
Agency

Vern Jones, Ch ief Procurement Officer Phone 465-5684
General Services Date/Time 2/25/04 9:19 AM

Mike Miller, Commissioner Date 2/25/2004
Administration

(Rovisod D/2003 OMB) Page 1 of 1



Memorandum Departm ent o f A dm in is tra tio n
O ffice o f the C om m issioner

To: Representative Tom Anderson
A ttention: Jo sh  Applebee

Date: April 13 ,. T03

From : Kevin Jardell
Assistant Commissioner 
Department of Administration

Phone: 465-2200

Subject: Lease Negotiations

Lease extensions under the current law (AS 36.30.083) require a minimum 15% discount from 
the current lease rate. DOA’s proposed change would require a minimum 5% discount from a 
market rate.

In the past, DOA leases consisted of a constant rental rate throughout the life o f the lease. This 
was unduly costly for the state, since initial construction and tenant improvements (TI) of office 
buildings are generally financed and amortized only over the initial lease period, not the optional 
renewal periods. The state was effectively paying multiple times for one-time costs.

Several years ago, DOA changed this practice by requiring lessors to identify up front 
construction and TI costs from ongoing rental rates and bid them separately. This generally 
results in declining costs in the option periods, because the rates for option periods no longer 
include amortized construction and TI costs. A net present value calculation is applied to ensure 
the state considers the time value o f money when awarding leases.

Given this change, we can not expect to gain significant savings in the future under AS 
36.30.083. For example:

A lease could be established at a market rate of $2.20/sf (Class A, downtown Anchorage) 
for the initial 9 year period of a lease, dropping to $0.98/sf for each of the two, five year 
renewal periods. It would be impossible to negotiate a 15% reduction to a lease rate of 
$0.98/sf when the market rate for the space is $2.20/sf.

As more and more older leases are replaced by those with the new cost model, the requirement 
of a minimum reduction of 15% below the current lease rate will effectively prevent us from 
achieving any negotiated savings.

KJ/aw





FISCAL NOTE
STATE OF A LASKA
2004 LEG IS LA T IV E SESSION

R ev is io n  D a le /T im e (N ote  if co rrec tion ): 
Title Act Rrelating to Tobacco Tax

Fiscal Note Number:
Bill Version:_______
(H) Publish Date:

Dept. Affected: 
'RDU

1
HB 1001
6/22/04

Public Safety
Alaska S tate  Troopers

Com ponen t Bureau of Alcohol and Drug Enforcement
S ponsor
R eq u ester

Rules Committee
Governor

Expenditures/Revenues
Note: A m ounts do not include inflation unless otherwise noted below.

C om ponent No. 

(T h o u s a n d s  of D ollars)

2745

OPERATING EXPENDITURES FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010
P ersonal Services 171.4 171.4 171.4 171.4 171.4 171.4
T ravel 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
Equipm ent
Land & Structures
G rants & Claims
M iscellaneous

TOTAL OPERATING 206.4 206.4 206.4 206.4 206.4 206.4

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) )

FUND SOURCE (T housands of Dollars)
1002 Federal R eceipts
1003 GF Match
1004 GF
1005 G F/Program  R eceipts
1037 GF/M ental Health
1007 Inter-Agency R eceipts 206.4 206.4 206.4 206.4 206.4 206.4

TOTAL 206.4 206.4 206.4 206.4 20G.4 206.4

E stim a te  of an y  c u rre n t y ear (FY2004) c o s t: 0.0
Mark th is  box  (X) if fund ing  for th is  bill is  in c lu d ed  in th e  G o v e rn o r 's  FY 2005 b u d g e t p ro p o sa l:

POSITIONS
Full-time
Part-tim e
Tem porary

ANALYSIS: (A tta ch  a  s e p a r a te  p a g e  if n e c e s s a r y )
This bill will increase  the cigarette tax from $1 per pack of twenty to $2 per pack and the other tcbacco products 
(OTP) tax from 75%  to 100% of the w holesale costs. The D epartm ent of Public Safety (DPS) will be required to seize 
and  d ispose  of a s se ts  used  in illegal activities related to tobacco products statu tes.

The DPS will provide investigative support to the Departm ent of R evenue through a reim bursable services 
agreem ent. The DPS estim ates the serv ices of two full-time investigators and associa ted  field travel, training, 
com m unication and vehicle u sage  will be need ed  to implement this legislation. The u se  of these  investigative a sse ts  
and any, a s  yet unidentified exp en ses associa ted  with cigarette tax stam p enforcem ent, will be coordinated between 
the two agencies and reim bursed at actual cost.

P repared  by: 
Division
Approved by: 
Agency

C aptain Al Storey
Alaska S tate  Troopers
C om m issioner William T andeske

P hone 269-5682 
Date/Time 6/14/04 9:26 AM

Date 6/14/2004
Department of Public Safety

(Rovised 12/2003 OMB) Page 1 of 1



FISCAL NOTE
S T A T E  O F  A L A S K A
2004 L E G IS L A T IV E  S E S S IO N

Revision Date/Time (Note if correction): 
Title C igarette and Tobacco Products Tax Increase

Dept. Affected:
; r d u
Com ponent

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

HB 1001
6/22/04

R evenue
R evenue Program s & Services

Tax Division
Sponsor
R equester

G overnor
Rules

Expenditures/Revenues

Component No. 

(Thousands of Dollars)

2476

Note: Amounts do not include inflation un less 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
G rants & Claims
M iscellaneous

TOTAL OPERATING 828.1 778.9 778.9 778.9 778.9 778.9

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) 29,100.0 35,000.0 35,000.0 35,000.0 35,000.0 35,000.0

FUND SOURCE (Thousands of Dollars)
1002 Federal R eceipts
1003 GF Match
1004 GF 828.1 778.9 778.9 778.9 778.9 778.9
1005 GF/Program  R eceipts
1037 GF/Mental Health
Other (Specify Type-Do not abbreviate)

TOTAL 828.1 778.9 778.9 778.9 778.9 778.9

E stim a te  of any  c u rre n t year (r Y2004) c o s t: 0.0
C heck  th is  box (X) if fund ing  fo r th is  bill is inc lu ded  in th e  G o v ern o r 's  FY 2005 b u d g e t p ro p o sa l: 

POSITIONS
Full-time 6 6 6 6 6 6
Part-time
Temporary

ANALYSIS: (A tta ch  a  s e p a r a te  p a g e  if  n e c e s sa r y )
Cigarette and Tobacco Products Tax Increase - B ill Analysis (December 24. 2003)

Bill Language: This bill will increase the cigarette tax from $1 per pack of twenty cigarettes to $2 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 the 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. on page 2) ___________________________________________________________
Prepared  by: Jo h an n a  Bales
Division Tax Division

P hone 269-6628
Date/Tim e 6/15/04 9:53 AM

Approved by: 
Agency

S teve Porter, Deputy Com m issioner D ate 6/15/2004
Department of Revenue

(Revisod 12/2003 OMB) Page 1 o f 2__



FISCAL NOTE #2

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 of Public 
Safety (DPS) and Department of Law (DOL) as part of 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 requested 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 stales with cigarette tax rates of $1.50 to $2.05 per pack, DOR expects that the increase in the tax rates 
will result in a significant increase in incidents of cigarette smuggling and tax 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 cigareites. 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 DOL 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 cigarettes 
and untaxed cigarettes and OT P imported into the state by individuals for personal use and/or resale and work 
with federal agencies to stop out-of-state 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 II, 2 
Investigator Ill’s, 1 Revenue Auditor III, 1 Accounting Technician III and 1 Appeals Officer (Revenue Auditor V), 
to manage the workload of the task force, conduct investigations, prepare assessments, and work 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 the 
task fome explained above. DOR estimates the total cost of these additional positions to be $466,100 each 
year.

Other Operating Expenditures: (1) Travel - DOR estimates it will need $60,000 for travel costs 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 to conduct, at a minimum, ten 
separate inspections/investigations in villages within the state each year to insure an effective enforcement 
program and respond to complaints from the public of unstamped product. (2) Contractual - Contractual costs 
in the amount of $248,000 in the first year and $246,800 each year thereafter are primarily to fund an RSA 
between DOR and DPS and for the lease, operation and maintenance of two vehicles to be used by 
investigators to conduct inspections/investigations in the Anchorage, Mat-Su and Kenai Peninsula areas of the 
state where most cigarette retail establishments are located. Investigators must be able to respond to 
complaints of unstamped produu quickly and perform unscheduled inspections of retail establishments on an 
ongoing basis. Contractual costs also include leasing office space and providing phone service for 6 additional 
employees and renting storage facilities for seized cigarettes and other assets. (3) Supplies - DOR estimates 
$1,000 per each FTE each year (a total of $6,000) for supplies needed to perform the duties of these positions. 
(4) Equipment - DOR expects equipment expense of $8,000 per FTE (a total of $48,000) in the first year for 
computers, telephones, cubicle parts, software, and other one-time purchases of office equipment needed to 
perform the duties of these positions.

Revenue: DOR estimates cigarette and tobacco products revenues to increase between $33 and $37 million 
each year. However, DOR believes these revenues will be much smaller unless we institute an aggressive 
investigation and enforcement program. Although we believe the provision for cigarette tax stamps, which took 
effect January 1, 2004, will be an effective tool in enforcement of the cigarette excise tax, its success depends 
upon aggressive enforcement. Even at $1.00 per pack, the incentive for smuggling and tax evasion is great.
At $2.00 per pack, it will be much more attractive. An aggressive enforcement program will help protect the 
projected revenue increase.

STATE OF ALASKA B IL L NO. HB 1001
2004 LEG ISLAT IVE SESSION



FISCAL NOTE
STATE OF ALASKA
2004 LEGISLATIVE SESSION

F is c a l N o te  N u m b e r :
B i ll V e r s io n :
(  )  P u b li s h  D a t e :

Revision Dale/Time (Note if correction): D e p t . A f fe c te d :
T itle T O B A C C O  T A X E S  A N D  R E L A T E D  M A T T E R S ___ R D U  P u b lic  H e a lth

L L 1 7 0 -D H S S - D P H - 0 6 - 2 2 - 0 4

H e a lth  & S o c ia l S e r v ic e s

C o m p o n e n t  T o b a c c o  P re v e n t io n  a n d  C o n t ro l
.  r  ( R L S )  B Y  R E Q U E S T  O F  T H E  
S p o n s o r  ^ O V E R N O R
R e q u e s t e r  _________________
Expenditures/Revenues

C o m p o n e n t  N o . 2 3 8 4
(Thousands of Dollars)_______

N o te : A m o u n ts  d o  n o t in c lu d e  in f la t io n  u n le s s  o th e rw is e  n o te d  b e lo w .
O P E R A T IN G  E X P E N D IT U R E S F Y  2 0 0 5 F Y  2 0 0 6 F Y  2 0 0 7 F Y  2 0 0 8 F Y  2 0 0 9 F Y  2 0 1 0
P e r s o n a l S e rv ic e s
T rav e l
C o n tra c tu a l 2 , 6 0 0 . 0 2 , 6 0 0 . 0 2 , 6 0 0 . 0 2 , 6 0 0 . 0 2 , 6 0 0 . 0
S u p p lie s
E q u ip m e n t
L a n d  & S t ru c tu re s
G ra n ts  & C la im s 1 ,4 0 0 .0 1 , 4 0 0 . 0 1 ,4 0 0 .0 1 , 4 0 0 . 0 1 , 4 0 0 . 0
M is c e lla n e o u s

T O T A L  O P E R A T IN G 0 .0 4 , 0 0 0 . 0 4 , 0 0 0 . 0 4 , 0 0 0 . 0 4 , 0 0 0 . 0 4 , 0 0 0 . 0
C A P IT A L  E X P E N D IT U R E S
C H A N G E  IN  R E V E N U E S  (0 )
F U N D  S O U R C E (T h o u s a n d s  o f  D o l la r s )
1 0 0 2  F e d e ra l R e c e ip t s
1 0 0 3  G F  M a tch
1 0 0 4  G F
1 0 3 7  G F /M e n ta l H e a lth
1 1 6 8  T o b a c c o  E d u c /C e s s  F u n d 4 ,0 0 0 .0 4 , 0 0 0 . 0 4 , 0 0 0 . 0 4 , 0 0 0 . 0 4 , 0 0 0 . 0
O th e r (S p e c ify  T y p e -d o  n o t  a b b re v ia te )

T O T A L 0 .0 4 , 0 0 0 . 0 4 , 0 0 0 . 0 4 , 0 0 0 . 0 4 , 0 0 0 . 0 4 , 0 0 0 . 0

E s t im a t e  o f  a n y  c u r r e n t  y e a r  ( F Y 2 0 0 4 )  c o s t :  ________________
M a rk  t h i s  b o x  (X )  i f  f u n d i n g  f o r  t h i s  b i l l  is  in c lu d e d  in  t h e  G o v e r n o r ' s  F Y  2 0 0 4  b u d g e t  p r o p o s a l :  
P O S IT IO N S ______________________________
F u ll-t im e
P a rt-t im e
T e m p o ra r y

A N A L Y S IS :  (Attach a separate page if  necessary)

Funding for the Tobacco Control Program is authorized and appropriated by the Alaska 
Legislature each year. The Legislature established the Tobacco Use Education 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 it heads into FY05. 
The Department of Health and Social Services projects that the fund will have only $397,000 of 
carry forward revenue at the start o f FY05. The FY 2005 budget passed by the legislature 
authorized a budget o f $4,669,200. The projected $4,300,000 Master Settlement revenue will 
not be deposited to the (continued next page)

Sherry Hill. Special Assistanl
Office of the Commissioner

Prepared by:
Division _______________________________

Approved by: Joel S. Gilbertson. Commissioner______
Agency Department of Health and Social Services

Phone 465-1618
Date/Time 06/21/2004

Date 06/22/2004
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FISCAL NOTE
FN #

STATE OF ALASKA
2004 LEGISLATIVE SESSION

DILL NO. LL170-DHSS-DPH-06-22-04

A N A L Y S IS  C O N T IN U A T IO N

Analysis Continued:

State until April 2005. As a result, the program will have to "borrow" from other Public Health programs 
in the interim to allow the Tobacco Control program to operate. 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 o f the tax shall be deposited into the Tobacco Use Education and Cessation 
Fund established in AS 37.05.580 will Fix the existing cash flow problem as well as increase prevention 
funding. This fiscal note reflects an increase of $4,000,000 Tobacco Education/Cessation Fund spending 
authorization for the Tobacco Prevention and Control component of the Public Health RDU. Additional 
authorization of this 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. See attached table showing cash flow with 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 o f Attorneys General. This fiscal 
note also assumes that the current authorization for $500,000 Tobacco Education/Cessation Fund in the 
Community Health Grants component would be switched to General Funds in the FY06 budget. If this 
does not occur, the funds available to the Tobacco Prevention and Control component would be reduced 
by $500,000 to remain within the projected revenues. The net increase to the Tobacco Prevention and 
Control component will be approximately $3,330,000. See attachment C for summary o f 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 State Tobacco Control Program develops its annual management plan every year depending on the 
level o f appropriations authorized by the legislature. The Tobacco Control Program staff, Alaska 
Division of Public Health (ADPFI), work on an on-going basis closely with members o f the Alaska 
Tobacco Control Alliance (ATCA) to monitor the burden of

Page 2 o f 3



FISCAL NOTE
FN #

STATE OF ALASKA
2004 LEGISLATIVE SESSION

BILL NO. LL170-DHSS-DPH-06-22-04

A N A L Y S IS  C O N T IN U A T IO N

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, ADPI-I and Commissioner, Department o f 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 Connol Program staff 
will meet with our colleagues o f 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 $4,669,200. This will allow the program to achieve a positive cash flow situation in 
FY05 with adequate funding to cany forward in FY06 to assure a continued positive cash flow.

We propose a FY06 and FY07 budget at a level of $7,500,000 with an annual carry forward of 
$2,600,000. This level o f 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

F Y 0 5 July Aug Sept Oct Nov Dec Jan Feb Mar April May June FY05 Total
Projected Carryforward o f Revenue from FY04

Dept o f Law Estimated Tobacco Settlement 
Deposit to Tobacco Educ/Cess Fund *

397.0

4,300.0

397.0

4,300.0

Projected Monthly Expenditures " 531.0 257.2 257.2 689.4 235.4 235.4 627.0 235.4 235.4 622.0 302.9 312.9 4,541.2

Casli Ba lance in Tobacco Fund w /ou t Tax *** (134.0) (391.2) (G48.4) (1,337.8) (1,573.2) (1,808.6) (2,435.6) (2,671.0) (2,906.4) 771.6 468.7 155.8

FY06 July Aug Sept Oct Nov Dec Jan Feb Mar April May June FY06 Total
Projected Carryforward from FY05 

Dept o f Law Estimated Tobacco Settlement 
Deposit to Tobacco Educ/Cess Fund *

155.8

3,500.0

155.8

3,500.0

Projected Monthly Expenditures ** 427.5 207.1 207.1 555.0 189.5 189.5 504.8 189.5 189.5 500.7 243.8 251.9 3,655.8

Cash Balance in Tobacco Fund w /ou t Tax (271.7) (478.7) (685.8) (1,240.8) (1,430.3) (1,619.8) (2,124.5) (2,314.0) (2,503.5) 495.7 251.9 (0-0)

FY07 July Aug Sept Oct Nov Dec Jan Feb Mar April May June FY07 Total
Projected Carryforward from FY06

Dept o f Law Estimated Tobacco Settlement 
Deposit to Tobacco Educ/Cess Fund *

(0.0)

3,500.0

(0.0)

3,500.0

Projected Monthly Expenditures ** 409.3 198.2 198.2 531.3 181.4 181.4 483.2 181.4 181.4 479.4 233.5 241.2 3,500.0

Cash Ba lance in Tobacco Fund w /ou t Tax *** (409.3) (607.5) (805.7) (1,337.0) (1,518.5) (1,699.9) (2,183.1) (2,364.6) (2,546.0) 474.6 241.2 (0.0)

* Dept o f Law revenue estimate based on the National Association o f Attorneys General estimate for A laska's Master Settlement Revenues. The official Dept of Revenue forecast for FY05 
is $4.4 million.

** Projected Monthly Expenditures based on normal cash flow for gran ls/conlracts/s ta ff costs. FY05 total expenditures based on current program management plan. FY06 & FY07 total 
expenditures equal to total revenue projected for year. These projections also assume ttiat Tobacco Educ/Cess Funding fo r Community Health Grants ($500.0 in FY05) is switched to GF 
in FY06 budget, leaving all Tobacco Funds in direct support o f the Tobacco Program.

* "  No payments can be made from the Tobacco Use, Education and Cessation Fund when there is zero o r negative cash balance. When a negative balance is shown above, another 
source o f funding must be utilized until a revenue deposit is made into the Tobacco Educ/Cess Fund. This would likely delay the scheduled monthly expenditures and possibly Impact the 
total expenditure level in the Tobacco Control Program.

Prepared by DHSS/Budget Attachment A 6/18/04



Tobacco Use. Education and Cessation Fund Cash Flow With Proposed Tobacco Tax Receipts

FY05 July Aug Sept Oct Nov Doc Jan Feb Mar April May June FY05 Total

Projected Carryforward of Revenue from FY04 
Dept of Lav; Estimated Tobacco Settlement Deposit 
to Tobacco Educ/Cess Fund *
Projected Cigarette Tax Deposits to Tobacco 
Educ/Coss Fgnd’ *

397.0

379.2 377.1 341.5 267.3 300.5

4,300.0

293.7 329.7 293.3

397.0

4,300.0

2,582.3

Total Monthly Tobacco Educ/Cess Fund Revenue 397.0 0.0 0.0 0.0 379.2 377.1 341.5 267.3 300.5 4,593.7 329.7 293.3 7,279.3

Projected Monthly Expend'turos * " 546.0 264.4 264.4 708.8 242.0 242.0 044.7 242.0 242.0 639.5 311.4 321.7 4,669.2

Cash Balance In Tobacco Fund with Tax (149.0) (413.4) (677.9) (1,386.7) (1,249.5) (1,114.5) (1,417.6) (1,397.4) (1,333.9) 2,020.3 2,638.5 2,610.1

FY06 July Aug Sept Oct Nov Doc Jan Feb Mar April May June FY0G Total
Projected Carryforward from FY05
Oept of Law Estimated Tobacco Settlement Deposit
to Tobacco Educ/Cess Fund •
Projected Cigarette Tax Deposits to Tobacco 
Educ/Cess Fund"

2,610.1

286.6 348.9 374.3 407.9 379.2 377.1 341.5 267.3 300.5

3,500.0 

293 7 329.7 293.3

2,610.1

3,500.0

4,000.0

Total Monthly Tobacco Educ/Cess Fund Revenue 2,696.7 340.9 374.3 407.9 379.2 377.1 341.5 267.3 300.5 3,793.7 329.7 293.3 10,110.1

Projecled Monthly Expenditures *” 077.6 425.1 425.1 1,139.3 309.0 3B9.0 1,030.2 309.0 389.0 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 1,139.0 444.3 322,5 234.0 2,999.7 2,828.8 2,605.0

FY07 July Aug Sept Oct Nov Doc Jan Fob Mar April May June FY07 Total
Projected Carryforward from FY06 2,605.0 2,605.0

Dept of Law Estimated Tobacco Settlement Deposit 
to Tobacco Educ/Cess Fund * 3,500.0 3,500.0

Projecled Cigarette Tax Deposits to Tobacco 
Educ/Cess Fund" 206.6 348.9 374.3 407.9 379.2 377.1 341.5 207.3 300.5 293.7 329.7 293.3 4,000.0

Total Monthly Tobacco Educ/Cess Fund Revenue 2,091.6 348.9 374.3 407.9 379.2 377.1 341.5 267.3 300.5 3,793.7 329.7 293.3 10,1050

Projected Monthly Expenditures 877.0 425.1 425,1 1,139.3 389.0 389.0 1,030.2 389.0 389.0 1,027.9 500,6 517.1 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 1,133.9 439.2 317.5 228.9 2,094.7 2,823.8 2,600.0

' Dcpl of Law revenue eslimale based on (he National Association of Attorneys General estimate for Alaska's Master Settlement Revenues The official Dept of Revenue forecast for FY05 is 
S4.4 million.

•' Cigarette Tax Deposits based on Dept of Revenue estimate with 2 month lag after effective date of tax bill before first deposit made to Tobacco Educ/Cess Fund.

*•* Projected Monthly Expenditures based on normal cash flow for grants/conlracts/staff costs. FY05 total expenditures based on total aulhorized by Legislature. FY06 S FY07 total 
expenditures assume a cash balance in the Fund at the end of the fiscal year sufficient to maintain positive cash (low in the Tobacco Educ/Cess Fund until Ihe Master Settlement deposit the 
following April. These projections also assume that Tobacco Educ/Cess Funding for Community Health Grants ($500.0 In FY05) Is switched to GF In FY06 budget, leaving all Tobacco Funds 
in direct support of Ihe Tobacco Program.

This projection does not show expenditures equal to Ihe CDC recommended minimum Tobacco Prevention and Control Program of $8.1 million for Alaska. However, if expansion of the 
Tobacco Program in F YOG Is slower than projected, this would resull in addilional carryforward (in excess of $2.6 million as shown), which could potentially allow for increased program 
expenditures in future years.

No payments can be made from the Tobacco Use, Education and Cessation Fund when there is zero or negative cash balance. When a negative balance is shown above In FY05, 
another source of funding must be utilized unlil a revenue deposit is made Into the Tobacco Educ/Cess Fund.

Prepared by DHSS/Budgot Attachment 3 0/21/04



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

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'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

! - v ; i - Net Revenue A ya llab le toC a rry fo rw a rd .tp ij^  !.2;610.11

* 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 Educ/Cess 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 FY05 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
2,605.1

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



** FY06 and FY07 Proposed Budgets are based on eliminating Tobacco Educ/Cess funding from the Community 
Health Grants component by replacing that source with General Funds (S500.0).
*** 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.)

Tobacco Use, 
Education and 

Cessation Fund
FY2007 Proposed Tobacco Educ/Cess 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 Health: Behavioral Health Admin (Enforcement) 615.0

Total Proposed FY2007 Budget 7,505.0

FY2007 Revenues
Dept of Law Revenue Estimate from Nat'l Assoc of Attorneys General 3,500.0
Carryforward of FY06 Revenue 2,605.1
Cigarette Tax Deposits to Tobacco Fund (Estimated to be Rcvd 7/1/06-6/30/07) 4,000.0

Total Estimated FY2006 Revenue 10,105.1

Net Revenue Avajlable jp Carryforward to FYOjB, 2,600.1

** FY06 and FY07 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 6/17/2004
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F r a n k  H. M u r k o w s k i  
G o v e r n o r

G O V E R N O R 0 G O V .S T A T E .A K .U S

S t a t e  o f  A l a s k a

O F F IC E  O F  T H E  G O V E R N O R
J u n e a u

P .O . B O X  1 1 O 0 O I

J u n e a u ,  A l a s k a  q s j b i  t - 0 0 0 1  
( 9 0 7 )  4 6 5 - 3 5 0 0  

F A X  ( 9 0 7 )  4 6 5 - 3 5 3 2  

W W W .G O V .3 T A T E .A K .U S

J u n e  2 1 ,  2 0 0 4

T h e  H o n o r a b l e  P e t e  K o t t  
S p e a k e r  o f  t h e  H o u s e  
A l a s k a  S t a t e  L e g i s l a t u r e  
S t a t e  C a p i t o l ,  R o o m  2 0 8  
J u n e a u ,  A K  9 9 8 0 1 - 1 1 8 2

D e a r  S p e a k e r  K o t t :

U n d e r  t h e  a u t h o r i t y  o f  a r t i c l e  H I , s e c t i o n  1 8  o f  t h e  A l a s k a  C o n s t i t u t i o n ,  I  
a m  t r a n s m i t t i n g  a  b i l l  t h a t  i n c r e a s e s  t h e  c i g a r e t t e  e x c i s e  t a x  b y  $ 1 . 0 0  a  p a c k  
a n d  m a k e s  o t h e r  c h a n g e s  i n  o u r  c u r r e n t  s t a t u t e s .  T h e  t a x  o n  “o t h e r  t o b a c c o  
p r o d u c t s ” s u c h  a s  s m o k e l e s s  t o b a c c o  w o u l d  b e  i n c r e a s e d  f r o m  7 5  p e r c e n t  t o  
1 0 0  p e r c e n t  o f  t h e  w h o l e s a l e  c o s t .

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

C u r r e n t  e s t i m a t e s  a r e  t h a t  p a s s a g e  o f  t h e  c i g a r e t t e  t a x  s h o u l d  r e s u l t  i n  a  
1 5  p e r c e n t  d r o p  i n  i l l e g a l  t e e n  s m o k i n g .  A  1 5  p e r c e n t  d r o p  i n  y o u t h  s m o k i n g  
r a t e s  f r o m  c u r r e n t  l e v e l s  t r a n s l a t e s  i n t o  1 , 8 0 0  l i v e s  s a v e d  f r o m  p r e m a t u r e  
d e a t h  d u e  t o  t o b a c c o  a d d i c t i o n .  M y  h o p e  i s  t h a t  e v e n  m o r e  A l a s k a  t e e n s  d e c i d e  
n o t  t o  t r y  s m o k i n g  o r  b r e a k  t h e i r  a d d i c t i o n  t o  c i g a r e t t e s .

A m o n g  c u r r e n t  a d u l t  s m o k e r s ,  3 , 5 0 0  w i l l  q u i t  s m o k i n g  b e c a u s e  o f  t h e  
t a x ,  a n d  o f  t h o s e ,  8 0 0  w i l l  b e  s a v e d  f r o m  a  s m o k i n g - c a u s e d  d e a t h .  S m o k i n g  
a m o n g  e x p e c t a n t  m o t h e r s  w o u l d  a l s o  b e  r e d u c e d  s i g n i f i c a n t l y ;  r e s u l t i n g  i n  8 5 0  
b a b i e s  b e i n g  s p a r e d  f r o m  e x p o s u r e  t o  m a t e r n a l  s m o k i n g  p r i o r  t o  d e l i v e r y  
d u r i n g  t h e  n e x t  f i v e  y e a r s .

A l a s k a  N a t i v e s  s h o u l d  p a r t i c u l a r l y  b e n e f i t  f r o m  r e d u c e d  s m o k i n g .  'W h i l e  
s m o k i n g  r a t e s  a r e  d e c l i n i n g  w i t h i n  t h e  U . S .  g e n e r a l  p o p u l a t i o n ,  t h e  r a t e  o f  
s m o k i n g  i s  u n c h a n g e d  a m o n g  A l a s k a  N a t i v e  a d u l t s  a n d ,  a t  4 4  p e r c e n t ,  i s
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a l m o s t  d o u b l e  t h a t  o f  n o n - N a t i v e s .  C u r r e n t l y ,  4 4  p e r c e n t  o f  A l a s k a  N a t i v e  h i g h  
s c h o o l  s t u d e n t s  s m o k e  a l m o s t  f o u r  t i m e s  t h e  r a t e  a m o n g  n o n - N a t i v e  s t u d e n t s .  
L u n g  c a n c e r ,  t h e  l e a d i n g  c a u s e  o f  c a n c e r  d e a t h s ,  i s  i n c r e a s i n g  a t  a n  a l a r m i n g  
r a t e  a m o n g  A l a s k a  N a t i v e s  o f  b o t h  s e x e s .  C a r d i o v a s c u l a r  d i s e a s e ,  i n c l u d i n g  
h e a r t  d i s e a s e  a n d  s t r o k e ,  i s  a l s o  l i n k e d  w i t h  t o b a c c o  u s e ,  a n d  k i l l s  
a p p r o x i m a t e l y  1 2 0  A l a s k a  N a t i v e s  e a c h  y e a r .

I n  o r d e r  t o  e n s u r e  w e  a c h i e v e  t h e s e  h e a l t h  b e n e f i t s ,  I  h a v e  i n c l u d e d  
l a n g u a g e  t h a t  e a r m a r k s  p a r t  o f  t h e  t a x  r e v e n u e s  f o r  t h e  s m o k i n g  e d u c a t i o n ,  
t o b a c c o  u s e  p r e v e n t i o n ,  a n d  t o b a c c o  c o n t r o l  p r o g r a m .  A t  t h e  l e v e l  I h a v e  
i n c l u d e d ,  A l a s k a  w o u l d  b e c o m e  o n e  o f  f i v e  s t a t e s  t h a t  f u n d  t o b a c c o  c e s s a t i o n  
p r o g r a m s  a t  o r  a b o v e  t h e  l e v e l  r e c o m m e n d e d  b y  t h e  C e n t e r s  f o r  D i s e a s e  
C o n t r o l .

I  h a v e  a l s o  i n c l u d e d  a  s i g n i f i c a n t  i n c r e a s e  i n  t h e  t a x  o n  s m o k e l e s s  
t o b a c c o .  O t h e r  f o r m s  o f  t o b a c c o  s u c h  a s  c h e w  o r  c i g a r s  a l s o  p r e s e n t  s e r i o u s  
r i s k s  t o  t h e  h e a l t h  o f  u s e r s .  F o r  e x a m p l e ,  s m o k e l e s s  t o b a c c o  u s e r s  m a y  b e  u p  
t o  t w i c e  a s  l i k e l y  a s  n o n - u s e r s  t o  d i e  f r o m  h e a r t  d i s e a s e  a n d  o t h e r  
c a r d i o v a s c u l a r  c o n d i t i o n s  d u e  t o  i n c r e a s e d  b l o o d  p r e s s u r e .

T h e r e  i s  a l s o  a n  i m p o r t a n t  f i s c a l  b e n e f i t  i n  t h i s  b i l l .  T h e  n e w  r e v e n u e s  
g e n e r a t e d  b y  t h e  t a x  i n c r e a s e s  w i l l  h e l p  r e i m b u r s e  a  p o r t i o n  o f  t h e  
a p p r o x i m a t e l y  $ 2 7 0  m i l l i o n  i n  a n n u a l  c o s t s  f o r  d i r e c t  m e d i c a l  e x p e n s e s  a n d  
l o s t  p r o d u c t i v i t y  a t t r i b u t e d  t o  t o b a c c o  u s e  i n  A l a s k a .  T h e  f i n a n c i a l  b u r d e n  a l l  
A l a s k a n s  a r e  s t u c k  w i t h  b e c a u s e  s o m e  A l a s k a n s  s m o k e  s h o u l d  b e  r e d u c e d .
T h i s  b i l l  t a r g e t s  u s e r s  a n d  a s k s  t h e m  t o  p a y  a  b i t  m o r e  o f  t h e  c o s t s  t h e y  i m p o s e  
o n  a l l  A l a s k a n s .  I  b e l i e v e  m a n y  A l a s k a n s  w o u l d  a r g u e  t h e y  s h o u l d  n o t  b e  
s t u c k  w i t h  a n y  c o s t s  f o r  s o m e o n e  e l s e ’s  v o l u n t a r y  c h o i c e  t o  u s e  a  d a n g e r o u s  
p r o d u c t .

G i v e n  t h e  h e a l t h  i m p a c t ,  c o s t  s a v i n g s ,  a n d  r e v e n u e  t o  b e  g e n e r a t e d  f r o m  
t h e  p r o p o s e d  t o b a c c o  t a x ,  I  u r g e  y o u r  s u p p o r t  f o r  t h i s  l e g i s l a t i o n .

The Honorable Pete Kott
June 21, 2004
Page 2 of 2

S i n c e r e l y  y o u r s ,

F r a n k  H .  M u r k o w s k i  
G o v e r n o r

E n c l o s u r e



Special Session Tobacco Tax B ill

Sections 2-4: 

Sections 5 ,1 0 -1 3 :

Section 6:

Sections 7 a n d  15: 

Section 8:

Sections 1,16:

Section 9:

Sectional Analysis 
Departments of Revenue and Law

S e c t io n  1 o u t l i n e s  t h e  in t e n t  b y  d ie  l e g i s l a t u r e  to  p r o v i d e  f u n d i n g  f o r  
to b a c c o  c o n t r o l  p r o g r a m s  a t  th e  m i n i m u m  l e v e l  r e c o m m e n d e d  b y  t h e  
U .S . D e p a r t m e n t  o f  H e a l t h  a n d  H u m a n  S e r v i c e s  f r o m  t o b a c c o  t a x  
r e v e n u e s  c o l l e c t e d  b y  t h e  s ta te .  S e c t i o n  1 6  i m p l e m e n t s  t h i s  i n t e n t  b y  
ta lc in g  8 .9 %  o f  a n n u a l  c ig a r e t t e  t a x  r e v e n u e s  l e v i e d  u n d e r  A S  
4 3 .5 0 .1 9 0 ( a )  t o  b e  d e p o s i t e d  in to  t h e  t o b a c c o  u s e  e d u c a t i o n  a n d  
c e s s a t i o n  f u n d .

T h e s e  s e c t i o n s  r a i s e  t h e  v a r i o u s  c i g a r e t t e  l i c e n s e  f e e s  t o  $ 5 0 — t o  
m a k e  t h e m  t h e  s a m e  a s  t h e  c u r r e n t  l i c e n s e  f e e  f o r  d i s t r i b u t o r s .

T h e s e  s e c t i o n s  m a k e  t e c h n ic a l  c o r r e c t i o n s  t o  t h e  w h o l e s a l e r -  
d i s t r i b u to r  c i g a r e t t e  l i c e n s e  ty p e .  T h e y  a l s o  e n s u r e  t h a t  i n - s t a t e  
i n d iv id u a l s  a n d  r e t a i l e r s  a r e  n o t  d o u b l e - t a x e d  o n  p r o d u c t  t h a t  i s  s o l d  
to  t h e m  b y  a n  e n t i t y  h o l d i n g  a  w h o l e s a l e r - d i s t r i b u t o r  l i c e n s e .

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

T h e s e  s e c t i o n s  e x e m p t  t h e  f i r s t  4 0 0  c i g a r e t t e s  ( 2  c a r t o n s )  t h a t  a n  
i n d iv id u a l  p e r s o n a l l y  t r a n s p o r t s  i n t o  t h e  s t a t e  e a c h  m o n t h  f r o m  t h e  
c ig a r e t t e  t a x .

T h is  s e c t i o n  c h a n g e s  t h e  d e f i n i t i o n  o f  a  c l a s s  A  m i s d e m e a n o r  f o r  
v io l a t i o n s  o f  t h e  c i g a r e t t e  s h i p p in g  r e s t r i c t i o n s  f r o m  o n e  b u t  f e w e r  
th a n  1 ,0 0 0  c i g a r e t t e s  t o  o n e  b u t  f e w e r  t h a n  5 , 0 0 0  c i g a r e t t e s .  T h i s  
s e c t io n  a l s o  c h a n g e s  t h e  d e f i n i t i o n  o f  a  c l a s s  C  f e l o n y  f o r  v i o l a t i o n s  
o f  th e  s h i p p i n g  r e s t r i c t i o n s  f r o m  1 ,0 0 0  o r  m o r e  c i g a r e t t e s  t o  5 ,0 0 0  o r  
m o r e  c i g a r e t t e s .  T h e  i n t e n t i o n  i n  r a i s i n g  t h e  t h r e s h o l d  f o r  a  c l a s s  C  
f e l o n y  i s  to  m a k e  i f  c o n s i s t e n t  w i t h  t h e  c u r r e n t  t h r e s h o l d  f o r  a  c l a s s  
C  f e l o n y  t h e f t ,  w h i c h  r e q u i r e s  t h e  v a l u e  o f  t h e  p r o p e r t y  o r  s e r v i c e s  t o  
b e  a t  l e a s t  $ 5 0 0 .  T h e  t a x  t h a t  w o u l d  b e  d u e  o n  5 , 0 0 0  c i g a r e t t e s  
u n d e r  t h i s  b i l l  w o u l d  b e  $ 5 0 0 .

T h is  s e c t i o n  m a k e s  a  p e r s o n  w h o  s h i p p e d  c i g a r e t t e s  to  A l a s k a  i n  
v i o l a t i o n  o f  o u r  c i g a r e t t e  s h i p p i n g  r e s t r i c t i o n s  j o i n t l y  a n d  s e v e r a l l y

Special Session Tobacco T ax  Sectional A nalysis
Departments o f  R evenue and  L aw

Page 1



o o

Section 17:

Section 18: 

Section 19: 

Section 20:

Section 21: 

Section 22:

Section 23 ' 

Section 24: 

Section 25: 

Section 26:

Section 14:

l i a b l e  f o r  c i g a r e t t e  t a x e s  t o  th e  f u l l e s t  e x t e n t  p e r m i t t e d  b y  t h e  U .S .  
C o n s t i t u t i o n .

T h i s  s e c t i o n  i n c r e a s e s  t h e  t a x  o n  c i g a r e t t e s  b y  5 0  m i l l s  o r  $ 1 .0 0  p e r  
p a c k  o f  2 0  c ig a r e t t e s .  T h e  in c r e a s e  i n  t h i s  t a x  w i l l  g o  i n t o  t h e  
g e n e r a l  f u n d .

T h i s  s e c t i o n  i n c r e a s e s  t h e  t a x  o n  o t h e r  t o b a c c o  p r o d u c t s  f r o m  7 5 %  t o  
100%  o f  t h e  w h o l e s a l e  c o s t  a n d  a l s o  l e v i e s  t h e  t a x  o n  o t h e r  t o b a c c o  
p r o d u c t s  s o l d  o r  i m p o r t e d  in t o  t h e  s t a t e  f o r  p e r s o n a l  c o n s u m p t i o n .

T h i s  s e c t i o n  r e q u i r e s  t h a t  i n d i v i d u a l s  t h a t  i m p o r t  o t h e r  t o b a c c o  
p r o d u c t s  i n t o  t h e  s t a t e  m u s t  h a v e  a  l i c e n s e  a s  a  “ b u y e r ” .

T h i s  s e c t i o n  r e q u i r e s  t h a t  a  f e e  o f  $ 2 5  m u s t  b e  p a i d  f o r  a  t o b a c c o  
p r o d u c t s  “ b u y e r ”  l i c e n s e

T h i s  s e c t i o n  r e q u i r e s  d i s t r i b u t o r s  t o  p r o v i d e  i n f o r m a t i o n  a b o u t  t h e  
t y p e  o f  t o b a c c o  b u s i n e s s  t h e y  a r e  c o n d u c t i n g  to  t h e  D e p a r t m e n t  o f  
R e v e n u e .

T h i s  s e c t i o n  a l l o w s  d i s t r i b u t o r s  a n d  b u y e r s  t o  r e n e w  t h e i r  t o b a c c o  
p r o d u c t s  l i c e n s e  e a c h  y e a r  f o r  a  f e e  o f  $ 5 0  a n d  $ 2 5 ,  r e s p e c t i v e l y .

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

T h i s  s e c t i o n  c h a n g e s  t h e  d e f i n i t i o n  o f  a  “ d i s t r i b u t o r ”  to  i n c l u d e  
e n t i t i e s  t h a t  s e l l  c i g a r e t t e s  t o  i n d i v i d u a l s  f o r  p e r s o n a l  c o n s u m p t i o n .

T h i s  s e c t i o n  c h a n g e s  t h e  d e f i n i t i o n  o f  “ l i c e n s e e ”  in  t h e  t o b a c c o  
p r o d u c t s  s t a t u t e  to  i n c l u d e  t h e  n e w  b u y e r  l i c e n s e  t y p e .

T h i s  s e c t i o n  p r o v i d e s  a .  d e f i n i t i o n  f o r  “b u y e r ”  i n  t h e  t o b a c c o  
p r o d u c t s  s t a tu t e s .

T h i s  s e c t i o n  a l l o w s  a  l i c e n s e e  t o  r e q u e s t  t h a t  t h e  d e p a r t m e n t  r e p l a c e  
c i g a r e t t e  t a x  s t a m p s  t h a t  w e r e  l o s t  o r  d a m a g e d  i n  t r a n s i t .
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^ Section 27:

Section 28:

Section 29:

Section 30:

Section 31:

Section 32:

T h is  s e c t i o n  a l l o w s  l i c e n s e e s  w i th  a  p h y s i c a l  l o c a t i o n  i n  t h e  s t a t e  a n d  
w h o  h a v e  b e e n  i n  f u l l  c o m p l i a n c e  w i t h  c i g a r e t t e  t a x  s t a t u t e s  f o r  th e  
p r e c e d in g  5  y e a r s  t o  r e d u c e  th e i r  b o n d  r e q u i r e m e n t  f r o m  2 0 0 %  to  
100%  o f  t h e i r  m o n t h l y  p u r c h a s e s  o f  t a x  s t a m p s  w h e n  p a y m e n t  i s  
m a d e  o n  a  d e f e r r e d  p a y m e n t  b a s i s .

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

T h is  s e c t i o n  a l l o w s  i n - s t a t e  c ig a r e t t e  l i c e n s e e s  t o  c l a i m  a  c r e d i t  f o r  
c ig a r e t t e  t a x  s t a m p s  a f f i x e d  to  p a c k a g e s  o f  c i g a r e t t e s  t h a t  a r e  s o l d  
o u t s id e  t h e  s t a t e  p r o v i d e d  th e  l i c e n s e e  i s  p r o p e r l y  l i c e n s e d  i n  t h e  
o th e r  s t a t e s  w h e r e  i t  m a k e s  s a le s  a n d  t h e  l i c e n s e e  p r o v i d e s  p r o o f  
a c c e p t a b le  t o  t h e  d e p a r t m e n t  t h a t  th e  s t a m p e d  c i g a r e t t e s  w e r e  n o t  
c o n s u m e d  i n  A l a s k a .

T h is  i s  t h e  f o r f e i t u r e  s e c t i o n  w h ic h  a l l o w s  s e i z u r e  o f  a s s e t s  u s e d  b y  a  
p e r s o n  w h e n  t h e  p e r s o n  c o m m i t s ,  s u p p o r t e d  b y  a  s h o w i n g  o f  
p r o b a b le  c a u s e ,  t h e  c r i m e  o f  m i s c o n d u c t  i n v o l v i n g  u n s t a m p e d  
c ig a r e t t e s  i n  t h e  f i r s t  d e g r e e  u n d e r  A S  4 3 . 5 0 . 6 4 0 .  T h i s  s e c t i o n  
f u r th e r  o u t l i n e s  t h e  t y p e s  o f  a s s e ts  t h a t  m a y  b e  s e i z e d ,  p r o c e d u r e s  t o  
b e  u s e d  to  s e i z e  s u c h  a s s e t s ,  a n d  p r o c e d u r e s  t o  b e  u s e d  in  d i s p o s i n g  
o f  s e i z e d  a s s e t s .

T h is  s e c t i o n  c h a n g e s  t h e  d e f i n i t i o n  o f  m i s c o n d u c t  i n v o l v i n g  
u n s t a m p e d  c i g a r e t t e s  i n  t h e  f i r s t  d e g r e e  f r o m  s a l e s  o f  o r  p o s s e s s i o n  
w i th  i n t e n t  t o  s e l l  1 ,0 0 0  o r  m o r e  u n s t a m p e d  c i g a r e t t e s  t o  s a l e s  o f  o r  
p o s s e s s i o n  w i t h  i n t e n t  t o  s e l l  5 ,0 0 0  o r  m o r e  u n s t a m p e d  c i g a r e t t e s .

T h is  s e c t i o n  c h a n g e s  t h e  d e f i n i t i o n  o f  m i s c o n d u c t  i n v o l v i n g  
u n s t a m p e d  c i g a r e t t e s  i n  t h e  s e c o n d  d e g r e e  f r o m  s a l e s  o f  o n e  b u t  
f e w e r  t h a n  1 ,0 0 0  u n s t a m p e d  c ig a r e t t e s  t o  s a l e s  o f  o n e  b u t  f e w e r  t h a n  
5 ,0 0 0  u n s t a m p e d  c i g a r e t t e s  a n d  f r o m  p o s s e s s i o n  o f  o n e  b u t  f e w e r  
th a n  1 0 ,0 0 0  u n s t a m p e d  c ig a r e t t e s  to  p o s s e s s i o n  o f  4 0 1  b u t  f e w e r  
th a n  1 0 ,0 0 0  u n s t a m p e d  c ig a r e t t e s .  T h i s  s e c t i o n  a l s o  i n c l u d e s  
im p o r t a t i o n  o r  p o s s e s s i o n  o f  o n e  b u t  f e w e r  t h a n  4 0 1  u n s t a m p e d  
c ig a r e t t e s  a s  m i s c o n d u c t  i n v o l v i n g  u n s t a m p e d  c i g a r e t t e s  i n  th e  
s e c o n d  d e g r e e  i f  t h e  c ig a r e t t e s  a r e  n o t  p o s s e s s e d  f o r  p e r s o n a l  
c o n s u m p t i o n .
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Section 34: 

Section 35: 

S ection 36: 

Section 37: 

Section 38:

Section 33:

S ection  39: 

S ection  40:

T h is  s e c t i o n  a l l o w s  m a n u f a c t u r e r s  t o  o f f e r  c i g a r e t t e  p r o m o t i o n s  in  
t h e  s t a t e  p r o v i d e d  t h e  p r o m o t i o n  o f f e r e d  a t  t h e  w h o l e s a l e  l e v e l  i s  t h e  
s a m e  f o r  a l l  w h o l e s a l e r s  w h o  p a r t i c i p a t e  i n  t h e  p r o m o t i o n  a n d  t h e  
p r o m o t i o n  o f f e r e d  a t  t h e  r e t a i l  l e v e l  is  th e  s a m e  f o r  a l l  r e t a i l e r s  w h o  
p a r t i c i p a t e  i n  t h e  p r o m o t i o n .

T h is  s e c t i o n  m a k e s  a  t e c h n i c a l  c h a n g e  t o  A S  4 3 . 5 0 .7 2 0  s o  t h a t  t h e  
l a n g u a g e  i n  t h a t  s t a tu t e  c o n f o r m s  t o  th e  c h a n g e s  m a d e  i n  s e c t i o n  3 8  
o f  t h i s  b i l l .

T h i s  s e c t i o n  m a k e s  a  t e c h n i c a l  c h a n g e  to  A S  4 3 . 5 0 .7 6 0 ( b )  s o  t h a t  t h e  
l a n g u a g e  i n  t h a t  s t a tu t e  c o n f o r m s  t o  th e  c h a n g e s  m a d e  i n  s e c t i o n  3 8  
o f  t h i s  b i l l .

T h is  s e c t i o n  m a k e s  a  t e c h n i c a l  c h a n g e  to  A S  4 3 . 5 0 .7 7 0  s o  t h a t  t h e  
l a n g u a g e  i n  t h a t  s t a t u t e  c o n f o r m s  t o  th e . c h a n g e s  m a d e  i n  s e c t i o n  3 8  
o f  t h i s  b i l l .

T h is  s e c t i o n  m a k e s  a  t e c h n i c a l  c h a n g e  to  A S  4 3 . 5 0 .7 9 0 ( a )  s o  t h a t  t h e  
l a n g u a g e  i n  t h a t  s t a tu t e  c o n f o r m s  t o  th e  c h a n g e s  m a d e  i n  s e c t i o n  3 8  
o f  t h i s  b i l l .

'P h is  s e c t i o n  c h a n g e s  t h e  c a l c u l a t i o n  o f  c o s t  o f  c i g a r e t t e s  a s  d e f i n e d  
i n  t h e  U n f a i r  C i g a r e t t e  S a l e s  A c t  t h a t  w e n t  i n t o  e f f e c t  J a n u a r y  1 , 
2 0 0 4  a s  t h e  r e s u l t  o f  t h e  p a s s a g e  l a s t  s e s s io n  o f  S B  1 6 8 . T h e  U n f a i r  
C i g a r e t t e  S a l e s  A c t  p r o h i b i t s  a l l  c i g a r e t t e  w h o l e s a l e r s  a n d  r e t a i l e r s  
f r o m  s e l l i n g  c i g a r e t t e s  b e l o w  c o s t .  T h is  s e c t i o n  m o d i f i e s  t h e  U n f a i r  
C i g a r e t t e  S a l e s  A c t  b y  p r o h i b i t i n g  w h o l e s a l e r s  a n d  r e t a i l e r s  f r o m  
r e d u c i n g  t h e i r  c o s t  b y  c a s h  d i s c o u n t s  r e c e i v e d  f r o m  t h e  
m a n u f a c t u r e r s .  T h i s  s e c t i o n  a l s o  r e q u i r e s  w h o l e s a l e r s  a n d  r e t a i l e r s  
t o  o b t a i n  p r i o r  a p p r o v a l  f r o m  t h e  D e p a r t m e n t  o f  R e v e n u e  b e f o r e  
s e l l i n g  c i g a r e t t e s  a t  a  c o s t  b e l o w  th e  a m o u n t  p o s t e d  b y  th e  
D e p a r t m e n t  o f  R e v e n u e .

T h is  s e c t i o n  r e p e a l s  s e c t i o n s  o f  t h e  U n f a i r  C i g a r e t t e  S a l e s  A c t  t h a t  
c o n f l i c t  w i t h  t h e  n e w  l a n g u a g e  i n s e r t e d  in  s e c t i o n  3 8 .

T h is  s e c t i o n  r e q u i r e s  t h a t  a  f l o o r  s t o c k  t a x  b e  p a i d  b y  a l l  p e r s o n s  i n  
c o n t r o l  o r  p o s s e s s i o n  o f  c i g a r e t t e s  f o r  r e s a l e  a t  t h e  e f f e c t i v e  d a t e  o f  
t h i s  b i l l .  A  f l o o r  s t o c k  t a x  i s  t h e  d i f f e r e n c e  b e t w e e n  t h e  t a x  p a i d  a t  
th e  o l d  r a t e  a n d  t h e  t a x  d u e  a t  t h e  n e w  t a x  r a t e .  T h e  f l o o r  s t o c k  t a x  
a p p l i e s  t o  c i g a r e t t e s  o n l y .  T h e  f l o o r  s t o c k  t a x  m u s t  b e  r e m i t t e d  to
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t h e  D e p a r t m e n t  o f  R e v e n u e  i n  s i x  s e q u e n t i a l  m o n t h l y  i n s t a l l m e n t s  
w i t h  t h e  f i r s t  i n s t a l l m e n t  d u e  n o  l a t e r  t h a n  3 0  d a y s  a f t e r  t h e  e f f e c t i v e  
d a t e  o f  t h i s  b i l l .  T h e  f l o o r  s t o c k  t a x  i s  n e e d e d  to  r e d u c e  t h e  a m o u n t  
o f  s t o c k p i l i n g  b y  r e t a i l e r s  a n d  d i s t r i b u t o r s  a n d  t h e  w i n d f a l l  t h e y  w i l l  
g e t  b y  c o l l e c t in g ,  b u t  n o t  p a y i n g ,  t a x  a t  th e  n e w  r a t e  o n  th e  
s t o c k p i l e d  c ig a r e t t e s .

S e c t i o n  4 1 :  T h is  s e c t i o n  p r o v i d e s  a n  e f f e c t i v e  d a t e  o f  S e p t e m b e r  1 , 2 0 0 4 .
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•

Section 1. This section outlines the intent by 
the legislature to provide funding to tobacco 
control programs at m inim um  levels 
recommended by the U.S., Department o f 
Health and Human Services from  tobacco tax 
revenues collected by the state.

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 o f  
H ealth and Hum an Services from tobacco tax 
revenues collected by the state.

Section 2. This section increases the cigarette 
license fee for manufacturers from $5 to $50.

Section 2. This section increases the cigarette 
license fee for manufacturers from $5 to $50.

Section 3. This section increases the cigarette 
license fee fo r vending m achine operators 
from $25 to $50.

Section 3. This section increases the cigarette 
license fee for vending m achine operators 
from $25 to $50.

Section 1. This section increases the cigarette 
license fee for direct-buying retailers from 
$25 to $50. Tliis increase m akes the license . 
fee the same for distributors and direct- 
buying retailers who are engaged in 
substantially sim ilar activities.

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

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

Section 2. This section is a teclmical 
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 holdiug a wholesaler- 
distributor license.

Section 5. 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 5. 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 J 
them  by an entity holding a wholesaler- 
distributor license.

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

Section 6. 'This section requires unlicensed 
entities that bring cigarettes into the state 
upon w hich a tax stamp is not affixed to pay 
the cigarette excise tax and rem it it to the 
department each month.

Section 6. This section requires unlicensed 
entities that bring cigarettes into the state 
upon w hich a tax stamp is no t affixed to pay j 
the cigarette excise tax and rem it it to the 
department each month.

Section 7. This section allows individuals to 
personally transport up to 600 cigarettes (3 
cartons) each m onth w ithout incurring 
cigarette tax liability im posed by AS 
43.50.090.

Section 7. This section allows individuals to J 
personally transport up to 400 cigarettes (2 j 
cartons) each m onth w ithout incurring, 
cigarette tax liability im posed by AS 
43.50.090.
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• »

Section 8. This section changes the definition 
o f  a class A  misdemeanor for violations o f  the 
cigarette shipping restrictions from one but 
fewer than 1,000 cigarettes to one but fev/er 
than 5,000 cigarettes. This section changes 
the definition o f  a class C felony for 
violations o f the cigarette shipping 
restrictions from 1,000 or m ore 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 2nd degree), which 
requires a value o f  $500. The tax due on
5.000 cigarettes under this bill would be 
$500.

Section 8. This section changes tire definition 
o f  a .class A  m isdemeanor for violations o f 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 o f  a class C felony for 
violations o f  the cigarette shipping 
restrictions from 1,000 or m ore cigarettes to
5.000 or m ore cigarettes.. The intention in 
raising the threshold for the class C felony is 
to make it consistent w ith the threshold for C 
felony theft (theft in  the 2nd degree), which 
requires a value o f  $500. The tax due on
5.000 cigarettes under this bill ($1.00 per 
pack increase) w ould be $500.

•

Section 9. This section provides that any 
person who violates the cigarette shipping 
restrictions is jo intly  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 o f  the Department to 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 before states can impose excise tax 
collection requirements on sellers. At some 
point in the future, however, Congress m ay 
overrule the Quill decision or the Court m ay 
reconsider it, at w hich point the State w ill be 
in a position to be able to collect tobacco 
taxes from out-of-stale sellers that violate the

Section 9. T lr s section provides that any 
person who violates the cigarette shipping 
restrictions is jo in tly  and severally liable for 
the cigarette excise taxes and is required, as 
permitted by  the U.S. Constitution, to collect 
and rem it the cigarette excise taxes to the 
department. This section w ill enhance tire 
.ability o f the Department to 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 before states can impose excise tax 
collection requirements on sellers. A t some 
point in the future, however, Congress may 
overrule the Quill decision or the Court may 
reconsider it, at which point the State will be 
in  a position to be able to collect tobacco 
taxes from  out-of-state sellers that violate tire
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state’s shipping law, even i f  such shippers 
have no physical presence in the state.

state’s shipping law, even i f  such shippers 
have no physical presence in the state.

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

Section 10. This section is a technical 
correction to the definition o f  a “buyer” that 
ensures that an individual bringing cigarettes 
into the state that were purchased from a 
licensed wholesaler-distributor are not again 
subject to tax.

Section 10. This section is a technical 
correction to the definition o f a “buyer” that 
ensures that an individual bringing cigarettes 
into the state that were purchased from a 
licensed wholesaler-distributor are not again 
subject to tax.

Section 5. This section is a technical 
correction to the definition o f  “direct-buying 
retailer” that ensures that a retailer bringing 
cigarettes into the state that w ere purchased 
from a liceused wholesaler-distributor are not 
again subject to tax.

Section 11. Tins section is a technical 
correction to the definition o f  “direct-buying 
retailer” that ensures that a retailer bringing 
cigarettes into the state that were purchased 
from a licensed wholesaler-distributor are not 
again subject to tax.

Section 11. Tliis section is a technical 
correction to the definition o f  “direct-buying 
retailer” that ensures that a retailer bringing 
cigarettes into the state that were purchased 
from a licensed wholesaler-distributor are not 
again subject to tax.

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

Section 12. Tliis section is a technical 
correction to the definition o f  “distributor” 
that ensures diat a distributor bringing 
cigarettes into the state that were purchased 
from a licensed wholesaler-distributor are not 
again subject to tax. ,,

Section 12. Tliis section is a technical 
correction to the de linilion o f “distributor” 
that ensures that a distributor bringing 
cigarettes into the state that were purchased 
from a licensed ivholesaler-distribulor are n o t! : 
again subject to tax.

Section 7. This section is a technical 
correction to the definition o f ‘Vholesaler- 
distributor” that ensures that entities outside 
the state who m ake sales o f cigarettes into the 
state are properly licensed.

Section 13. This section is a technical 
correction to the definition o f “wholesaler- 
distributor” that ensures that entities outside 
the state who make sales o f  cigarettes into the 
state are properly licensed.

Section 13. This section is a technical 
correction to the definition o f  “whdlesaler- 
distributor” that ensures that entities outside 
the state who make sales o f  cigarettes into the 
state are properly licensed.

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

Section 14. Tliis section increases the tax on 
cigarettes by 50 mills or $1.00 per pack o f 20. 
The increase in tliis tax w ill all go mto the 
general fund.

Section 14. Tliis section increases the tax on 
cigarettes by 50 m ills or $1.00 per pack o f 20. 
The increase in this tax w ill all go into the 
general fund.

*

Section 15. This section allows individuals to 
personally transport up to 600 cigarettes (3 
cartons) each month without incurring 
cigarette tax liability imposed by  A.S 
43.50.190.

Section 15. This section allows individuals to 
personally transport up to 400 cigarettes (2 
cartons) each m onth w ithout incurring 
cigarette tax liability imposed by AS 
43.50T90.
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Section 16. This section requires 8.9% o f 
annual cigarette tax revenues levied under AS 
43.50.190(a) to be deposited in  the tobacco 
use education and cessation fund.

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

Section 9. This section increases the tax on 
olher tobacco products from 75% to 100% o f 
the wholesale cost an d  also levies th e  tax  on 
o ther tobacco p roducts sold o r im po rted  
into the sta te  fo r  personal consum ption.

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

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 
o ther tobacco products sold o r im ported  
into th e  sta te  fo r personal consum ption. •

Section 10. This section requires that 
individuals that im port other tobacco products 
into the state m ust have a license as a 
“buyer”.

•
Section 18; 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 o f 
$25 must be paid for a tobacco products 
“buyer” license.

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

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

.

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

Section 13. Tliis section allows distributors 
and buyers to renew  their tobacco products 
license each year for a fee o f  $50 and $25, 
respectively.

. . .

Section 21. This section allows distributors • 
and buyers to renew their tobacco products 
license each year for a fee o f  $50 and $25, 
respectively.

Section 14. This section requires individuals 
who import tobacco products for personal 
consumption to file a return each m onth 
indicating the amount and purchase price o f  
die tobacco products and the tax due on those 
tobacco products.

•

Section 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.'

*

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

Section 24. Tliis section changes the 
definition o f  “licensee” in ihe 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 25. This section provides a definition 
for “buyer” in the tobacco products statutes.

Section 17. Tliis section allows a licensee to 
request that the department replace cigarette 
tax stamps that were lost or damaged in 
transit.

Section 18. Tliis section allows a licensee to 
request that the department replace cigarette 
tax stamps that were lost or damaged in 
transit.

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

Section 18. This section allows licensees 
w ith a physical location in the state and who 
have been in full compliance w ith cigarette 
tax statutes for the preceding 5 years to 
reduce their bond requirement from 200% to 
100% o f their monthly purchases o f  cigarette 
tax stamps when payment is m ade on a 
deferred payment basis.

Section 19. Tliis section allows licensees 
w ith a physical location in the state and who 
have been in full compliance w ith cigarette 
tax statutes for the preceding 5 years to 
reduce their bond requirem ent from 200% to 
100% o f their monthly purchases o f  stamps 
w hen paym ent is made on a deferred payment 
basis.

Section 27. This section allows licensees 
w ith 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% o f  their m onthly purchases o f  stamps 
w hen paym ent is m ade on a deferred payment 
basis.

Section 19. This section allows in-state 
cigarette licensees to m aintain unstamped 
cigarette inventories i f  the licensee is in the 
business o f m aking cigarette sales to 
customers outside the state and the licensee is 
properly licensed in the other states where it 
makes sales.

Section 20. Tliis section allows in-state 
cigarette licensees to m aintain unstamped 
cigarette inventories if  the l ic e n c e  is in the 
business o f  making cigarette sales to 
customers outside the state and the licensee is 
properly licensed-in the other states where it 
makes sales.

Section 28. This section allows in-state 
cigarette licensees to m aintain unstamped 
cigarette inventories i f  the licensee is in the 
business o f  making cigarette sales to 
customers outside the state and the licensee is 
properly licensed in the other states where it 
makes sales.

Section 20. Tliis section allows in-state 
cigarette licensees to claim a credit for 
cigarette tax stamps affixed to packages o f 
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.

Section 21. This section allows in-state 
cigarette licensees to claim  a credit for 
cigarette tax stamps affixed to packages o f 
cigarettes that are sold outside the state 
provided the licensee is properly licensed in 
the other states where it m akes sales and the 
licensee provides proof acceptable to the 
department that the stamped cigarettes were 
not consumed in Alaska.

Section 29; 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 stales 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. Tliis section allows for the 
seizure o f  assets used by a person w hen the 
person commits, or the state has probable 
cause to believe that the person has 
committed, a violation o f  the Cigarette Tax 
Act. Tliis section further outlines the types of 
assets that m ay be seized, procedures for 
seizing assets, and procedures for the 
disposition o f  assets after they are seized.
This section further provides that assets used 
as sole transportation in  a village cannot be 
seized.

Section 22. This section allows for the 
seizure o f  assets used by a person when the 
person commits, or the state has probable 
cause to believe that the person has 
committed, the felony o f misconduct 
involving unstamped cigarettes or stamps in 
the first degree. This section further outlines 
the types o f assets that m ay be seized, 
procedures for seizing assets, and procedures 
for the disposition o f assets after they are 
se ized ..

Section 30. Tliis section allows for the 
seizure o f  assets used by  a person w hen the 
person commits, or the state has probable 
cause to believe that the person has 
committed, the felony o f  misconduct 
involving unstamped cigarettes or stamps in 
the first degree.. Tliis section further outlines 
the types o f assets that m ay be seized, 
procedures for seizing assets, and procedures 
for the disposition o f  assets after they are 
seized.

Section 22. This section changes the 
delinition o f misconduct involving unstamped 
cigarettes in  the first degree from  sales o f or 
possession w ith intent to sell 1,000 or more 
unstamped cigarettes to sales o f  or possession 
with intent to sell 5,000 or m ore unstamped 
cigarettes.

Section 23. Tliis section changes the 
definition o f misconduct involving unstamped 
cigarettes in the first degree from sales o f  or 
possession w ith intent to sell 1,000 or more 
unstamped cigarettes to sales o f  or possession 
with intent to sell 5,000 or m ore unstamped 
cigarettes.

Section 31. This section changes the 
definition o f misconduct involving unstamped 
cigarettes in  the first degree from sales o f or 
possession w ith intent to sell 1,000 or more 
unstamped cigarettes to sales o f or possession 
w ith intent to sell 5,000 or m ore unstamped 
cigarettes.

Section 23. Tliis section changes the 
definition o f 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 to 
sales of, or possession with the intent to sell, 
one but fewer than 5,000 unstamped 
cigarettes.

Section 24. Tliis section changes the 
definition o f  misconduct involving unstamped 
cigarettes in the second degree from sales o f 
one but fewer than 1,000 unstamped 
cigarettes to sales o f  one but fewer than 5,000 
unstamped cigarettes and  from  possession of 
one h u t few er th an  10,000 unstam ped  
cigarettes to possession of 601 b u t few er 
th an  10,000 unstam ped  cigarettes. This 
section also includes im po rta tio n  or 
possession of one b u t few er th an  601 
unstam ped  cigarettes as m isconduct 
involving unstam ped cigarettes in the first 
degree if  the cigarettes a re  no t possessed 
fo r  personal consum ption.

Section 32. This section changes the 
definition o f  m isconduct involving unstamped 
cigarettes in the second degree from sales o f 
one but fewer than 1,000 unstamped 
cigarettes to sales o f  one but fewer than 5,000 
unstamped cigarettes an d  from  possession of 
one b u t few er th a n  10,000 unstam ped  
cigarettes to possession o f 401 b u t few er 1 
th an  10,000 u n stam p ed  cigarettes. This 
section also includes im po rta tio n  or 
possession of one b u t few er th an  401 
unstam ped  cigarettes as m isconduct 
involving unstam p ed  cigarettes in the  first ; 
degree if  th e  cigarettes a re  no t possessed 
fo r personal consum ption.
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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. Tliis 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 33. Tliis section allows 
manufacturers to offer cigarette promotions in 
the state provided the prom otion offered at 
the wholesale level is the same for all 
wholesalers who participate in the promotion 
and the prom otion offered at the retail level is 
the same for all retailers who participate in 
the promotion.

Section 25. This section makes a technical 
change to AS 43.50.720 so that the language 
in that statute conforms to changes m ade in 
Section 28 o f this bill.

Section 26. This section makes a technical 
change to AS 43.50.720 so that the language 
in that statute conforms to changes m ade in 
Section 30 o f tliis bill.

Section 34. This section makes a technical 
change to AS 43.50.720 so that the language 
in that statute conforms to changes made in 
Section 38 o f  this'bilL

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

Section 27. Tliis 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 o f 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 38 o f  this bill.

Section 27. Tliis section makes a technical 
change to AS 43.50.770 so that the language 
in that statute conforms to changes made in 
Section 28 o f tliis bill.

Section 28. Tliis section makes a technical 
change to AS 43.50.770 so that the language 
in that statute conforms to changes made in 
Section 30 o f  tliis bill.

Section 36. This section makes a technical 
change to AS 43.50.770 so th a t the language j 
in that statute conforms to changes made in 
Section 38 o f  tliis bill.

Section 29. 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 30 o f 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 o f  this bill.

Section 28. Tliis section changes the 
calculation o f cost o f cigarettes as defined in 
the Unfair Cigarette Sales Act that went into 
effect January 1,2004 as the result o f the 
passage last session o f SB 168. The Unfair 
Cigarette Sales Act prohibits all cigarette 
wholesalers and retailers from selling

Section 30. This section changes the 
calculation o f cost o f cigarettes as defined in 
the Unfair Cigarette Sales Act that went into 
effect January 1, 2004 as the result o f  the 
passage last session o f SB 168. The Unfair 
Cigarette Sales Act prohibits all cigarette 
wholesalers and retailers from selling

Section 38. Tliis section changes tlie . 
calculation o f cost o f cigarettes as defined in 
the U nfair Cigarette Sales Act that went into 
effect January 1, 2004 as the result o f the 
passage last session o f SB 168. The Unfair 
Cigarette Sales Act prohibits all cigarette 
wholesalers aiid retailers from selling
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cigarettes below cost. This section modifies 
the U nfair Cigarette Sales Act by  prohibiting 
wholesalers and retailers from reducing their 
cost by cash discoimts received from 
manufacturers. Tliis section also requires 
wholesalers and retailers to obtain prior 
approval from the Department o f  Revenue 
before selling cigarettes at a cost below the 
amount posted by  the Department o f 
Revenue.

cigarettes below cost. This section modifies 
the Unfair Cigarette Sales Act by proliibiting 
wholesalers and retailers from reducing then- 
cost by cash discounts received from the 
manufacturers. Tliis section also requires 
wholesalers and xetailers to obtain prior 
approval from the Department o f Revenue 
before selling cigarettes at a cost below the 
amount posted by  the Department o f 
Revenue.

cigarettes below cost. This section modifies 
the Unfair Cigarette Sales A ct by proliibiting 
wholesalers and retailers from reducing their 
cost by cash discounts received from the 
manufacturers. Tliis section also requires 
wholesalers and retailers to obtain prior 
approval from the Department o f Revenue 
before selling cigarettes at a cost below the 
amount posted by the Department o f 
Revenue.

Section 29. This section repeals sections o f 
the U nfair Cigarette Sales Act that conflict 
w ith the new language inserted in  Section 28.

Section 31. This section repeals sections o f 
the Unfair Cigarette Sales Act that conflict 
with the new language inserted in Section 30.

Section 39. Tliis section repeals sections o f 
the Unfair Cigarette Sales Act that conflict 
w ith the new language inserted in Section 38.

Section 30. Tliis section requires that a floor 
stock tax be paid by all persons in  control or 
possession o f  cigarettes for resale at the 
effective date o f  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 rate. The 
floor stock tax applies to cigarettes only. The 
floor stock tax m ust be remitted to the 
Department o f  Revenue in  six sequential 
m onthly installments w ith the first installment 
due no later than 30 days after the effective 
date o f  this bill. The floor stock tax is needed 
to reduce the amount o f  stockpiling by 
retailers and distributors and the windfall they 
will get by collecting, but not paying, tax at 
the new rate on llie stockpiled cigarettes.

Section 32. Tliis section requires that a floor 
stock tax be paid by all persons in  control or 
possession o f  cigarettes for resale at the 
effective date o f  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 o f Revenue in six sequential 
montlily installments w ith the first installment 
due no later than 30 days after the effective 
date o f  tliis bill. The floor stock tax is needed 
to reduce the amount o f 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 40. Tliis section requires that a floor 
stock tax be paid by all persons in control or 
possession o f cigarettes for resale at the 
effective date o f  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 o f Revenue in  six sequential 
m onthly installments w ith the first installment 
due no later than 30 days after the effective 
date o f  tliis bill. The floor stock tax is needed 
to reduce the amount o f  stockpiling by 
retailers and distributors and die windfall they 
will get by collecting but not paying tax at the 
new rate on the stockpiled cigarettes.

Section 31. The section provides mi effective 
date o f  July 1, 2004.

Section 33. The section provides an effective 
date o f July 1,2004.

Section 41. The section provides an effective 
date o f  September 1,2004.
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Sm oking am ong A laskan  h ig h  school students has b een  cut in h a lf  since 1995, according to results o f  
the 2003 Youth R isk B eh a v io r  Survey (Y R B S).* . *
O nly 19 percent o f  the state’s  h igh  school students say  th ey  h ave  sm oked at least one cigarette in the 
past month, down from  3 7  percent in 1995 '(Figure 1). Frequent sm oking, in w hich  students report 
using cigarettes on at lea st 2 0  days in the'previous m onth, fe ll from 21. percent in 1995 to ju st 8 
percent. Just 56 percent o f  h igh  school youth say they h ave  even  taken a single p u ff on a cigarette, 
dow n from 72 percent in  1995 .

’ 1995 2003
Took a Puff 72% 56%
Current Smoker 37% 19%
Frequent Smoker 21% 8%

T he Y R B S , conducted jo in tly  in  A laska by the Departm ent o f  H ealth and Social Services and the 
Departm ent o f  Education and E arly  D evelopm ent, w as adm inistered to 1,500 A laskan high sch oo l 
students w ho were random ly ch osen  from nearly every sch o o l district in the state. The 2003  Y R B S  is  
the first statistically valid statew id e health survey o f  A laskan youth  sin ce  1995.

W h ile  sm oking rates have declin ed  overall, the Y R B S sh o w s that sm oking am ong A laska N a tive  
youth  far exceeds that seen  in all other races. A pproxim ately  4 9  percent o f  A laska N ative  fem ales  
and 4 0  percent o f  A laska N a tive  m ales say they have sm oked at least once during the previous  
m onth (Figure 2). About one in f iv e  A laska N ative students o f  both sex es report sm oking at least 20  
days per m onth.

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

By Year, Alaska YRBS, 2003 '
-T o o k  a  p u f f  “• -C u r r e n t  S m o k e r  - ^ - F r e q u e n t  S m  o k e r
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“Took a Puff' “ look al least a puff of n cigarette in lifetime; "Current Smoker” -  smoked on 
ct least I out of the last 30 days; “Frequent Smoker" -  smoked on at least 20 out of the lost 30 days



Figure 2. Percentage"of High School Youth 
Who Are Current Smokers, By Sex and Race 
Alaska YRBS (2003), US YRBS (2001)

GOV.

A laska
N ative W hite

O ther
R ace

M ale 40% 13% 15%
F em ale  49% 12% 10%

U S Y R B S , 2001 (all races)
m ales =  29 % , fem ales =  28%
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“Current Smoker" c  smoked on at least 1 out o f the last 30  days

Sm oking am ong Alaska N ative  youth  surpasses that o f  non-native youth  at every  grade level 
(Figure 3). W hile the likelihood o f  sm oking increases am ong non-native youths a s they progress 
through high school, it is already near m axim um  levels by  the 9'h grade am ong A laska  N atives.

F igure 3. Percentage o f  H ig h  S c h o o l Youth  
W h o A re Current S m ok ers B y  R a ce  and Grade 

A la sk a  Y R B S , 2 00 3

6 0  V.

9th 10th 11th  12th

N a tive  • 
N o n -N a tiv e

42%  50%  42%  42%
7% 12% 13%  20%

9 th  1 0 th  11 th  1 2 th  

G ra d e

"Current Smoker" -  smoked on it  least I out of the last 30 days



T h e Y R B S  also show s that about 11 percent o f  A laskan youth  have used sm okeless tob acco  in the  
p revious month. Sm okeless tob a cco  u se  is  especia lly  h igh  am on g  Alaska N atives, where rates .among  

.b o y s  are double the national average'and  rates am ong g ir ls are nine tim es higher than th e  national 
norm  (Figure 4).

A laska
N ative W h ite

O ther
R a c e

M a le  32% 11% 12%
F e m a le  18% • 3% •2%

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

F igu re 4 . Percentage o f  H igh S ch oo l Y outh  
W h o U s e  Sm okeless Tobacco, B y  S e x  and R ace  

A la sk a  Y R B S  (2003), U S  Y R B S  (2 0 0 1 )

Alaska
Natlvn

Rase

“U«c Smokelas Tobicco" “ used any smokeless tobacco product on it least 1 o f the list 30 days

T he Y R B S  confirm s that youth exp osu re to environm ental tobacco  sm oke in A laska rem ains high, 
desp ite  increased restrictions on sm ok in g  in public p laces. N ea rly  50  percent o f  A laskan you th  w ho  
do n o t sm oke say  they have been  exp osed  in the past w e e k  to  secondhand sm oke inside o f  bu ild ings  
or cars (Figure 5). M ore than 95 percent o f  youth say th ey  b e liev e  that secondhand sm oke is harm ful. 
T his v ie w  w as even expressed by  8 9  percent o f  those w h o  sm ok e.

N o n -
Sm okers Sm okers

Secondhand Sm oke in Car 24% 59%
Secondhand Sm oke Indoors 43% 70%
Secondhand Sm oke Either Place 47% 78%
B elieve  Secondhand Smoke

is Harmful 98% 89%

Figure 5 . Percentage o f  High School Sm okers and 
Non -Sm okers Exposed to Secondhand Sm oke in Past W eek 

A laska YRBS, 2003

□ N o n - S m o k e r s  M S m o k o r s

Secondhand Smoke In Car 

S econdhand  Smoke Indoc.** 

S e condhand  Smoke Either Place

Believe Secondhand Smoke I* 
Harm ful

0% 20%.  40% ao% 10% 100%
P o r c e n t  of  S tu d on ts



Other fin d in gs from  the 2003 Y R B S bring to light important social and behavioral risk factors 
associated w ith youth smoking.'

•  Students w h o  report that their parents n ev er  talk to them  about school are alm ost tw ice  a s likely
to sm o k e  as students w hose parents do talk w ith them  about school (32  percent vs. 18 percent).

•  Students w h o  get m ostly C ’s or w orse in school are four tim es as likely to sm oke as th o se  w ho  
get m o stly  A ’s (32 percent vs. 8 percent).

• Students w h o do not participate in after-school activ ities are alm ost tw ice as likely to sm o k e  as 
students w h o  participate in one or m ore su ch  activ ities per w e ek  (26 percent v s. 14 percen t).

•  Students older than 16 years o f  age w ho sm oke are tw ice  as likely to  have used a lco h o l in the
past m onth, and are four tim es as lik e ly  to  have used marijuana during that tim e, com pared  to 
those w h o  do not sm oke (70  percent vs. 3 6  percent, and 62 percent vs. 16 percent, resp ective ly .)

i
•  Students older than 16 years o f  age w h o  sm oke are three tim es as likely to have e v e r  used  

inhalants, and four tim es as likely  to have ever  tried cocain e, heroin, m etham phetam ine or 
ecstasy , compared to those w ho do not sm oke (2 4  percent v s. 8 percent, and 43 percent vs. 11 
percent, respectively.)

•  Students older than 16 years o f  age w h o sm oke are alm ost tw ice  as likely  to have had s e x  in the 
previous three months, compared to those w h o do not sm ok e (55  percent vs. 2 9  percept).

• Students w h o  sm oke are tw ice  as likely  to  have been  in a ph ysical fight in the past year, and four 
tim es as lik e ly  to have been driving w h ile  intoxicated during the past 30 days, com pared to  those  
w ho do  not sm oke (46 percent vs. 22  percent, and 28  percent v s. 7 percent, respectively).

The steep drop in youth sm oking w as ach ieved  after A laska invested  heavily  in a com preh en sive  
tobacco prevention  and control program. T h is  program  thrives on the strong partnership b etw een  
state governm ent and the A laska T obacco C ontrol A lliance, v /h ose mem bers include the A lask a  
N ative H ealth  Board, the Am erican C ancer S o ciety , the A m erican Heart A ssociation , and the 
A m erican L ung A ssociation o f  A laska. " V

C om ponents o f  the state tobacco program include:

•  An a ggressive  anti-tobacco m edia cam paign aim ed esp ecia lly  at curbing tobacco use by you th .
•  A  statew ide excise tax designed to put tob acco  products out o f  the reach o f  kids by b o o stin g  the 

price o f  cigarettes by $ 1 per pack.
e C om m unity-based advocacy programs that discourage the initiation o f  tobacco use by y ou th  and 

prom ote the enactment o f  local ordinances that reduce environm ental tobacco sm oke exp osure.
•  R en ew ed  efforts to reduce illegal sales o f  tob acco  to youth  through improved vendor train ing and 

increased enforcem ent actions across A laska .

Last year, undercover sting operations found that m ore than 30  percent o f  A laskan tobacco outlets 
w ere u n law fu lly  selling cigarettes and other tob acco  products to m inors. During 2003 , illegal sa les to  
youth fe ll  to 10 percent (Figure 6). C lean indoor air ordinances are n ow  in force in A n chorage,



I

Juneau, B e th e l, Barrow, D illingham , K en a i and Soldotna. M any other sm aller com m unities have 
adopted in form al non-sm oking p ojicies. .

Percent o f  T obacco Vendors 
in N on-C om pliance
1996 34%
1997 29%
1998 24%
1999 34%
2000 36%
2001 27%
2002 30%
2003 10%

F i g u r e  6 .  I l l e g a l  T o b a c c o  S a l e s  to Y o u t h  
a n d  A g e  o f C o n f i d e n t i a l  I n f o r m  a n t s  

A l a s k a  1 9 ' 9 6 - 2 . 0 0 3

Age of C o n fid e n tia l 
Inform a n ts :

T obacco-attributable disease in A laska accou n ts for approxim ately 600  deaths per year, m ore than 
five tim es a s m an y  deaths as those caused b y  m otor veh ic le  crashes, and nearly 100 timjes as m any 
deaths as th o se  caused by A ID S. O f the death toll due to  tobacco, 120 lives are lost” each year 
because o f  secondhand smoke. B eyon d  th is, tobacco  use accounts for m ore than $260 m illion  in 
direct and ind irect m edical costs in  A laska each  year. •

i

The p ersisten tly  h ig h  levels o f  sm oking a m on g  A laska N ative youth .do not .bode w ell for reducing •
racial d isparities in the burden o f  chronic d isea se  in  A laska. L ung cancer m ortality am ong A laska  
N atives, o n c e  rare, n o w  exceeds that o f  n on -natives (F igures 7 and 8). T h e  high levels o f  sm okeless  
tobacco use  a m on g  A laska N ative youth  are also  w orrisom e, as-continued use into adulthood w ill 
increase the lik e lih o o d  o f  developing oral can cers, periodontal d isease and Olher disorders.

R eductions in  you th  sm oking are critical in decreasin g  the long-term  burden o f  heart disease, stroke, 
cancer and other chronic diseases in A la sk a . A pproxim ately  three-quarters o f  sm okers initiate 
tobacco use  as a d o lescen ts.1 Y oung peop le  w h o  are refusing to  use tobacco today are unlikely to start 
sm oking later in life .

Investm ents in  tob acco  prevention and con tro l program s have a strong effect on reducing tobacco  
use, as lon g  as program s can continue to d ed ica te  sign ificant and sustained resources to prevention  
activ ities.2 A la sk a  currently spends approxim ately  $ 5 .2  m illion  per year on  tobacco prevention and 
control, in clu d in g  $3.1 m illion provided b y  the 1998 M aster Settlem ent A greem ent between states 
and th e  tob acco  industry. This total falls short o f  the $8 .1  m illion  m inim um  budget recom m ended by 
the federal C enters for D isease Control and  P revention  for A laska, and is w ell b elow  the C D C ’s 
recom m ended sp en d in g  level o f $ 1 6 . 5  m illion .

U



Figure 7. L ung Cancer M ortality Rates (per 1 0 0 ,0 0 0 )  
by R ace and Sex  
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M ale Fem ale

ooooo

100 
00 - 
00 -

N ative
u0 7C -

9 1 .0  37 .2 aM 60 -
N on -N ativ e 56.1  39 .9 00ou0u

50 - 
40 > 
30 -

Data Source: Alaska Cancer Registry 0Uat
20 - 
10 -oml 0 -

[BHnllva DNon NaHva|

MalaDau Source: Aloika Cancer Registry Female

Figure 8. Cancer o f  Lung/Bronchus 
Average Annual Age-Adjusted Cancer Incidence Rates 

Alaska Natives 1969-1998 and US 1974-1997
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(This figure provided by the Alaska Native Tribal Health Consortium Alaska Native Tumor Registry.)



1 Substance Abuse and Mental Health'Seryices'Administration. (2003). Results from,the 2002 National Survey on 
• Drug Use and Health: National Findings (Office of Applied Studies, NHSDA Series H-22, DHHS Publication

No. SMA 03-3836). Rockville, MD.
I

2 Farrelly MC, Pechacek TF, Chaloupka FJ. The impact of tobacco control program expenditures on aggregate 
cigarette sales: 1981-2000. J  Health Economics. 2003;22:843-859. '
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B E N E F I T S  F R O M  A  C I G A R E T T E  T A X  I N C R E A S E  IN A L A S K A» '• "V ' , •>/;. . ' .j: * • I • :
Current State Cigarette Tax: 1 Dollar Per Pack (12th among all states)

Smoking-caused costs in state per taxed pack sold: $6.38 t 
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
■ New sales tax revenues: State has no sales tax.
■ 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 sm okers in the state who would quit: 4,500
a Number of smoking-affected births avoided over next five years: 1,300v** . «• ‘ r .. y
■ Number of current adult sm okers saved rrom 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-year healthcare savings from fewer smoking-caused ..eart attacks & strokes: $1.8 million
■ Long-term healthcare savings in state from adult & youth smoking declines: $146.3 million

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

Sources. Chaloupka, F, “Macro-Social Influences: Effects of Prices and Tobacco Control Policies on the Demand for 
Tobacco Products," Nicotine & Tobacco Research, 1999, and other price studies at h ftp r'/tigger. uic.edu/-fic and 
www.uic.edu/oros/imDacteen. Orzechowski & Walker, Tax Burden on Tobacco, 2002. USDA Economic Research 
Service, www.ers.usda.oov/Briefing/tobacco. State tax offices. Farrelly, M. et al., "Cigarette Smuggling Revisited," U.S. 
Centers for Disease Control & Prevention (CDC), in press. CDC, State H igh ligh ts 2002: Im pact and O pportun ity , A p ril 
2002, www.cdc.aov/tobacco/StateHighlights.htm. Miller, P., et al., "Birth and First-Year Costs for Mothers and Infants 
Attributable to Maternal Smoking," N ico tine & Tobacco Research 3(1): 25-35, February 2001. Lightwood, J. & S. Glantz, 
"Short-Term Economic and Health Benefits of Smoking Cessation - Myocardial Infarction and Stroke," C ircu la tio n 96(4): 
1089-1096, August 19,1997, htto://circ.ahaioumals.org/cqi/content/full/96/4/1089. Hodgsen, T., "Cigarette Smoking and 
Lifetime Medical Expenditures," The M illbank Q uarterly 70(1), 1992. U.S. Census. Nat'l Center for Health Statistics.

For more information, see the Campaign fact sheets -  including R a is ing S ta te Tobacco Taxes A lw ays R educes Tobacco 
Use (& Always Increases State Revenues) -  at http://tobaccofreeklds.oro/research/factsheets/index.ohD?CategorvlD=18 
and http://tobaccofreekids.oro/reDorts/Drices.

National C enter for Tobacco-Free K ids 10.30.03 /  Eric L indblom , O c tober 30, 2003

1400 I Street NW - Suite 1200 - Washington, DC 20005 
Phone (202) 296-5469 ■ Fax (202) 296-5427 • www.tobaccofreeklds.org
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http://www.ers.usda.oov/Briefing/tobacco
http://www.cdc.aov/tobacco/StateHighlights.htm
http://tobaccofreeklds.oro/research/factsheets/index.ohD?CategorvlD=18
http://tobaccofreekids.oro/reDorts/Drices
http://www.tobaccofreeklds.org
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R A IS IN G  C IG A R E T T E  T A X E S  R E D U C E S  S M O K IN G , E S P E C I A L L Y  A M O N G  K ID S  
(A N D  T H E  C I G A R E T T E  C O M P A N I E S  K N O W  IT)

T h e  c ig a r e t t e  c o m p a n ie s  h a v e  o p p o s e d  t o b a c c o  t a x  i n c r e a s e s  b y  a r g u in g  t h a t  r a i s in g  c i g a r e t t e  
p r i c e s  w o u ld  n o t  r e d u c e  a d u l t  o r  y o u th  s m o k in g .  B u t  t h e  c o m p a n ie s ' in t e r n a l  d o c u m e n t s ,  
d i s c lo s e d  in t h e  t o b a c c o  la w s u i t s ,  s h o w  t h a t  t h e y  k n o w  v e r y  w e ll t h a t  r a is in g  c i g a r e t t e  p r i c e s  is  
o n e  o f  t h e  m o s t  e f fe c tiv e  w a y s  to  p r e v e n t  a n d  r e d u c e  s m o k in g ,  e s p e c i a l l y  a m o n g  k id s .

•  R J  R e y n o ld s :  I f  p r ic e s  w e r e  1 0 %  h ig h e r , 1 2 -1 7  in c id e n c e  [ th e  p e r c e n ta g e  o f  k id s  w h o  s m o k e ]  
w o u ld  b e  11 .9 %  low er.1

•  P h ilip  M o rris : It is  c le a r  th a t  p n 'c e  h a s  a  p r o n o u n c e d  e f f e c t  o n  th e  s m o k in g  p r e v a le n c e  o f  
te e n a g e r s ,  a n d  th a t th e  g o a l s  o f  r e d u c in g  t e e n a g e  s m o k in g  a n d  b a la n c in g  th e  b u d g e t  w o u ld  
b o th  b e  s e r v e d  b y  in c r e a s in g  th e  F e d e r a l  e x c i s e  ta x  o n  c ig a r e tte s .2

•  P h ilip  M o rris : J e f fr e y  H a rr is  o f  M I T  c a l c u l a t e d . . .  th a t  th e  1 9 8 2 -8 3  r o u n d  o f  p r ic e  i n c r e a s e s  
c a u s e d  tw o  m illion a d u lts  to  q u i t  s m o k in g  a n d  p r e v e n t e d  6 0 0 ,0 0 0  t e e n a g e r s  fr o m  s ta r tin g  to  
s m o k e  W e  d o n ’t n e e d  to  h a v e  th a t  h a p p e n  a g a in .3

•  P h ilip  M o rris : A  h ig h  c ig a r e t te  p r ic e ,  m o r e  th a n  a n y  o th e r  c ig a r e tte  a ttr ib u te ,  h a s  th e  m o s t
d ra m a tic  im p a c t  o n  th e  s h a r e  o f  t h e  q u ittin g  p o p u la t io n  p r ic e , n o t  ta r  l e v e l ,  i s  th e  m a in
driving  fo r c e  fo r  quitting .A

T h e  c o m p a n i e s  h a v e  e v e n  p u b l ic ly  a d m i t t e d  th e  e f f e c t i v e n e s s  o f  t a x  i n c r e a s e s  t o  d e t e r  s m o k in g  
in  th e ir  r e q u i r e d  filin gs w ith  t h e  U .S .  S e c u r i t i e s  a n d  E x c h a n g e  C o m m is s io n .

•  P h ilip  M o rr is : [ IJ n c r e a se s  in  e x c i s e  a n d  s im ila r  t a x e s  h a v e  h a d  a n  a d v e r s e  im p a c t  o n  s a l e s  o f  
c ig a r e tte s .  A n y  fu tu re  in c r e a s e s ,  t h e  e x t e n t  o f  w h ic h  c a n n o t  b e  p r e d ic te d ,  c o u l d  r e s u l t  in  
v o lu m e  d e c l in e s  fo r  th e  c ig a r e t te  in d u s tr y .  [ to -Q  R ep o rt, M ay 1 1 ,2 0 0 1 .]

-  L o e w s /L o r il la rd  T o b a c c o :  S ig n i f ic a n t  in c r e a s e s  in  fe d e r a l  a n d  s t a t e  e x c i s e  t a x e s  o n  c ig a r e t t e s  ■ 
. .  .h a v e ,  a n d  a re  lik e ly  to  c o n t in u e  to  h a v e ,  a n  a d v e r s e  e f f e c t  o n  c ig a r e t te  s a l e s .  [Loew s 
(paren t corporation  o f the Lorillard c ig a re tte  co m p an y ) 10-K R eport, M arch  3 1 ,1 9 9 9 .]

•  R. J .  R e y n o ld s :  [ S u b s ta n t ia l  i n c r e a s e s  in  s t a te  a n d  fe d e r a l  e x c i s e  ta x e s  o n  c i g a r e t t e s . . .  
h a v e  h a d  a n d  will lik e ly  c o n t in u e  to  h a v e  a n  a d v e r s e  e f f e c t  o n  c ig a r e t te  s a l e s .  [10-Q Report,
August 1, 2001.

E c o n o m i c  R e s e a r c h  O n  C i g a r e t t e  T a x  I n c r e a s e s  R e d u c i n g  S m o k i n g

N u m e r o u s  e c o n o m ic  s t u d i e s  in  p e e r - r e v i e w e d  jo u r n a l s  h a v e  d o c u m e n t e d  t h a t  c i g a r e t t e  t a x  o r  
p r ic e  i n c r e a s e s  r e d u c e  b o th  a d u l t  a n d  u n d e r a g e  s m o k in g .  T h e .g e n e r a l  c o n s e n s u s  is  t h a t  e v e r y  
1 0  p e r c e n t  i n c r e a s e  in th e  r e a l  p r i c e  o f  c i g a r e t t e s  w ill r e d u c e  o v e r a l l  c i g a r e t t e  c o n s u m p t io n  b y  
a p p r o x im a te ly  th r e e  to  fiv e  p e r c e n t  a n d  r e d u c e  t h e  n u m b e r  o f  k id s  w h o  s m o k e  b y  a b o u t  s ix  o r  
s e v e n  p e r c e n t . 5 R e s e a r c h  s t u d i e s  h a v e  a l s o  m a d e  t h e  fo l lo w in g  r e l a t e d  f in d in g s :

•  A m o n g  all a d u l ts  o r  all y o u t h s ,  c i g a r e t t e  p r ic e  i n c r e a s e s  w o rk  e v e n  m o r e  e f f e c t iv e ly  to  p r e v e n t  
a n d  r e d u c e  s m o k in g  a m o n g  m a l e s ,  B l a c k s ,  H i s p a n i c s ,  a n d  l o w e r - i n c o m e  p e r s o n s . 6

•  H ig h e r  t a x e s  o n  s p i t  t o b a c c o  r e d u c e  its  u s e ,  p a r t ic u la r ly  a m o n g  y o u n g  m a l e s . 7

1400 I Street NW - Suite 1200 - Washington, DC 20005 ~
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R a i s i n g  C ig a r e t te  T a x e s  R e d u c e s  S m o k in g , E s p e c ia l l y  A m o n g  K id s  /  2

•  K id s  d o  n o t  s m o k e  m o re  m a r i j u a n a  if t h e y  r e d u c e  th e i r  c ig a r e t t e  s m o k in g .  In f a c t ,  c i g a r e t t e  
p r i c e  in c r e a s e s  n o t on ly  r e d u c e  y o u th  s m o k in g  b u t  a l s o  r e d u c e  b o th  th e  n u m b e r  o f  k id s  w h o  
s m o k e  m a r i ju a n a  a n d  t h e  a m o u n t  o f  m a r i ju a n a  c o n s u m e d  b y  c o n t in u in g  r e g u l a r  u s e r s . 6

Expert Conclusions on C igarette  P rices and Smoking Levels

•  T h e  2 0 0 0  U .S . S u rg e o n  G e n e r a l 's  R e p o r t ,  R e d u c in g  T o b a c c o  U s e ,  fo u n d  t h a t  i n c r e a s i n g  t h e  
p r i c e  o f  to b a c c o  p r o d u c ts  w o u l d  d e c r e a s e  t h e  p r e v a l e n c e  o f  t o b a c c o  u s e ,  p a r t i c u la r ly  a m o n g  
k id s  a n d  y o u n g  a d u lts , a n d  t h a t  t o b a c c o  t a x  i n c r e a s e s  w o u ld  l e a d  t o  " s u b s t a n t i a l  lo n g - t e r m  
im p r o v e m e n ts  in h e a l th ."  F r o m  its  r e v ie w  o f  e x is t in g  r e s e a r c h ,  t h e  r e p o r t  c o n c l u d e d  t h a t  
r a i s in g  t o b a c c o  ta x e s  is o n e  o f  t h e  m o s t  e f f e c t iv e  t o b a c c o  p r e v e n t io n  a n d  c o n t r o l  s t r a t e g i e s . 9

• T h e  1 9 9 9  W orld B a n k  r e p o r t  C u r b in g  T h e  T o b a c c o  E p id e m ic :  G o v e r n m e n ts  ar. J  th e  
E c o n o m ic s  o f  T o b a c c o  C o n tr o l  c a r e f u l ly  e v a l u a t e d  e x is t in g  r e s e a r c h  a n d  d a t a ,  w o r ld w id e ,  
a n d  c o n c lu d e d  th a t  “th e  m o s t  e f f e c t i v e  w a y  to  d e t e r  c h i ld r e n  f ro m  ta k in g  u p  s m o k i n g  is  to  
i n c r e a s e  ta x e s  o n  to b a c c o .  H ig h  p r i c e s  p r e v e n t  s o m e  c h i ld r e n  a n d  a d o l e s c e n t s  f r o m  
s ta r t in g  a n d  e n c o u r a g e  t h o s e  w h o  a l r e a d y  s m o k e  t o  r e d u c e  t h e i r  c o n s u m p t i o n . " 10

•  W a ll S t r e e t  to b a c c o  in d u s t r y  a n a l y s t s  h a v e  lo n g  r e c o g n i z e d  t h e  p o w e r f u l  r o l e  i n c r e a s e d  
c ig a r e t t e  t a x e s  a n d  r is in g  c i g a r e t t e  p r i c e s  p la y  in r e d u c in g  U .S .  s m o k in g  l e v e l s .  F o r  e x a m p l e ,  
a  D e c e m b e r  1 9 9 8  “S e n s i t iv i ty  A n a l y s i s  o n  C i g a r e t t e  P r ic e  E la s t i c i ty ” b y  C r e d i t  S u i s s e  F i r s t  
B o s to n  C o rp o ra tio n  s e t t l e d  o n  a  " c o n s e r v a t iv e "  e s t i m a t e  t h a t  c i g a r e t t e  c o n s u m p t i o n  will 
d e c l in e  b y  fo u r  p e r c e n t  f o r  e v e r y  1 0  p e r c e n t  i n c r e a s e  in  p r i c e .

•  In i ts  1 9 9 8  re p o rt, T a k in g  A c t i o n  to  R e d u c e  T o b a c c o  U se ,  t h e  N a t io n a l  A c a d e m y  o f  
S c i e n c e s ’ In s titu te  o f  M e d ic in e  c o n c l u d e d  t h a t  “th e  s in g le  m o s t  d i r e c t  a n d  r e l i a b le  m e t h o d  f o r  
r e d u c in g  c o n s u m p tio n  is  t o  i n c r e a s e  t h e  p r i c e  o f  t o b a c c o  p r o d u c t s ,  t h u s  e n c o u r a g i n g  t h e  
c e s s a t i o n  a n d  re d u c in g  t h e  l e v e l  o f  in i t ia t io n  o f  t o b a c c o  u s e . " 11

•  A  N a tio n a l  C a n c e r  In s ti tu te  E x p e r t  P a n e l  r e p o r t e d  in  1 9 9 3  t h a t  " a  s u b s t a n t i a l  i n c r e a s e  in  
t o b a c c o  e x c i s e  t a x e s  m a y  b e  t h e  s i n g l e  m o s t  e f f e c t iv e  m e a s u r e  f o r  d e c r e a s i n g  t o b a c c o  
c o n s u m p t io n ,"  a n d  “a n  e x c i s e  t a x  r e d u c e s  c o n s u m p t io n  b y  c h i ld r e n  a n d  t e e n a g e r s  a t  l e a s t  
a s  m u c h  a s  it r e d u c e s  c o n s u m p t i o n  b y  a d u l t s . "  .

Increasing U.S. Cigarette P rices  and  Declining C onsum ption

A lth o u g h  t h e r e  a r e  m a n y  o t h e r  f a c t o r s  in v o lv e d ,  c o m p a r in g  t h e  t r e n d s  in c i g a r e t t e  p r i c e s  a n d  
o v e ra ll  U .S . c ig a r e t te  c o n s u m p t io n  f r o m  1 9 7 0  to  2 0 0 1  s h o w s  t h a t  t h e r e  is  a  s t r o n g  c o r r e la t i o n  
b e t w e e n  in c r e a s in g  p r ic e s  a n d  d e c r e a s i n g  c o n s u m p t io n  ( s e e  c h a r t  b e lo w ) .  W h i le  U .S .  c i g a r e t t e  
p r ic e s  a r e  la rg e ly  c o n tro lle d  b y  t h e  c i g a r e t t e  c o m p a n i e s '  p r i c e - s e t t i n g  d e c i s i o n s ,  f r o m  1 9 7 0  to  
2 0 0 2 ,  t h e  f e d e r a l  ta x  o n  c i g a r e t t e s  a l s o  i n c r e a s e d  fro m  e ig h t  c e n t s  t o  3 9  c e n t s  p e r  p a c k  a n d  t h e  
a v e r a g e  s t a t e  c ig a re t te  ta x  i n c r e a s e d  f r o m  11 to  4 4  c e n t s  p e r  p a c k .  W i th o u t  t h e s e  f e d e r a l  a n d  
s t a t e  t a x  i n c r e a s e s ,  U .S . c i g a r e t t e  p r i c e s  w o u ld  b e  m u c h  lo w e r  a n d  U .S .  s m o k in g  l e v e l s  w o u ld  
b e  m u c h  h ig h e r .

j
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U.S. C igarette Prices vs. C onsum ption 1960-2001

T  $4.00
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-Cigarette 
Consumption 
(billions of packs)

-Avg. Retail Price Per 
Pack (in current 
dollars)

T h e  C a n a d ia n  E x p e r i e n c e .  F r o m  1 9 7 9  t o  1 9 9 1  re a l  p r i c e s  in  C a n a d a  i n c r e a s e d  f r o m  $ 2 .0 9  to  
$ 5 .4 2  a n d  s m o k in g  a m o n g  1 5  to  1 9  y e a r  o ld s  fe ll f ro m  4 2  to  1 6  p e r c e n t .  A s  t h e  P r e s i d e n t  o f  t h e  
C a n a d i a n  T o b a c c o  M a n u f a c tu r e r s  C o u n c i l  th e n  a d m i t t e d  to  a  le g is la t iv e  c o m m it te e ,  " t h e r e  is  n o  
q u e s t io n  t h a t  c o n s u m p t io n  i s  d o w n  m e a s u r a b l y  o v e r  t h e  l a s t  f iv e  y e a r s ,  a n d  t h e r e  is  n o  q u e s t i o n  
in  o u r  m in d s  t h a t  t a x e s  h a v e  b e e n  a  s ig n i f i c a n t  f a c to r .”12 B u t  w h e n  C a n a d a  s u b s e q u e n t l y  
r e d u c e d  its c i g a r e t t e  t a x e s  ( to  r e d u c e  t a x - a v o i d a n c e  s m u g g l i n g  s u p p o r t e d  b y  th e  c i g a r e t t e  
c o m p a n ie s ) ,  y o u th  s m o k in g  i m m e d i a t e ly  i n c r e a s e d  f o r  t h e  f i r s t  t im e  in  n e a r ly  f i f t e e n  y e a r s . 13

For more Inform ation, please go to  the  Cam paign 's sp e c ia l w ebsite  page on tobacco  taxes  at
h t t p . 7 / t o b a c c o f r e e k i d s . o r q / r e p o r t s / p r i c e s

N a t io n a l  C e n te r  f o r  T o b a c c o - F r e e  K id s ,  J a n u a r y  3, 2 0 0 2 , E r ic  L in d h io m
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STATE CIGARETTE TAX RATES & RANK, DATE OF LAST INCREASE, ANNUAL PACK SALES & REVENUES, AND RELATED DATA

30 slates, DC, and Puerto Rico have Implemented or passed higher cigarette tax rates since 1/1/2002, but 14 states have not Increased their tax for at least ten years, 
five of those have not Increased their tax since the 19B0s, and Kentucky and Virginia have not made any Increase for more than 30 years. As time passes, Inflation 
erodes the real value of state tobacco tax rales and revenues, as they account for Increasingly small portions of the total retail price of a pack of cigarettes. Cigarette tax 
increases can quickly restore state tobacco lax revenues to 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 Stale Average: 12.4 cents per pack. Other State Average: 78.2 cents per pack.
State Cigarette 

Tax Par Pack
National 

Rank 
(1 = high)

Date of Last 
State Tax 
Increase

FY 2002 
Cigarette 

Pack Sales 
(millions)

FY 2002 
Cigarette Tax 

Revenue 
(millions)

Retail Price 
Per Pack 
With AJI 
Taxes*

CDC State 
Smoking 
Costs Per 
Pack Sold

Adult
Smokers

Youth
Smoking

Rate

Adult
Smoking

Rate

Adult
Smoking

Rank
(1=low)

All Slates $0.70.5 avg. /// III 20.4 billion $8.4 billion $3.72 $7.18 48 million 28,1% 22.8% III
Alabama $0.16.5 47th 7/1/84 378.5 $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 $6.38 113,852 33.9% 26.1% 44
Arizona $1.18 11th 11/26/02 276.1 $108.6 $4.44 $8.35 809,192 19.0% 21.5% 12
Arkansas $0.59 26th 6/1/03 234.8 $70.8 $3.70 $6.46 510,216 34.7% 25.6% 40
California $0.67 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 7/1/86 292.6 $56.2 $3.01 $6.21 716,904 25.3% 22.4% 19
Connecticut $1.51 1st 3/15/03 227.4 $149.8 $4.74 $9.16 533,286 25.6% 20.8% 8
Delaware $0.55 29th 7/31/03 113.4 $27.0 $2.98 $4.32 147,842 24.2% 25.1% 38
Washington, DC $1.00 12th 1/1/03 25.4 $16.3 $4.14 $16.02 95,070 14.7% 20.8% 9
Florida $0.33.9 41st 7/1/90 1,277.30 $426.3 $3.33 $8.26 2,775,609 19.0% 22.5% 22
Georgia $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.G $4.57 $10.15 188,649 24.5% 20.6% 7
Idaho $0.57 27th 6/1/03 83.6 $23.4 $3.38 $6.03 182,210 19.1% 19.7% 3
Illinois $0.98 17th 7/1/02 885.2 $464.3 $4.02 $8.53 2,165,027 34.0% 23.6% 27
Indiana $0.55.5 28th 7/1/02 742.1 $110.3 $3.52 $5.14 1,239,174 31.6% 27.5% 47
Iowa $0.36 30th 6/1/91 249.7 $86.0 $3.22 $6.40 486,776 32.7% 22.2% 15
Kansas $0.79 20th 1/1/03 208.8 $47.9 $3.75 $6.98 438.544 26.1% 22.2% 16
Ken lucky $0.03 50th 7/1/70 572.5 $16.0 $2.09 $4.88 941,50B 40.0% 30.9% 51
Louisiana $0.36 38th 7/1/02 433.3 $98.1 $3.21 $7.57 805,796 33.3% 24.8% 37
Maine $1.00 12lh 10/1/01 102.4 $94.1 $4.12 $8.46 233,684 24.B% 24.0% 32
Maryland $1.00 12th 6/1/02 301 $202.7 $3.95 $10.03 839,287 23.7% 21.3% 10
M assachusetts $1.51 1st 7/24/02 354 $2G9.0 $4.02 $12.52 955,260 26.0% 19.7% 4
Michigan $1.25 9th 8/1/02 780.1 $577.3 $4.34 $7.70 1,887,068 27.6% 25.7% 41
Minnesota $0.48 34 th 7/1/92 352.8 $166.1 $3.49 $7.22 806,434 28.9% 22.2% 17
Mississippi $0.18 45th 6/1/05 261.5 $44.0 $3.15 $6.96 525,646 23.6% 25.4% 39
Missouri $0.17 46th 10/1/93 558.3 $92.0 $2.94 $6.37 1,079,387 30.3% 25.9% 42
Montana $0.70 22nd 5/1/03 67.3 $11.7 $3.49 $6.86 147,197 28.5% 21.9% 13

' Pack prices reflect the temporary 65-cent reduction In Mailboro and Uirea oilier brands Initiated In January 2003 by Philip Morris, but they do not fully reflect retail-based discounting and 
promotions by the major cigarette companies. _________________________________________

1400 I Street, NW Suile 1200 • Washington, DC 20005. Phon° f202) 296-5469 • Fax (202) 296-5427 • www.tobaccofreekids.org

http://www.tobaccofreekids.org


S ta le  C ig a re tte  T a x  R a te s & R a n k , D a te  o f  L a s t In c r e a s e  A n d  R e la te d  D a ta / 2
State Cigarette 

Tax Per Pack
National 

Rank 
(1 = high)

Date of Last 
Stale Tax 
Increase

FY 2002 
Cigarette 

Pack Sales 
(millions)

FY 2002 
Cigarette Tax 

Revenue 
(millions)

Retail Price 
Per Pack 
With All 
Taxes*

CDC State 
Smoking 
Costs Per 
Pack Sold

Adult
Smokers

Youtli
Smoking

Rate

Adult
Smoking

Rate

Adult
Smoking

Rank
(1=!ow)

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 40lh 7/1/09 173.1 $58.0 $3.26 $6.64 401,344 25.2% 27.0% 46
New Hampshire $0.52 33rd 7/1/99 16G.7 $84.1 $3.33 $4.63 223,220 25.3% 24.1% 34
New Jersey $1.50 3rd 7/1/02 495.2 $391.5 $4.64 $9.69 1,347,607 24.5% 21.3% 11
New Mexico $0.91 10th 7/1/03 95.4 $19.5 $3.98 $7.75 313,203 36.2% 23.9% 31
New York $1.50 3rd 4/3/02 084.4 $1,052.8 $5.65 $12.83 3,343,006 26.8% 23.4% 26
North Carolina $0.05 49th 8/1/91 806.6 $38.8 $3.02 $5.90 1.576.0B4 27.8% 25.9% 43
North Dakola $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 7/1/02 1,101.00 $257.3 $3.51 $6.66 2,344,750 33.4% 27.7% 48
Oklahoma $0.23 42nd 6/1/87 352.8 $57.1 $3.09 $6.01 736,789 24.0% 28.8% 50
Oregon $1.28 8th 11/1/02 231.3 $155.0 $3.80 $7.58 527,B49 22.0% 20.5% 6
Pennsylvania $1.00 12 th 7/15/02 1,067.40 $320.1 $3.95 $7.50 2,221,373 27.6% 24.6% 36
Rhode Island $1.50 3rd 7/1/03 79.1 $78.1 $4.65 $8.15 192,119 24.8% 24.0% 33
Soulli Carolina $0.07 48th 7/1/77 396.2 $25.4 $3.00 $6.52 786,621 36.0% 26.2% 45
South Dakota $0.53 32nd 4/1/03 57.1 $17.5 $3.49 $6.84 123,692 33.0% 22.4% 20
Tennessee $0.20 43rd 7/15/02 593.6 $75.3 $3.26 $7.01 1,046,946 32.4% 24.4% 35
Texas $0.41 36th 7/1/90 1,244.30 $497.5 $3.49 $7.79 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 10 th 7/1/03 57 $24.5 $4.11 $6.1B 103,332 23.7% 22.4% 21
Vlrqinla $0.02.5 51st 9/1/06 662.1 $15.0 $2.95 $5.57 1,201,557 NA 22.5% 24
Washington $1.42.5 6th 1/1/02 2G9.5 $306.G $4.82 $10.25 989,943 28.0% 22.6% 25
West Virginia $0.55 29th 5/1/03 199.5 $32.6 $3.37 $7.02 396,478 39.2% 28.2% 49
Wisconsin $0.77 21st 10/1/01 408.3 $288.8 $3.B9 $7.14 942,801 27.1% 23.6% 28
Wyoming $0.60 25th 7/1/03 46.1 $5.1 $3.50 $5.27 81,010 28.4% 22.2% 18
USA/U.S. Gov't 39 /// 1/1 /02 21.25 billion $7.0 billion $3.72 $7.18 49 million 28.5% 22.8% NA

Sources: CDC, S ta le  Highlights 2002: Im pact and  Opportunity, April 2002, www.cdc.gov/tobacco/StateHlqhllqhts.hlm. Orzechowski & Walker, Tax Burden on  Tobacco, 
2002. Smoking costs per pack sold = CDC estimates of slate smcklng-caused health costs and lost productivity per taxed packs sold In each stale In 2001. Youth smoking 
rates most recent available; In bold type (rom Ihe Youth Tobacco Surveillance (YTS); In Italics from state-specific surveys; and In regular type from Youth Risk Behavioral 
Surveillance (YRBS). Because of different surveys and years, youth-smoking rankings cannot be done. From the start of 1998 to the end of 2001, the major cigarette 
companies Increased their prices by more than $1.25 per pack. Major tobacco states are KY, VA, NC, SC, GA, TN. State averages do not Include Puerto Rico (which Is 
larger than more than 20 stales & DC, based on populatlonJ.Taxed Pack Sales Include all cigarette sales on which cigarette taxes were collected. Total USA pack sales 
include sales of cigarettes on which federal but not slate taxes are collected (e.g., sales to Indian Tribes and military bases) and Includes sales In Puerto Rico and other 
U.S. territories not listed above. Cigarette prices Include federal and stalo cigarette taxes and state sales taxes but not local cigarette or sales taxes (unless they are 
uniform throughout the state), except for New York City, which contains roughly half the population of NY Stale and Increased Its local lax from 8 cents to $1.50 per pack 
7/1/02. AK, DE, MT, NH & OR have no state sales ta:,; CO has a sales tax but It does not apply to cigarettes; and AL, GA & MO do not apply their sales tax to the portion 
of retail cigarette prices that Is the state's cigarette excise tax.

For more Information on state cigarette taxes and the benefits from increasing them, see  the Campaign's website at htlp.V/lobaccofreeklds.org/reports/prtces.
F o r m o re  s ta te -sp e c ific  da ta , s e e  th e  C am pa ign  w e b s ite  a t: http://tobaccofreeklds.orq/reports/settlements a n d  httpd/tobaccofreeklds.orq/research/factsheets.

N a tio n a l C e n te r  fo r  T o b a cco -F ree  K ids, J u n e  26, 2 0 0 3 /  E ric L ln d b lo m

http://www.cdc.gov/tobacco/StateHlqhllqhts.hlm
http://tobaccofreeklds.orq/reports/settlements


The Honorable Pete Kott
Speaker of the House of Representatives
716 W. 4th Ave.
Anchorage, AK 99501

June 22, 2004

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 Cancer 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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R e p r e s e n t a t i v e  P e t e  K o tt 
S t a t e  C a p ito l ,  R o o m  2 0 8  
J u n e a u ,  AK 9 9 8 0 1 - 1 1 8 2

F a x :  9 0 7 - 4 6 5 - 2 8 1 9

R e : I n c r e a s i n g  t h e  S t a t e  T o b a c c o  T a x

D e a r  R e p r e s e n t a t i v e  K o tt:

T h e  A m e r ic a n  L u n g  A s s o c ia t io n  o f  A la s k a  Is  p l e a s e d  t o  s u p p o r t  
G o v e r n o r  M u rk o w s k i 's  bill to  r a i s e  A l a s k a 's  T o b a c c o  T a x .  T h is  
m e a s u r e  r e p r e s e n t s  a  w in , w in , w in  s o lu t io n  f o r  A la s k a  t h a t  
r e d u c e s  s m o k in g ,  r a i s e s  m u c h - n e e d e d  r e v e n u e  a n d  h a s  s t r o n g  
s u p p o r t  f r o m  v o te r s .

S t u d i e s  s h o w  t h a t  h ig h e r  c i g a r e t t e  t a x e s  a r e  o n e  o f  t h e  m o s t  
e f f e c t i v e  w a y s  t o  r e d u c e  s m o k i n g  a m o n g  b o th  y o u th  a n d  
a d u l t s .  A D e p a r t m e n t  o f  R e v e n u e  s t u d y  s h o w s  A la s k a 's  to b a c c o  
c o n s u m p t i o n  d r o p p e d  s u b s ta n t i a l ly  in r e s p o n s e  t o  t h e  1 9 9 7  
t o b a c c o  p r i c e  in c r e a s e .  A m o n g  y o u n g e r  c h i ld r e n  t h e  r e p o r t  
e s t i m a t e d  a  3 0  p e r c e n t  r e d u c t io n  in  s m o k in g .

A t t h e  s a m e  t i m e  t h e  1 9 9 7  t o b a c c o  t a x  i n c r e a s e  g e n e r a t e d  
a p p r o x im a te ly  30 m illio n  p e r  y e a r  in  n e w  s t a t e  r e v e n u e .  T h e  2004  
$ 1  t a x  i n c r e a s e  w o u l d  g e n e r a t e  a p p r o x i m a t e l y  3 6  m i l l i o n  
p e r  y e a r .

T h e r e  is  s t r o n g  p u b l i c  s u p p o r t  f o r  s u b s t a n t i a l l y  in c r e a s e d  s t a t e  
t o b a c c o  t a x e s .  A r e c e n t  p o ll c o m p l e t e d  f o r  A la s k a n s  f o r  T o b a c c o -  
F r e e  K ids s h o w s  6 7  p e r c e n t  s u p p o r t  a m o n g  A la s k a n  v o t e r s  f o r  a  
s i . 0 0  p e r  p a c k  in c r e a s e  in  t o b a c c o  t a x e s .

T h e  t o b a c c o  t a x  i n c r e a s e  w o u ld  s a v e  t h o u s a n d s  o f  A l a s k a  
l i v e s ,  r e d u c e  h e a l th  c a r e  c o s t s  a n d  g e n e r a t e  m u c h  n e e d e d  
r e v e n u e .  All m e a s u r e s  o f  s u c c e s s  t h e  A m e r ic a n  L u n g  A s s o c ia tio n  
o f  A la s k a  c a n  e n th u s ia s t ic a l ly  s u p p o r t .

S in c e r e ly ,

C jU k z  £ h iA M -
C h r is t ie  G a r b e ,  C E O
A m e r ic a n  L u n g  A s s o c ia t io n  o f  A la s k a





WORKERS’ COMPENSATION REFORM BILL

A  M E A S U R E D  R E S P O N S E  T O  I N C R E A S E D  C L A I M  C O S T S  A N D  I N S U R A N C E  
P R E M I U M S  I M P A C T I N G  A L A S K A N  B U S I N E S S E S  A N D  W O R K E R S

P r e m i u m s ,  b e n e f i t s  p a i d ,  a n d  c l a i m  c o s t s  r i s i n g .

• In 2002 Alaska workers’ compensation benefits and claims costs exceeded $ 210 
million, including $11 million in legal fees and costs.

• From 1997-2002 the insurance companies in the Alaska workers’ compensation 
market paid out an average of $1.24 in benefits and claim costs for each dollar in 
premiums collected.

• This year average workers compensation premiums increased 21% but premiums 
for 17 types of workers went up over 50%. (The increases exceeding 50% affect 
workers in positions such as hospital non-professional, household appliance 
installation & repair, day nurseries, child care & day camps, barber shops and hair 
salons, building & property management, and geophysical seismic exploration.)

B i l l  d o e s  n o t  c h a n g e  b e n e f i t s  p a i d  t o  i n j u r e d  w o r k e r s  r e s i d i n g  in  A l a s k a ,  w h i l e
c a p p i n g  p a y m e n t s  t o  o u t s i d e  r e s i d e n t s  a t  t h e  A l a s k a  r a t e .

• No change to compensation rates or benefits, including rehabilitation and medical 
benefits.

•  C o m p e n s a t i o n  r a t e s  f o r  t o t a l  d i s a b i l i t y  p a i d  to  n o n - r e s i d e n t s  c a p p e d  a t  t h e  r a t e  
t h e y  w o u l d  r e c e i v e  if r e s i d i n g  in  A l a s k a .

B i l l  a d d r e s s e s  c l a i m  c o s t s  a n d  s p e e d s  f i n a l  d e t e r m i n a t i o n  o f  w o r k e r s ’
e n t i t l e m e n t  t o  b e n e f i t s  b y  m a k i n g  i n i t i a l  a d j u d i c a t i o n  o f  d i s p u t e d  c l a i m s  a n d
s u b s e q u e n t  a p p e a l s  p r o c e s s  m o r e  e f f i c i e n t .

• Disputed claims heard and resolved by single administrative law judge (ALJ) 
rather than current 3-member Board panel. ALJs' availability increases flexibility 
for scheduling hearings.

• ALJs will be required to have special expertise and will be employed by the 
independent Office of Administrative Hearings created by SB 203.

• Initial appeals will be heard by a five member Appeals Commission, rather than 
individual Superior Court judges. To minimize administrative costs, and maintain 
citizen participation, the Commission is composed of four citizen members (2 from 
labor, 2 from industry) and one full-time, experienced attorney serving as Chair. A 
panel consisting of the Chair plus one industry and one labor member will hear 
appeals. The Chair will administer the Commission and advise the members on 
the law.

• The Commission has 90 days to decide an appeal; half the time allowed the 
Superior Court. Record preparation costs and delays (sometimes a year or more 
over the six months appeal time limitation in Superior Court) will be decreased. 
Commission can also schedule hearings more rapidly than the Superior Court.

• Specific provisions insure Commission impartiality, including prohibiting political 
activity by the Chair and prohibiting conflicts of interest of the members.



Claim costs  and benefit entitlement uncertainty reduced by increasing 
consistency and predictability of appeal decisions and making them legal 
precedent.
« Single Commission with expertise plus citizen participation will decide all appeais. 

Appeals decided by a single entity, rather than dozens of different Board hearing 
panels and Superior Court judges, will increase predictability and consistency in 
the interpretation and application of the law.

• Commission decisions are binding legal precedent (unlike current Superior Court 
decisions) and may be appealed directly to the Alaska Supreme Court.

Insurance code am endm ents strengthen Insurance Guaranty Fund and 
Assigned Risk Pool for protection of employers, insurers, and workers.
• Workers’ compensation insurers required to deposit special cash or securities to 

provide protection beyond the Insurance Guaranty Association.
• Assigned Risk Pool made self-funding by lifting the surcharge cap.
• Assigned Risk Pool loss reserves collateralized.

Active, accountable and experienced Division Director given new enforcement 
tools to protect employers and workers by enforcing insurance requirements & 
investigating fraud.
• Takes enforcement power and responsibilities of the Board and gives them to 

experienced Workers’ Compensation Division Director with:
Investigation powers, including subpoena and record inspection;
Power to intervene in hearings directly;
Power to make decisions affecting enforcement; and
New powers to investigate fraud.

• Director may seek new penalty (up to $1 OO/day/uninsured employee) against 
uninsured employers and obtain default judgment in faster, streamlined process 
to stop defaulting employers from leaving the state and their liabilities behind.

New workers' com pensation fraud provisions.
• Persons who report fraud are given immunity for good faith reports and reports 

from workers' compensation industry are required if fraud is known.
• Fraud claims cover health care providers, insurers and other industry participants, 

not just employee claimants.

COMPLAINTS REGARDING PRIOR LEGISLATION (SB 311) ADDRESSED

Appeals Commission too expensive
• Only one full-time Commissioner.
• Administrative costs are reduced.

Appeals Commission de novo review power reduces influence of lay members.
• Lay members added to Appeals Commission exercise d e  n o v o  review of hearing 

officers.
® Lay members at appellate level give greater influence on outcomes than current 

system.

Commission Members should be vetted by Alaska Judicial Council.
• Unconstitutional intrusion on executive branch appointment powers in violation of 

separation of powers doctrine and Article 3, Section 26 of the Alaska Constitution.
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1. Disputed claim hearings before single administrative law judge (AU) from
Office of Administrative Hearings, instead of Workers' Compensantion Board
panel of hearing officer and two lay members (labor & industry).

• ALJs will have specific expertise in worker's compensation.

• AUs in the independent Office of Administrative Hearings in Department 
of Administration created by SB 203, not the Appeals Commission in 
Department of Labor.

o Effective date of new system moved forward to July 1, 2005 to match that 
of the Office of Administrative Appeals.

2. Appeals Commission remains, but with new role and influence for employee 
and employer representatives.

• Instead of 3 full-time attorneys, there is only one full-time attorney, 
serving os chair.

• Chair at lower pay (Range 27A-F, $76,248-91,200), with restrictions on 
outside employment and political position.

• Four citizen members added: 2 representing employees, 2 representing 
employers.

• Appeals are heard by panels of 3: one employee representative, one 
employer representative and the attorney member.

• Citizen members receive maximum of $200/day for time spent in hearing 
appeals and other duties.

• Panel, including 2 citizen members, may exercise de novo review of AU 
decisions.

3. New provisions allow Director of Division of Workers' Compensation to 
investigate fraud by claimants, medical providers and other industry 
participants, give immunity to those who report fraud to authorities in good 
faith and enhance civil remedies for fraud.

4. New provisions provide protection for payment of continuing periodic 
payments to injured employee during appeal (Olson Logging case).

5. New provisions require insurers to make deposits to cover their share of 
Assigned Risk Pool loss reserves to be used in situations of insolvent insurer.

6. New provisions require Assigned Risk Pool to operate on self-funding basis 
calculated on three-year average.



S u m m a r y  o f  W o r k e r s ’ C o m p e n s a t io n  R e f o r m  P r o p o s a l s

Existing S ystem

Multiple Hearing Panels
• State hearing officer
• Labor representative
• Industry representative

CSSB 31 1(ju d )

Prepared by DOLaw 6/22/04
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Proposed Workers’ Compensation Reform Bill 
Section by Section Analysis

This legislation substantially reforms the workers’ compensation system. 
This year, workers compensation premiums increased by an average of 21% for all types 
of employers. Premiums for 17 types of employers, including child care and hospital 
non-professionals went up over 50%. This legislation addresses claim costs by bringing 
consistency and speed to contested cases. This should benefit both employers and 
employees. The legislation does not change benefits paid to injured Alaskan workers.

This legislation also makes changes to the agency that protect workers 
compensation recipients from nonpayment by insolvent insurers, and protects employers 
who purchased insurance from liability in case of insurer nonpayment.

The present system of administering the workers’ compensation act, AS 
23.30, is replaced with a new system that divides adjudication of claims and petitions 
arising under the act Ifom the executive functions of administration, investigation, and 
enforcement. The Alaska Workers’ Compensation Board, (board) composed of seven 
panels of volunteer members and the Commissioner of Labor and Workforce 
Development, is removed. Its administration, investigation, and enforcement powers are 
transferred to a director of a division of worker's compensation. The board's claim 
hearing functions are transferred to independent administrative law judges (ALJs) in the 
office of administrative appeals in the Department of Administration. This conforms the 
workers’ compensation system to that recently adopted by the Twenty-Third Alaska Slate 
Legislature in HCS CSSB 203(F1N).

This legislation also changes the process of adjudication to encourage more 
consistency in legal interpretation and increase the speed and accessibility of appellate 
review. Cases are heard first by ALJs, with expertise in workers’ compensation. The 
Workers’ Compensation Appeals Commission provides administrative review in place of 
the Superior Court. The Commission, composed of a chair with legal experience in 
workers’ compensation, and four citizen members evenly divided between 
representatives of employers and employees, acts as an administrative appellate body 
with broad powers o f  review. The commission’s decisions will be published and are 
binding. The commission’s decisions may be appealed directly to the Supreme Court, 
without review by the Superior Court.

This legislation gives the director strong new enforcement tools and direct 
power to administer, investigate, and enforce obligations created by the workers' 
compensation laws. These include new civil penalties against uninsured employers, 
subpoena powers, the power to examine employer books, the power investigate fraud, the



power to intervene in disputed cases and the power to file an appeal. The director will be 
able to engage in informal dispute resolution outside the adjudication system, and, in aid 
of that function, has the power to order independent medical examinations to resolve 
differences between medical providers.

In addition to fundamental structural changes, this legislation contains other 
systemic improvements. Provisions are made for summary disposition of cases, such as 
where there is no jurisdiction or where there are no disputes of material fact. 
Compensation paid to non-residents is capped at the rate that would be paid if the 
recipient resided in Alaska. Provisions are included that would allow stop work orders to 
be issued and civil penalties to be assessed against uninsured employers on short notice 
where the employment contains hazards that could reasonably be expected to 
immediately cause an employee death or serious physical harm. Finally, adjusters and 
risk managers are required to report fraud and persons reporting fraud are granted 
immunity for good faith reports.

Because the workers’ compensation act is lengthy, and the board is 
responsible for or involved in almost all aspects of the current workers’ compensation 
system, this legislation contains a large number of what are essentially conforming 
amendments, replacing the board with the director, an ALJ, or the commission, as the 
function requires.

Provisions giving effect to the workers’ compensation system reorganization may 
be found in Sections 11, 12, 59, 60, 63-66, 108-110 and 112. Provisions related to new 
enforcement tools may be found at Sections 39,40, 42, 84, 85, 98 and 99. Other changes 
to current workers' compensation procedures (other than reassignment of function) may 
be found in Sections 14, 39-40, 42, and 59. Provisions important to insurance 
restructuring, the Assigned Risk Pool, and Alaska Insurance Guaranty Association are 
found in Sections 1-7 and 111. The cap on benefits paid to out of state residents is in 
Section 87.

Section 1 is a declaration of legislative intent to reform the workers’ compensation 
insurance system to ensure payment of benefits when an insurer becomes 
insolvent, expand representation of workers compensation on the Alaska 
Insurance Guaranty Association, and reduce the costs o f  workers’ 
compensation premiums to employers. This declaration of intent applies only 
to the first seven sections of this act.

Section 2 amends AS 08.18.101(1) to remove a reference to the board and transfers the 
authority to issue certificates of self-insurance from the board to the director 
o f  the division of workers’ compensation.

Section by  Section Analysis
Proposed W orkers’ C om pensa tion  Reform Bill
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Section 3 creates a new statutory provision, AS 21.09.090(e) which provides that insurers 
that transact workers' compensation insurance in this state must maintain in 
the state a special deposit of cash or securities for the protection of persons in 
Alaska covered under workers' compensation insurance. The insurer must 
maintain this special deposit as long as there is any outstanding liability for 
workers' compensation. If an insurer is unable to pay workers' compensation 
because it is an insolvent insurer, the deposit will be immediately available to 
the Alaska Insurance Guaranty Association for continuation of claims benefits 
to eligible workers. This revision provides additional financial protection for 
Alaskan workers in the event that workers' compensation insurer becomes 
insolvent and unable to pay claims.

Section 4 creates a new statutory provision, AS 21.09.095 which provides that insurers 
who transact workers’ compensation insurance in this state must maintain in 
the state a special deposit equal to the insurer’s assumed workers’ 
compensation assigned risk pool loss reserves. This provision requires insurers 
to collateralize their quota share of loss reserves from the Assigned Risk Pool. 
The director of insurance shall make funds from the pool available to fund an 
insurer’s obligations to the pool in the event that the insurer becomes insolvent 
or otherwise fails to satisfy it workers’ compensation assigned risk pool 
obligations.

Section 5 amends AS 21.24.130(d) to make a technical change regarding the special 
deposit described in Section 3 above, indicating it is not subject to an order 
transferring it to a receiver.

Section 6 creates a new statutory provision, AS 21.39.155(d) requiring the Assigned Risk 
Pool to operate on a self-funding basis on a three-year moving average basis.

Section 7 repeals and reenacts AS 21.80.050 relating to the board of governors of the 
Alaska Insurance Guaranty Association. The composition of the board of 
governors of the Alaska Insurance Guaranty Association is modified by this 
provision to include representatives from management, labor and a licensed 
insurance provider, agent, broker or manager. This change will expand the 
expertise of the board of governors to address workers' compensation issues. 
Section 107 below provides for the transition of the terms of the members of 
the current board of governors.

Section 8 amends AS 23.30.05.067(a)(1)(B) to remove a reference to the board and to 
replace the board by the director of the division of workers compensation as 
the recipient of reports. This amendment conforms to the amendment to AS 
23.30.155(m) at Section 82 below.

Section 9 amends AS 23.05.067(e) to include fees received by the commission in those 
fees deposited in the workers’ safety and compensation account. It also adds 
new language to permit the legislature to appropriate funds to the commission

Section by Section Analysis
Proposed Workers’ Compensation Reform Bill
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and for administration and adjudication of claims and petition arising under 
AS 23.30.

Section 10 codifies a statement of legislative intent relating to the workers’ compensation 
system. This declaration draws upon previous uncodified statements of 
legislative intent and adds language regarding the fair, careful and rational 
examination of evidence.

Section 11 repeals and reenacts AS 23.30.005. It creates, within the Department of 
Labor and Workforce Development, a Division of Workers’ Compensation 
and a director of the Division, appointed by the commissioner. The director 
must have three years experience in the field of workers’ compensation. The 
section gives the director general powers and duties regarding administration, 
regulation, investigation and enforcement o f  the workers’ compensation laws 
and system. The department has the power to adopt regulations proposed by 
the director, instead of the board, regarding medical care and rehabilitation 
providers. This provision transfers certain administrative duties previously 
assigned to the board to the director, including the obligation to notify the 
state, or a political subdivision of the state, if it revokes a contractor’s self- 
insurance certificate.

Section 12 adds three new statutory provisions. The first, AS 23.30.007, establishes a 
new workers’ compensation appeals commission within the Department of 
Labor and Workforce Development, with jurisdiction to hear all 
administrative appeals arising under the workers’ compensation act. The 
commission consists of five members, appointed for staggered terms of five 
years, appointed by the governor and confirmed by a majority of the 
legislature. The governor may make appointments to fill vacancies in the same 
manner for the completion o f  the vacant term. A majority of the members is a 
quorum. Four members are citizen members, compensated for their service at 
$200/day. The citizen members are equally drawn from those who represent 
the employees and those who represent the employers. All members must be 
residents of Alaska for five years preceding appointment, no convicted of a 
felony, and not convicted of a misdemeanor related to workers’ compensation. 
In addition to these qualifications, the Chair must be licensed to practice law 
in Alaska and have five years experience of workers’ compensation law. The 
chair is a full time exempt service employee paid at Range 27. All members 
shall take the oath of office. Reasons for removal by the Governor of a 
commission member are set out, as well as an opportunity to respond to the 
Governor’s charges. Reasons for removal include: misconduct in office, 
ethical violations, conviction of a felony, conviction of a misdemeanor 
regarding workers’ compensation, inability to serve or handle the caseload, 
incompetence, etc. A panel of two citizen members (one employee 
representative and one employer representative) and the chair will hear
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appeals. To conduct other business, the chair and equal numbers of employee 
and employer representatives must be present. Reasons for disqualification 
for conflicts are set out in detail, as well as a general disqualification if the 
member is unable to fair, impartial, and unbiased toward an appeal participant. 
If the chair is disqualified, or unavailable for more than ten days, the 
commissioner of labor may appoint a chair p ro tem. The commission must be 
housed separately from the division to mark the separation of the judicial 
process in the workers’ compensation system from the administrative and 
enforcement process.
Section 12 also, in the new statutory provision AS 23.30.008, sets out the 
powers and duties of the new workers’ compensation appeals commission 
and, in AS 23.30.009, the powers and duties of the chair of the commission. 
The commission replaces the superior court as the body hearing administrative 
appeals in the workers’ compensation system, and its decisions will be binding 
and have the force of legal precedence. The commission’s decisions are final 
and conclusive, except that the Supreme Court may review the commission’s 
decisions. The commission indexes and publicizes its formal decisions. The 
commission has the power to adopt regulations drafted and proposed by the 
chair, as well as rules of procedure for hearings and appeals, to adopt an 
official seal, and generally to carry out the powers and duties expressly 
granted or necessarily implied by the Act. The commission shall award 
attorney fees to successful appellants, but, as currently is the rule, attorney 
fees may not be awarded against an employee unless the appeal was frivolous, 
unreasonable or taken in bad faith.
The chair of the commission exercises general supervision of the office of the 
commission. The chair has the power to employ and supervise staff, assign 
work, and members to hearing panels, establish a time management system, 
manage the calendar of hearings and prepare the annual budget of the 
commission. The chair must prepare and make public an annual report of the 
commission’s performance. The chair is barred from other employment and 
may not hold any other public or tribal office, nor hold office or position in a 
political party.

Section 13 amends AS 23.30.011(c), which relates to extraterritorial coverage of workers 
injured outside Alaska while working for Alaska employers or while under 
contract formed in Alaska. It removes references to the board and reassigns 
powers and duties to the division. Certificates of insurance issued by other 
states must be filed in the division instead of the board. The director replaces 
ihe board as the appointed out of state employer’s agent for service of process. 
The director, instead of the board, shall serve notice of claims. Evidence of 
self-insurance must satisfy the director, instead of the board; and, the director
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may require the out o f  state employer to file satisfactory security to cover the 
amount of a claim.

Section 14 amends AS 23.30.012 relating to settlement of claims. It divides the current 
statute into two subsections. It removes references to the board and transfers 
from the board to the director the power to approve the form of settlements. It 
requires that settlements be filed in the division. A new provision requires 
that in cases where workers are not represented by an attorney licensed to 
practice in this state, or where a beneficiary is a minor, the settlement must be 
reviewed by an administrative law judge (ALJ) and may be approved when it 
is in the best interests of the worker or beneficiary. The ALJ may hold a 
hearing and require an impartial medical examination. This is a change from 
current law, which requires all workers, regardless of representation or 
circumstances, to obtain board permission and approval to settle their claims.

Section 15 amends AS 23.30.013(b), which relates to assignments of rights to recover
damages against third parties. It removes references to the board, changes the 
place to file compensation orders from the board to the commission, and 
conforms the statute language to modern use.

Section 16 amends AS 23.30.015(e). It removes references to the board and transfers the 
power to determine the attorney fee offset in third party settlements from the 
board to an administrative law judge. It modernizes the statute language and 
assigns the director the duty to prepare a schedule of present values for 
determining third-party settlement offsets.

Section 17 amends AS 23.30.C 15(j) to remove references to the board, to change the 
recipient of notice of a third party action for damages from the board to the 
division, and to require additional notice to the commission if  a hearing has 
been requested in the workers’ compensation case.

Section 18 amends AS 23.30.025(a) to remove references to the board and to change the 
place where insurance company policy forms are filed from the board to the 
division.

Section 19 amends AS 23.30.030(5) relating to effective dates of policy termination by 
cancellation. It removes references to the board and reassigns the receipt of 
notice of termination from the board to the division.

Section 20 amends AS 23.30.030(6) relating to the power to make orders or awards
against employers, insurers, or both. It removes references to the board and 
reassigns making the order or award from the board to an administrative law 
judge.

Section 21 amends AS 23.30.040(a) relating to administration of the second injury fund, 
which is reassigned from the commissioner to the director. Also, it removes
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references to the board and reassigns the power to order payments from the 
fund from the board to the administrative law judge.

Section 22 amends AS 23.30.040(d) relating to refund of a payment made into the second 
injury fund. It removes references to the board and reassigns the power to 
direct a refund from the board to the director.

Section 23 amends AS 23.30.041(a) to remove references to the board and reassign
employment of the reemployment benefits administrator and authorization for 
his staff from the board to the director.

Section 24 amends AS 23.30.041(b) to remove references to the board and reassign from 
the board to the department the adoption of regulations implementing the 
reemployment benefits section and setting standards for rehabilitation 
specialists.

Section 25 amends AS 23.30.041(d) to remove references to the board and reassign from 
the board to an administrative law judge the power to review the decisions of 
the reemployment benefits administrator.

Section 26 amends AS 23.30.041(h) to remove references to the board and to include a 
physician appointed by the director, instead of by the board, as a possible 
source of a prediction of medical stability for a reemployment plan.

Section 27 amends AS 23.30.041 (j) to modernize statute language, remove references to 
the board, and replace board with an administrative law judge as the reviewer 
of reemployment benefits administrator decisions on rehabilitation plans.

Section 28 amends AS 23.30.041 (o) to remove reference to the board and replace the 
board with an administrative law judge as the reviewer of decisions made by 
the reemployment benefits administrator on non-cooperation by an employee.

Section 29 amends AS 23.30.041 (p) to remove references to the board. It replaces the 
board with the director as the holder of a public meeting to select a proposed 
date on which a new edition of the US Department of Labor’s Dictionary of 
Occupational Titles shall be implemented. The department replaces the board 
as the agency selecting the date proposed and the director replaces the board 
as the person giving notice of the selected date.

Section 30 amends AS 23.30.04l(q) to remove references to the board and replace the 
board with the division as the agency receiving filed waivers of rehabilitation 
benefits and serving notices of the waivers. The amendment also replaces the 
board with the director as the agency proscribing or approving the form of 
such waivers.

Section 31 amends AS 23.30.045(d) relating to the requirement that awardees of
contracts from the state or political subdivisions of the state have workers’ 
compensation insurance. The amendment removes references to the board
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and changes the agency that furnishes proof of insurance from the board to the 
division, and the agency that grants certificates of self-insurance from the 
board to the director, conforming to Section 13 above.

Section 32 amends AS 23.30.045(e) relating to the obligations of contracting agencies of 
the state or political subdivision of the state if a contractor has lost coverage. 
The amendment removes references to the board and replaces the board with 
the director as the agency notifying the state or political subdivision of the 
revocation of self-insurance, conforming to Section 13 above.

Section 33 amends AS 23.30.065 to remove references to the board and to replace the 
board with the division as the agency with the power to require and inspect 
employer records of injury.

Section 34 amends AS 23.30.070(a) to remove references to the board and to replace the 
board with the division as the agency where employer reports of injury to or 
death of an employee are filed and which may require certain information in 
reports of injury or death.

Section 35 amends AS 23.30.070(b) to modernize language, to remove references to the 
board, to replace the board with the division as the agency where 
supplemental reports of the employee’s condition are filed, and to replace the 
board with the director as the agency with power to require such reports.

Section 36 amends AS 23.30.070(d) to remove references to the board and to provide 
that compliance with the reporting requirements of the section are met by 
mailing to the division instead o f  the board.

Section 37 amends AS 23.30.070(f) to remove references to the board, to replace the 
board with an administrative law judge, who after a hearing, may require an 
employer to pay the penalties for failure or refusal to report as provided by 
this section.

Section 38 amends AS 23.30.075 to remove references to the board, to replace the board 
with the division as the agency which must be provided satisfactory proof of 
financial ability to pay compensation and as the source o f  the copy of the 
certificate of self-insurance. The director replaces the board as the agency that 
may exercise discretion to require acceptable security, indemnity or bond from 
an employer to secure payment o f  compensation liabilities.

Section 39 amends AS 23.30.080(d) regarding proceedings to obtain stop work orders 
against uninsured employers. The amendment provides that the director may 
petition for a stop work order, replacing the general grant of authority o f  the 
board to issue a stop work order. The hearing must be held within 20 days 
after service of the director’s petition. The hearing to be held on short notice 
if the director presents evidence that a hazard in the employment constitutes a 
danger that could reasonably be expected to cause an employee of the
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uninsured employer death or serious physical harm. The administrative law 
judge must issue a decision within seven days of the hearing. Finally, the 
amendment removes references to the board and transfers the power to assess 
a civil penalty from the board to an administrative law judge.

Section 40 creates two new statutory provisions relating to penalties against uninsured 
employers. AS 23.30.080(e) authorizes the director to petition an 
administrative law judge to order a civil penalty of $100 for each uninsured 
employee for each day the employee is employed without coverage. The 
penalty is payable to the state. As in AS 23.30.080(d) relating to stop work 
orders, failure to file evidence of insurance with the division would create a 
rebuttable presumption of failure to insure. In addition, as in 23.30.080(d), 
time periods for proceedings are shortened. The hearing must be held within 
20 days of sendee of the director’s petition on the employer and a civil penalty 
hearing may be held on short notice if the director presents evidence that a 
hazard in the employment constitutes a danger that could reasonably be 
expected to cause an employee of the uninsured employer death or serious 
physical harm. A decision must be issued within seven days of the hearing.
AS 23.30.080(f) authorizes the director to declare an employer in default if the 
employer fails to pay a civil penalty under subsection 080(d) (failing to 
comply with a stop work order, $1000 per day) or subsection 080(f) (failure to 
insure employee $100 per employee per day) within seven days of the date 
ordered. Upon filing a certified copy of the penalty order and a declaration of 
default with the clerk of the superior court, the court shall enter judgment for 
default. The attorney general, as requested by the director, shall take 
appropriate action to collect on the default judgment, and a writ o f  execution 
may be issued on the judgment. The person against whom the judgment is 
issued may seek court review of the judgment as allowed by the Civil Rules.

Section 41 amends AS 23.30.085(a) relating to filing evidence of compliance with
workers’ compensation insurance requirements. The amendment removes 
references to the board, replaces the board with the division as the agency with 
which evidence is filed and which may provide copies o f  the certificate of 
self-insurance. The amendment also replaces the board with the director as 
the person who prescribes the form of evidence of insurance.

Section 42 amends AS 23.30.090 to remove reference to the board and substitute the 
director for the board as the agency that issues certificates of self-insurance. 
This section adds a provision for a hearing conducted by an administrative law 
judge before revocation of self-insurance certificates, within 20 days of 
service of the petition for revocation on the employer. The administrative law 
judge must issue a proposed decision within 14 days. The director may 
amend, adopt or reject the administrative law judge’s proposed decision. This 
shortens the existing period for decisions in these cases.
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Section 43 amends AS 23.30.090 to add a new statutory provision, AS 23.30.090(b), that 
testimony in a self-insurance revocation hearing shall be recorded but not 
transcribed unless further review is initiated.

Section 44 amends AS 23.30.095(a) to conform language to modern usage. It also
removes references to the board and replaces the board with an administrative 
law judge as reviewer of employee claims for medical benefits beyond two 
years from the date of injury, and authority for continued care or treatment.

Section 45 amends AS 23.30.095(c) relating to reports and claims for medical treatment 
by removing references to the board and reassigning its functions. This 
section replaces the boaid with the division as the agency that receives filed 
physician reports; replaces the board with the director as the agency that 
approves the form for reports; and, replaces board with an administrative law 
judge as the agency that decides to excuse failure to give notice and makes 
awards of medical benefits. This section also transfers authority to make 
regulations from the board to the director, who proposes regulations, and the 
department, which adopts the proposed regulations.

Section 46 amends AS 23.30.095(d) to remove references to the board and transfer
authority from the board to an administrative law judge to order suspension of 
payment of compensation during a period of unreasonable refusal to obtain 
medical treatment.

Section 47 amends AS 23.30.095(e) relating to independent medical examinations. It 
removes references to the board and transfers from the board to an 
administrative law judge the authority to make orders for medical 
examinations, suspend or forfeit compensation during a period of refusal to 
attend an examination. The director is given authority to order autopsies in 
cases of death, in view of the necessary speed associated with such orders. It 
also modernizes the language of the statute and conforms it to current usage.

Section 48 amends AS 23.30.095(f) relating to regulation of fees charged for medical 
treatment. The amendment removes references to the board. It transfers 
authority to regulate charges for medical treatment to the department and 
adopt, by regulation, fee schedules. It transfers to the director authority to 
determine usual, customary and reasonable fees in the community and propose 
fee schedules to the department for adoption.

Section 49 amends AS 23.30.095(h) to remove references to the board and replaces the 
board with the division as the place pleadings and physician reports are filed. 
The amendment also modernizes language in the statute to current usage.

Section 50 amends AS 23.30.095(j) to remove references to the board and to reassign 
from board to the director authority to appoint a medical services review 
committee or contract with organizations to assist and advise the director,
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instead of the board, in matters respecting medical care under the workers’ 
compensation act.

Section 51 amends AS 23.30.095(k) to remove references to the board and transfers
authority to the director to require a second independent medical examination 
from a list maintained by the director. The report of the examination is sent to 
the division instead of the boaid.

Section 52 amends AS 23.30.100(a) to remove a reference to the board and substitute the 
division as the recipient of notice of an injury or death. The amendment also 
modernizes the statute language.

Section 53 amends AS 23.30.100(c) to remove reference to the board and substitute the 
division’s office as the recipient of filed notices of injury or death.

Section 54 amends AS 23.30.100(d) to remove references to the board and to transfer
authority to an administrative law judge to determine that an employer has not 
been prejudiced by failure to give notice or to excuse the failure to give notice. 
The amendment also modernizes the language of the statute.

Section 55 amends AS 23.30.105(a) to remove references to the board and transfers to an 
administrative law judge the authority to determine if  an employee who fails 
to file a claim within the time allowed by the statute has full right to claim 
compensation, time limitations notwithstanding.

Section 56 amends AS 23.30.107 to remove references to the board and to replace the 
board with the division as the agency where a petition for protective order 
must be filed and where workers’ compensation files are maintained. The 
amendment also replaces the board with the division, the commission and the 
office of administrative hearings as agencies that may release records as 
provided by the statute and replaces the board with the commission, the 
director or an administrative law judge as authorized to discuss records in a 
decision and order.

Section 57 amends AS 23.30.108(a) to remove a reference to the board and replace the 
board with the division as the agency where a petition is filed. The 
amendment also conforms language to correct usage. This section also amends 
AS 23.30.108(b) to remove references to the board and substitute the 
administrative law judge, assigned at the request of the office of the 
commission, for board as the agency scheduling prehearing conferences, and 
replacing the board’s designee with an administrative law judge as the person 
conducting the prehearing conference. In addition, the division is required to 
notify the commission of petitions for protective orders. Finally, this section 
amends AS 23.30.108(c) to authorize an administrative law judge, instead of 
the board’s designee, to direct parties to release or produce documents and 
make rulings on discovery matters. It creates a new provision for an expedited
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review of an administrative law judge’s discovery rulings by the commission 
and sets deadlines for response to a petition for review by the commission.

Section 58 amends AS 23.30.1 10 to remove references to the board throughout the
statute and to transfer certain powers and duties to administrative law judges 
in the office o f  administrative hearings and the office of the commission. The 
amendment also adds petitions to the statute to regularize procedure for claims 
and petitions into a single process, and adds the phrase “opposing party” to 
include persons other than the employer who require service of a claim or 
petition. This section substitutes service by certified mail for registered mail.
It provides that the office of the commission is the place to file an affidavit of 
readiness for hearing. An administrarive law judge, instead of the board or 
board designee, is authorized to conduct pre-hearing conferences, plan 
discovery and other preliminary matters, and set a reasonable hearing date if a 
party opposes a hearing request. An administrative law judge, instead of the 
board, shall schedule unopposed hearing requests within 60 days, and give 
notice to the parties. This section transfers authority to prescribe 
controversion forms from the board to the director. This section also transfers 
authority to make decisions and grant continuances from the board to the 
administrative law judge. The word “parties” replaces “claimant and 
employer” as persons who may present evidence at a hearing. In addition to 
the authority to award benefits, the amendment adds authority to dismiss a 
claim, after an employee’s death. Finally, the language of the statute is 
conformed to current usage.

Section 59 creates two new statutory provisions, AS 23.30.110(i) and (j), which authorize 
the dismissal of certain claims before a hearing on the merits and the grant of 
summary decisions in certain instances. Dismissal o f  claims, described in AS 
23.30.110(i), may occur when the claim is for relief that cannot be granted 
under the workers’ compensation act, there is a lack of jurisdiction over the 
subject of the claim or the person requesting dismissal, there is improper 
service of the claim, the claim has not been prosecuted or a hearing not 
requested within two years as required by the statute, or, the claim is barred by 
a statute of limitation. If defects in jurisdiction, service or the requested relief 
are cured within 60 days, the order of dismissal may be vacated. Grant of 
summary decision on petition, authorized in AS 23.30.110(j), is permitted at 
any time if  an administrative law judge determines that all reasonable 
discovery has been made on the issues presented in the petition, and the record 
shows there is no genuine issue of material fact and the petitioner is entitled to 
a decision as a matter of law. The administrative law judge may file a 
compensation order in favor of the petitioner if the summary decision disposes 
of all issues in the claim regarding the petitioner. This provision establishes a 
means of obtaining final rulings on matters of law where the facts are not
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