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_ Date
MINUTES OF THE SENATE ASSESSMENT AND TAXATION COMMITTEE

The meeting was called to order by Chairman Les Donovan at 10:39 a.m. on March 10, 2010, in Room
152-S of the Capitol.

All members were present.

Committee staff present:
Gordon Self, Office of the Revisor of Statutes
Scott Wells, Office of the Revisor of Statutes
Chris Courtwright, Kansas Legislative Research Department
Brandon Riffel, Kansas Legislative Research Department
Mary Jane Brueck, Committee Assistant

Conferees appearlng before the Committee:
Philip Bradley, CEO Kansas Licensed Beverage Assomatmn
Robin Jennison, representing Swedish Match North America
Thomas Jacob, on behalf of Cigar Chateau, LLC, Wichita KS
Whitney Damron, on behalf of Swisher International, Inc.
Kurt Van Keppel, President and founder of XIKAR
Derrick Sontag, State Director, Americans for Prosperity
Curt Diebel, President, Diebel’s Sportsmens Gallery
Ronald Hein on behalf of RAI Services Company
Tom Palace, Executive Director, Petroleum Marketers & Convenience Store Association, Kansas
Brenda Elsworth, Operations Officer for Pete’s Convenient Stores
Kendall Culbertson, Owner, Outlaw Cigar
Doug Mays
Kent Eckles, Vice President of Government Affairs, The Kansas Chamber of Commerce
Phillip Morris USA
Mike Murray, Kansas Food Dealers Assomatlon &Retail Grocers Association, Greater Kansas City
Cory Horinek who is an employee of a tobacco company
Chris McCalla Legislative Director, International Premium Cigar & Pipe Retailers Association
Tom Foster, Co-Owner Fidel’s
Father H. Setter, priest in Wichita, and Chaplaln of the International Premium Cigar and Pipe
Retailers Association (IPCPR)

Others attending:
See attached list.

Chairman Donovan explained SB 516 - Increasing rate of tax on cigarettes and tobacco products and
inereasing rate-of-salestax will be divided in order to consider tax on cigarettes and tobacco products
separately from the sales tax increase. Today’s hearing will be for opponents of increasing rate of tax on
cigarettes and tobacco products. This portion of SB 516 will be put into Senate Sub to HB 2388.

That being said, Chairman Donovan opened the hearing for opponents of increasing rate of tax on cigarettes
and tobacco products. He introduced Philip Bradley, CEO Kansas Licensed Beverage Association who stated
his opposition to this tax because it is a targeted tax: targeted at the cigarette and tobacco products industry.
(Attachment 1) Next Chairman Donovan recognized Robin Jennison, representing Swedish Match North
America.. He told the committee if taxes need to be increased, they should not be taxes that target any one
segment of our population or business. (Attachment 2) Thomas Jacob, on behalf of Cigar Chateau, LLC,
Wichita KS told the committee this tax will drive sales of cigars and other tobacco products over the border
into Missouri or onto the internet. (Attachment 3) Whitney Damron spoke on behalf of Swisher International,
Inc. In his closing, he said if taxes are to be raised to help improve the State’s bottom line, then all Kansans
should share in that obligation. (Attachment 4) Kurt Van Keppel also spoke in opposition to this tax. He
is President and Founder of XIKAR Inc., the leading accessory brand in retail tobacco and cigar stores. He
suggested rather than tax on tobacco products, the state should look at internet sales to see that sales tax on
items sold there rarely is collected, and should be. (Attachment 5) Derrick Sontag, State Director, Americans
for Prosperity told the committee cigarette tax or any other tax would only exacerbate the problem of

Unless specifically noted, the individual remarks recorded herein have not been transcribed verbatim. Individual remarks as reported herein have not been submitted to
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CONTINUATION SHEET

Minutes of the Senate Assessment and Taxation Committee at 10:30 a.m. on March 10, 2010, in Room
152-S of the Capitol.

increasing revenue for Kansas. (Attachment 6) Curt Diebel, President, Diebel’s Sportsmens Gallery spoke
about various problems he expects to have to deal with if this tax is applied. He suggested balancing the state
budget should be done in such a way that it is equitable and fair for all. (Attachment 7) Ronald Hein, on
behalf of RAI Services Company, told the committee to apply this tax to cigarettes it could cause Kansas
_ smokers to look for ways to avoid the tax resulting in a loss to Kansas businesses and ultimately a loss to the
State of Kansas itself. (Attachment 8) Tom Palace, Executive Director, Petroleum Marketers & Convenience
Store Association of Kansas explained the various ways this bill will have a negative impact on every
convenience store retailer in the state. PMCA opposes this bill and urges the committee to reject the proposal
in an effort to keep Kansas tax revenues in Kansas. (Attachment 9)

Brenda Elsworth, Chief Operations Officer for Pete’s convenient stores expressed opposition to this bill on
behalfof over 300 employees and herself. She agrees with others speaking before her, Kansans will purchase
cigarettes and other tobacco products via means other than Kansas merchants. (Attachment 10) Kendall
Culbertson, Owner, Outlaw Cigar told the committee if this bill is passed, he will have to close his store, -
because the competition from mail order and internet sales with no tobacco taxes and no sales tax will take
away enough of his customers, he will not be able to continue to do business. (Attachment 11) Doug Mays
spoke on behalf of the Cigar Association of America. He said his testimony will speak to cigars. He pointed
out that this bill will single out a particular group and punish them for making personal choices to purchase
legal products. That will lead them to make their purchases in another state or over the internet, decreasing
the revenue this bill was to generate. (Attachment 12)

Chairman Donovan asked if there was anyone else present who wished to speak to this bill. Cory Horinek,
who is an employee of a tobacco company came to the podium. He is a long-time resident of Kansas who
works for a company located in Florida. He stated that he is not sure there are any stores in Kansas — or other
states he services — that could afford to stay in business if this bill passes.

Tom Fitzpatrick also wanted to speak to the committee. He said passage of this bill will close stores that sell
tobacco products throughout the state, and then tax won’t be collected at all.

Chairman Donovan told the committee there is written testimony from: Kent Eckles, Vice President of
Government Affairs, The Kansas Chamber of Commerce (Attachment 13); Phillip Morris USA (Attachment
14); Mike Murray, Kansas Food Dealers Association &Retail Grocers Association, Greater Kansas City
(Attachment 15); Chris McCalla Legislative Director, International Premium Cigar & Pipe Retailers
Association (Attachment 16). Tom Foster, Co-Owner Fidel’s, a cigar shop in Kansas City, MO (Attachment
17); and Father H. Setter, priest in Wichita, and Chaplain of the International Premium Cigar and Pipe
Retailers Association (IPCPR) (Attachment 18)

Chairman Donovan closed the hearing.

The next meeting is scheduled for March 11, 2010. The committee will hear proponents of the 1-cent sales
tax increase.

The meeting was adjourned at 11:42 a.m.

Unless specifically noted, the individual remarks recorded herein have not been transcribed verbatim. Individual remarks as reported herein have not been submitted to
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Testimony on SB-516
February 26, 2010

Senate Tax Committee

Chairman Donovan, and Senators of the Committee,

&IISQS

Licensed

Bevemge am also speaking for the Kansas Viticulture and Farm Winery Assn. (KVFWA) and the

I am Philip Bradley representing the Kansas Licensed Beverage Assn. (KL.BA). Thank
you for the opportunity to speak today and I will be brief. And in respect for your time I

Association Craft Brewers Guild of KS (CBGK) in combined testimony.

We all ask and urge you to oppose the targeted tax increase in SB 516!

We have combined our testimony and tried to be brief in the following pages. We
appreciate for your attention and ask that you to carefully consider our information.

We oppose the targeted tax increases!

1) Excise Tax Increases Promote Inequalities in Taxation.
Excise taxes are regressive and force lower income families to shoulder a greater portion of
the burden. These taxes will unfairly burden lower wage earners while having little
impact on the highest income households. Measured as a percentage of income, excise
taxes have an impact that is five times greater for lower income families than for upper
income families. At the same time, lower, middle and upper income adults all consume the
same type of tobacco. There is a chart of per capita income levels of Kansans below by
district.

“Excise taxes on alcohol, tobacco, and motor fuel constitute relatively minor sources of
revenue for most states and have major disadvantages. They have little growth
potential, fall heavily upon low-income persons...State and local governments should
use restraint in setting excise rates. Tax rates that are substantiolly higher than
neighboring states will encourage tax evasion.” From, Kansas Policy Choices 1986.

2) Targeted taxes further reduce tax competition with Missouri and Colorado.

3) In addition the Federal TTB itself questions the effectiveness of this
increase, “Economic theory predicts that, other things equal, the increase in the
Philip Bradley tax rate has the pq{en;tic.zl ?o lead to greater tax evasion, z'ncluafz'ng smuggling of
CEO tobacco products.” This is from a TTB study that Congress directed Treasury to
conduct, reviewing the loss of Federal tax receipts due to illicit tobacco trade in
785.766-7492 the United States. Link and further text below.
www.klba.org
lnfolgidba.or There are undoubtedly further issues and questions that will arise as these are read
therefore I am available for your questions today and at your convenience.

Again thank you for your attention and consideration.

WL, 3 S
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A short primer on Alcohol Taxes...

Our tier is hurting! Kansas operates under a 4 tier system of alcohol distribution and sales. Alcohol must be
manufactured or imported, that is the First Tier. A Distributor or wholesaler acquires from the first tier for resale to
retailers. That is the second tier. They then do sell to a retailer, usually to a package store or (for only bulk wine or bulk
beer) to an on-premise licensee. That is the third tier. And then the package liquor store sells to the restaurant, bar or

caterer who is required to purchase from them. That is the fourth tier.

There are 4 taxes on alcohol. One Federal and then Kansas has three levels of liquor taxation, each of which imposes
different rates and provides for a different disposition of revenue, including: Liquor Gallonage Tax, Liguor Enforcement
and Liquor Drink Tax.
Gallonage. The first level of KS taxation is the gallonage tax, which is imposed upon the person who first
manufactures, sells, purchases, or receives the liquor or cereal malt beverage (CMB).
Enforcement or Sales. The second level of KS taxation is the enforcement or sales tax, which is imposed on the
gross receipts from the sale of liquor or CMB to consumers by retail liquor dealers; and to clubs, drinking
establishments, and caterers by liquor stores and/or distributors.
Drink Tax. A tertiary level of taxation is levied in KS on the gross receipts from the sale of liquor by clubs,
caterers, and drinking establishments.

All liquor taxes are compounded unlike other taxes in other businesses and industries. The consumer pays a drink tax,
on the enforcement tax that the restaurant paid, on the gallonage tax that the liquor store paid when they purchased

from the wholesaler, on the federal tax they paid.

Our People still pay all the other taxes including; Sales, Income, Property, Payroll, SS, and Income. And in addition we
collect and pay the liquor taxes. And every year we pay more taxes. The revenue to the state increases every year.
Kansas receives more from our industry each year without ever having to increase rates. Please refer to the charts
provided. But this year something is different. The Drink tax, which indicates the health of the fourth tier, is down.
Luckily for the State the other tiers have increased enough to compensate for the SGF's benefit. What that shows is
more people are going home for dinner and entertainment. And that means that the business on the forth tier are
hurting, and all the folks, jobs, suppliers and vendors are hurting. More of them would be here except that most have
reduced hours of their employees. Many have reduced their Workers too. They are increasing their own hours and they
are picking up some of the shifts of cut back workers. And this is a Friday, the biggest Lunch day of the week and a game
weekend. They have asked me to speak to you for them. And ask you to go out again please. OFTEN!

Targeted taxes, in this case, are bad idea. Our taxes go to SGF-these do not go to run the agency in fact alcohol taxes
create more than the required dollars for licensing and regulation and create a profit for the state. That profit goes into
the SGF so that the Legislature can use the proper process to appropriate those funds. This bill seeks to create a private
fund for just two of the many states requests without going through that process.

Although we support the funding of deserving programs, we believe that it is bad public policy to earmark revenues to
specific projects. We believe that the Legislature should see the merits of these programs and fund them from the state
general fund through the budgeting procedure. It has long been a tenant of Kansas legislators that tax revenue should
flow to the state general fund and be allocated each year through the legislative process.
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Senate Assessment and Taxation Committee 1

Mr. Chairman and members of the committee: |

Thank you for the opportunity to appear in opposition to Senate Bill 516. My name is
Robin Jennison and | represent Swedish Match North America.

Swedish Match is a global group with a broad offering of brands in smoke free tobacco
products, cigars, pipe tobacco and lights products.

Swedish Match North America manufactures and markets the product categories snus

and snuff, machine-made cigars, chewing tobacco as well as pipe tobacco in the US

market. Swedish Match is one of the world’s largest producers of chewing and pipe

tobacco and a major manufacturer in the growing value-priced segment for American

snuff. |
|

While | am an opponent of SB516, we fully realize the difficult situation you and your
colleagues and in fact all of us find ourselves this session. Many of us in this room
recognize raising taxes is not good for a depressed economy but at the same time, if we
are honest with ourselves and understand this process we must admit you probably
have no alternative.

If that is the case and taxes must be raised, it needs to be done in such a way that it
does the least amount of harm to the Kansas economy, is effective, and fair. The other
tobacco products (otp) tax provisions of 516 are neither effective, nor fair.

How can they be effective when our neighbor to the east has the lowest tobacco tax in

the nation? How many of our boarder residents will make their tobacco purchases in a

neighboring state? With what many would view as a confiscatory tax increase more

tobacco users may decide to avail themselves of the internet to find their tobacco _
products. While you “might” and | emphasize “might” see an increase in tobacco tax |
collections in the short term, it will be short lived because of loss in volume. Swedish
Match’s experience after Texas and Florida took substantial tax increases in otp was a 1
significant increase in volume in the boarder counties of the neighboring states.

Sn Assmnt & Tax
2858 SW Plass Ave. * Topeka, Kansas 66611 ¢ robin@kansasoutdoors.com e 6203973340 3-‘/0 -/0
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On the issue of fairness. What is fair about targeting a small segment of the population
for a tax increase especially when that targeting was not based on any ability to pay or
any presumed wealth? And in the case of other tobacco products it is a 400% increase
taxing the wholesale value at 40%. | would submit Kansas has a pretty good tax on otb.
It is comparable to other states and it is a percentage tax, consequently as prices go up
so does the tax. Kansas Department of Revenue numbers show this to be the case with
otb taxes increasing every year since 2003 by four to six percent except for 2006 when
it was one percent.

In the US Treasury Department'’s “Fact Sheet on Taxes History of the U.S. Tax System”
it was noted that; following the Supreme Court’s 1895 ruling on unconstitutionality of the
1894 income tax “the nation was becoming increasingly aware that high tariffs and
excise taxes were not sound economic policy and often fell disproportionately on the
less affluent.

If taxes are to be increased this year, it should be done right. It should not be a tax that
targets any one segment of our population or business, but a tax that is fairly distributed
to all the citizens of Kansas.
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Bryan, OK +27.9%
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= Border Counties benefit
from Florida tax
increase with the
following changes seen
over the last 12 weeks
vs. YAG: (right to left)

= Camden, GA +32.5%
= Charlton, GA +24.5%
= Echols, GA +19.2%

= | owndes, GA +15.7%
= Brooks, GA -2.0%

s Decatur, GA +17.1%
s Early, GA -1.2%

= Houston, AL +11.0%
= Covington, AL -4.4%
= Egcambia, AL +16.2%
= Baldwin, AL +1.2%

The border counties
represent about 11,000
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Florida Bordk

= Border Counties benefit

from Florida tax
increase with the

following changes seen

over the last 12 weeks
vs. YAG: (right to left)

= Camden, GA +28.5%
= Charlton, GA +88.8%
s Clinch, GA +44.5%

= Lowndes, GA +87.1%
= Brooks, GA +52.1%

= Decatur, GA +25.3%
= Seminole, GA +37.4%
= Houston, AL +31.8%
= Covington, AL +22.7%
= Escambia, AL +31.6%
= Baldwin, AL +10.1%

The border counties
represent about 342,000
cans increase in the latest
12 weeks vs. YAG
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TESTIMONY

TO: The Honorable Les Donovan, Chair
And Members of the Senate Assessment and Taxation Committee

FROM: Thomas Jacob
On behalf of CigarChateau, LLC
Wichita, KS

RE: SB 516

DATE: March 10, 2010

Mr. Chairman and Members of the Committee:

| am here to address the proposed tax increase from 10-40% on OTP {other tobacco products) on behalf
of my family owned tobacco shops in Wichita. Targeted taxes do not work. Especially after just passing
a statewide smoking ban that is intended to reduce consumption.

In April 2009 the federal government placed the SCHIP into place. This increased the retail price of a $3
cigar to $3.75. This 400% increase of the Kansas OTP tax would make that cigar retail at $5.

There are less than 12 family-owned tobacco shops in Kansas that sell premium cigars and pipe tobacco.
This targeted tax is a miniscule tick in the total tobacco tax revenue stream (about 5% of the state’s OTP
tax.) The state received a windfall increase in tobacco and cigarette taxes SCHIP last April, plus the
accompanying increase in the state sales tax. By the state revenue collections figures of about 6 million
on OTP over the past 12 months, that accounts for $300,000. The tax increase from 10% to 40% means
that premium cigars would have contributed less than $100,000 to the total collections and put at risk
the survival of these small businesses. Yes, some stores sell the machine made cigars such as Swisher
and chewing tobacco, but this is a very small percentage of their sales. Most of those sales come in
chain stores and smoke shops. Cigar Chateau does not sell these products. To put this kind of tax
burden, along with a smoking ban, on other tobacco products will be devastating for our business.

Again, | am talking about premium handmade cigars that sell from $2.00 to $20.00 per cigar with 85% of
our sales falling in the $2.50-$6.00 range. The tax increase would make the cost the consumer $3.50—
$8.50. The consumer will find their cigars eisewhere.

Who is going to buy premium cigars in Kansas? You will drive more and more business to internet sales
with absolutely no income to the state, or over state lines, and | would predict that tax collected on
premium cigars would be substantially less than what is now collected.

We also sell pipe tobacco. SCHIP raised pipe tobacco $2 per pound, this tax increase would raise the
price another $5 per pound.

Sn Assmnt & Tax
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As a tobacconist we never sold domestic cigarettes, just the specialty style, which accounted for less
than 3% of our sales. The federal government turned tobacco over to the FDA, and the sale of flavored
cigarettes is now banned. The bottom line is the state has lost over $7,000 in cigarette and sales taxes,
in my store alone. Another target no longer a factor, is the “little cigar” category. It actually hardly exists
in premium cigar sales, less than 1%, thanks to the Federal Government.

Please consider your actions.

I have attached a list of some of the major internet sites that consumers use to purchase cigars and
tobacco products. Several states are now contacting these sites to obtain lists of customers in their
state in order to stop the flow of untaxed product. Why not Kansas?

Thank you for your time.

Tom Jacob

Cigar Chateau, LLC
3049 N Rock Road
Wichita, KS 67226

Cigars and tobacco products internet distributors

Mike’s Cigar Distributors Inc.
1030 Kane Concourse
Bay Harbor, FL 33154

Cigar International
6771 Chrisphalt Dr
Bath, PA 18014

Famous Smoke Shop
1100 Conray Place
Easton, PA 18040

JR Cigars
2589 Eric Lane
Burlington, NC 27215

Thompson Cigar
5401 Hangar Court
Tampa, FL 33634
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WHITNEY B. DAMRON: P A.

TESTIMONY

TO: The Honorable Les Donovan, Chair
And Members of the Senate Committee on Assessment and Taxation

FROM: Whitney Damron
On Behalf of Swisher International, Inc.

RE: SB 516 / HB 2388 An Act concerning taxation; relating to tax upon cigarettes
: and tobacco products; rate of sales taxation.

DATE: March 10, 2010

Good morning Chairman Donovan and Members of the Senate Committee on Assessment and
Taxation. I am Whitney Damron and I appear before you today on behalf of Swisher International in
opposition to the tax increases targeted at Other Tobacco Products contained in SB 516.

Swisher International is a leading manufacturer of cigar, little cigar and smokeless tobacco
products and is headquartered in Jacksonville, Florida.

Other Tobacco Products or OTP includes cigars, little cigars, smokeless products including moist
snuff, pipe tobacco and other non-cigarette tobacco products.

The current tax rate on OTP in Kansas is ten percent of the wholesale price (same as Missouri).
SB 516 proposes to increase the tax by 300 percent (from ten percent of the wholesale cost to 40 percent
of the wholesale cost). An outrageous increase, particularly in light of the way in which OTP is currently
taxed and the benefits that accrue to the state as a result of characteristics of a tax on the wholesale price.

Committee members may not be aware, but the State of Kansas was a beneficiary of a Federal tax
increase on OTP implemented in April, 2009 when the Federal Government increased taxes on all
tobacco products to fund the State Children’s Health Insurance Program (SCHIP). Since tobacco product
manufacturers are required to pay Federal taxes due before the product is shipped to wholesalers, the
2009 tax levied to fund SCHIP increased the base price of OTP resulting in higher tax collections in
Kansas.

Since the tax is assessed on the wholesale price, every time a manufacturer and a wholesaler
increase the cost of their product (or the Federal Government increases the taxes on such products), the
state’s tax revenues automatically increase. Historically the wholesale price for OTP has increased at a
rate greater than inflation, thereby effectively increasing the excise tax on these products without any
action by the Legislature. :

According to Kansas Department of Revenue, tax collections for OTP have increased 54.7
percent during the time period of 1999-2009, while tax collections on cigarettes declined by 13.3 percent
between the years 2004-2008. The state adopted a significant tax increase on cigarettes in 2002, which
makes comparison of ten-year numbers for cigarettes misleading.

919 South Kansas Avenue M Topeka, Kansas 66612-1210
Sn Assmnt & Tax
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Included with my testimony are graphs taken from the Kansas Department of Revenue’s Annual
Statistical Report for the past ten years of OTP and cigarette tax collections.

The last time the state increased taxes on cigarettes (2002), the Legislature left the tax on OTP the
same, which we suggested was appropriate given the way the product was and is currently taxed.

Swisher would also oppose the change in classification for little cigars that is found in SB 516
that deems them to be cigarettes for tax purposes. This change in state policy would result in a 240
percent increase in the tax on Swisher’s little cigar product and similar increases for other little cigars in
the market place. Earlier this session the Kansas Senate rejected that proposal, which was contained in
KDOR’s cigarette and tobacco product act revision legislation (SB 478), killing the bill on final action.
Little cigars clearly are not cigarettes under Federal definitions and making them so under SB 516 is
inappropriate and not factually accurate.

As noted previously in my testimony, OTP is heavily taxed at the Federal level, having received
significant tax increases to help finance the SCHIP program in 2009.

In April, 2009:

- Taxes on cigars increased from 20.719 percent to 52.75 percent of wholesale;
- Taxes on moist snuff increased from 58.5 cents per pound to $1.51 per pound; and,
- Taxes on little cigars increased from $0.04 to $1.01 per pack.

In addition to the Federal and State excise taxes, OTP are also subject to state and local sales
taxes.

If the state proceeds down a path of taxing lawful products to extreme limits, consumers will find
alternatives to paying such taxes such as purchasing their tobacco products in other states where taxes are
lower and over the Internet.

We would suggest before the state increases taxes on any product or service, including tobacco
products, it is incumbent upon the state to determine what an appropriate level of taxation should be
levied when compared to tax rates in surrounding states and other economic considerations.

We believe the record will clearly indicate the taxes currently applied on Other Tobacco Products
by the state are fair; the state annually is the beneficiary of increased tax revenues due to the increase in
the wholesale price and that by any measure, a 300 percent increase in the current tax rate for these
products cannot be justified by the proponents.

In closing, we would agree that Kansas, like most all other states finds itself in challenging
economic times. Most would suggest our nation’s problems are closely related to imprudent borrowing
and lending in the residential and commercial property, both in the United States and around the world. I
have yet to see a news story indicating the +/- 20 percent of the adult population that consumes lawful
tobacco products is any more to blame for our state or nation’s economic problems than those who do not
consume such products. Therefore, it seems as inappropriate to ask these citizens to bear any greater
responsibility for shoring up the state’s finances than it would to impose or increase taxes on other areas
of discretionary spending such as soft drinks or fast food.

. While most economists would suggest increasing taxes during such difficult economic times is

simply not the appropriate thing to do, if taxes are to be raised to help improve the state’s bottom line,
then all Kansans should share in that obligation.
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On behalf of Swisher International, I thank you for your consideration of our comments on the

- proposed increase in the taxes on Other Tobacco Products contained in SB 516.

Whitney Damron

Swisher International, Inc.
www.swisher.com

Attachments:

- Kansas Department of Revenue Annual Statistical Report

- FasinFat: How Obesity Policies are Failing in America 2009
Robert Wood Johnson Foundation

Chart on Obesity and Overweight Rates: Kansas ranks 18™ most obese state.

- State Smoking Rates
Wall Street Journal, November 12, 2009

Kansas ranks 23" least smoking state (including Washington., D.C.)



Tobacco Products Tax to State General Fund after Refunds

Annnal Rennrt

The tobacco products tax was reenacted in 1972. The tax rate is 10% on the
wholesale price of tobacco products.
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Tobacco Products Tax to State General Fund after Refunds

The tobacco products tax was reenacted in 1972. The tax rate is 10% on the
wholesale price of tobacco products.
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Cigarette Tax Collections to State General Fund after Refunds

The cigarette tax is paid upon the purchase of tax stamps. The increase in Fiscal Year 2003
is due to an increase in cigarette tax from 24 cents per pack to 79 cents per pack.
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Cigarette Tax Collections to State General Fund after Refunds
The cigarette tax is paid upon the purchase of tax stamps. The increase in Fiscal Year
2003 is due to an increase in cigarette tax from 24 cents per pack to 79 cents per pack.
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State Smoking Rates

A national survey conducted by the Centers for Disease Control and
Prevention showed that 20.6% of U.S. adults aged 18 and over, or
about 46 million people, were smokers in 2008, up slightly from
19.8% in 2007. Below, compare the smoking rate in each state
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THE BEST THING TO HAPPEN TQ CIGARS SINCE FIRE?

Testimony

To: The Honorable Les Donovan, Chair
And Members of the Senate Committee on Assessment and Taxation

From: Kurt Van Keppel, President XIKAR Inc.

Re: SB 516 — An Act concerning taxation; relating to tax upon cigarettes and tobacco
products; rate of sales taxation.

Date: March 10, 2010

Good morning, Charmain Donovan and Members of the Senate Committee on Assessment and
Taxation. | am Kurt Van Keppel, Leawood, Kansas resident and President and Founder of
XIKAR Inc.

XIKAR is the leading accessory brand in the retail tobacco, or cigar store trade. We design,
manufacture and market cigar cutters, lighters, carrying cases, and humidification products. My
partner, Scott Almsberger, of Tonganoxie, Kansas, and | invented a cigar cutter that, combined
with a lifetime warranty, we launched out of our garages in 1998, and built a multi-million doliar
Kansas company that sells to more than 3,000 cigar stores in the USA, and over 2,000 stores
overseas. We employ more than twenty people. In twelve short years, we have built the number
one selling brand, among all the above product lines, in the entire trade.

| spend two weeks each month visiting cigar store customers. | know most of my customers,
especially those in the state of Kansas. Over 90% of cigar and OTP retailers are single store
"mom and pop” owned enterprises. Furthermore, most vendors to the OTP trade, like XIKAR, are
small entrepreneurial or multi-generational family businesses. We are not “big tobacco™!

The purpose of this letter is to ask you to vote *"No” on SB 516.

e An increase on tobacco taxes is a regressive tax, hurting the very people who are least
able to afford it.

« Tobacco consumption is demand-inelastic: increases in tobacco taxes will not lower
consumption beyond a small initial effect.

e Tobacco purchase behavior is highly flexible, driving consumers to purchase across
borders and on the internet, the "tax free zone".

The result of the above three points is that an increase in KS tobacco taxes will:

1. Hurt Kansas businesses like my own and many other tobacco retailers in the state, who
will suffer lower sales -- eventually driving to lower employment and even failure. |
happen to know that Tampa, Florida’s famous HAVATAMPA factory closed its doors for
good after last year's OTP tax increase there. This left over 500 workers unemployed.

2. Drive consumers to purchase tobacco on the internet and across borders, generating a
loss of tax revenue instead of a gain. Consumers will simply find alternative ways to
shop, in order to avoid states’ OTP and sales taxes. Ten years ago, the internet
comprised less than 40% of cigar sales. Today that number supasses 65%, and an
additional OTP tax will drive it higherl

Vote “No”, because this bill has the potentiél to hurt all Kansas — vendors, retailers and citizens
alike.

PO Box 025757+ Kansas City MO 64102-5757 Sn Assmnt & Tax

Tel 816-994-7150 o Fax 917-464-6398 » kurt@xikar.com 3 -40- 19 -
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THE BEST THING TO HAPPEN TQ CIGARS SINCE FIRE®

I have a home in Kansas and two children in Kansas schools. My family has lived in Kansas
since the 1830's (from the Ogden area). Naturally, | am extremely concerned with the Kansas
state budget and finances, but implore you to look more broadly for increased revenue and net
income. As a “garage-startup” entrepreneur, | am intimately, and daily familiar with the difficulty
of balancing ever-increasing expenses with limited revenues. This is particularly true in a
recession. | am also familiar, if not an example, of the Kansas “can do” spirit. Ad astra per
aspera, and | assure you that we will reach this lofty goal, through hard work, perseverance and
moderation.

Therefore, | stand before you as a businessman, but also as a Kansan, ready to do my part in
both austerity and tax contribution. | believe that most Kansans, hearty people, are ready to do
the same. Please let us all do are part to strengthen Kansas. May | suggest you start with all
internet sales, whose sales tax is rightfully yours but rarely collected?

Sincerely yours,

Kurt Van Keppel, President

PO Box 025757« Kansas City MO 64102-5757
Tel 816-994-7150 e Fax 917-464-6398 » kurt@xikar.com



AMERICANS FOR PROSPERITY

K A N S A S

March 10, 2010

Senate Bill 516
Senate Taxation Committee

M. Chairman and members of the committee,

I am proudly before you today, representing the nearly 40,000 members of Americans for
Prosperity-Kansas.

AFP opposes SB 516, Wh1ch would raise the state sales tax from its current rate of 5.3%, to a rate
of 6.3% effective July 1, 2010. ‘Additionally, the bill imposes a 55 cent per-pack increase on the
cigarette tax. Passage of this bill would place Kansas in an even larger competitive disadvantage
to its neighboring states.

While everyone may agree that the proposed legislation is brought about due to the financial
condition the state currently faces, it is important to note excessive spending ig the driving factor
as to why the state is facing such a large budget shortfall.

During a period of just six fiscal years (FY 2004-2009) state general fund spending increased by
a staggering 40%, while receipts increased by more than 23%. Just two and a half years ago, the
state had a surplus of $935 million. If we just would have spent what we took in, we would have
had nearly a $1 billion surplus going into last year. With this record of excessive spending and

. poor budgeting, the last thing that should be done is to shift the burden to Kansas families and
businesses in order to pay for state government’s spending problem.

It can be argued that Kansas families and businesses are already overtaxed and that the state
receives plenty of tax revenue. When looking at the time frame beginning in 2001 and ending in
2008, individual tax receipts increased by 47% with individual income tax receipts increasing by
46%. During that same time period, business tax receipts increased by 83% with the corporate
income tax realizing an increase of 104%.

Kansas’ tax environment is already uncompetitive, and AFP supports efforts to balance the
budget without asking taxpayers for more. In a time when the national economy is in a recession
and Kansas is losing private sector jobs (we now have fewer private sector jobs than we did ten
years ago) higher taxes will only worsen the problem, not fix it. Kansas’ state and local tax
burden is among the highest in the region.

The following chart indicates Kansas® tax rates compared to our neighboring states:

2348 SW Topeka, Suite 201 1. Topeka, Kansas 66611 Sn Assmnt & Taé
785-354-4237 {1 785-354-4239 FAX 3~ O~ H-/0
www.afpks.org ’

Attachment # é



" DIEBEL'S SPORTSMENS GALLERY

4829 W 119% Street  Overland Park, Kansas 66209 {913)663-0123

Distinguished Committee Members,

My father started our business in 1954. We are in our 56" year. I employ 14 people. Isell cigars. A legal product
that is as old as our great country. Premium * Imported * Luxury * All tobacco * Hand-made by Artisans in the
Caribbean. There are no chemicals. There are no additives. None of my customers are addicted. My customers
are all old enough to fight in Iraqg. We do not sell to kids. The great majority of my customers are college educated.
My customers smoke cigars for the taste, relaxation and camaraderie of fellow smokers. I am one of the people who
collect and pay your OTP tax. None of the proponents yesterday do this. Isn’t it ironic that those in glass houses
are throwing stones at my business? I also pay sales, withholding and property taxes. How many of the proponents
yesterday do? Isn’t it ironic? Ilooked up the origins of the word proponent. It dates to 1580 and is a Latin word
meaning: “tax the other guy”.

I am a small business. 75% of my business is cigars. Attacking premium cigars is attacking my small business.
Cigaraficionado.com did an online consumer survey on February 17, 2009 and asked their readership “If cigar
prices rise due to higher taxes, will you buy fewer cigars?” 51% of the respondents said YES.

How will a proposed 400% increase in OTP tax affect my prices?
o Last Apnl the federal cigar tax increased from 5¢ to 41¢ per cigar. This resulted in the retail prices of
cigars increasing from 50¢ to $1.00. In the period since, the total number of cigars I sold decreased 5.2%.
o Currently the average OTP tax I pay Kansas per cigar is 44¢. A 400% increase takes OTP tax to $1.76 per
cigar. A 400% OTP tax increase results in a 28% increase in my prices. A $4 cigar increases to $5.10.

‘What other recent events impact my business?

o Kansas statewide smoking ban - General Cigar (my biggest supplier) states that across the country, they
expect every smoking ban to reduce cigar sales by 20%. Every opportunity to indulge in a cigar that is lost
is a lost sale.

o Nationwide economic downturn

What will my customer do?
o Shop my store in Missouri — hopefully, but Kansas looses sales
o Shop on the Internet. The Internet controls 60% of the premium cigar market now and pays no taxes. My
sales are lost.
o Not shop - they are not addicted, they may stop shopping altogether

What is the net effect if this passes?
o My prices rise 28%, my sales volume drops 20% causing net profit to drop dramatically
o 1am selling less but my costs for credit cards, insurance premiums and rent will decrease at a slower rate —
causing net profit to drop. These are all tied to gross sales.
o Where would you buy gas next time if you noticed while pumping gas at $3.00, the station across the street
was selling gas at $2.18? That is a 28% price difference. Missouri is 1.8 miles away from my store.

Balancing our state budget is a daunting task. But it should be done in such a way that is equitable and fair for all.
Examine the state general fund receipts. Income and sales taxes make up 90%. Of the remaining taxes, severance
tax and insurance premium tax are the only taxes that contribute more than tobacco. Tobacco makes up 2.1% of the
state general fund receipts — more than alcohol — more than all the other taxes. A $70 million increase will make
tobacco the highest tax collected behind income and sales. Smokers make up 22% of the state. This is inequitable,
unfair and atrocious. My customers and tobacco consumers in our state did not cause this budget shortfall.

Tobacco is already paying more than its fair share. If an excise tax is necessary, there are other fish in our state
economy.

Cross border competition is real. Internet sales are real. Bootlegging is real. Putting small businesses out of
business to placate bureaucrats and non-profits is real. Put a tax on the stones and those who throw.

Curt Diebel
President
Diebel’s Sportsmens Gallery

Sn Assmnt & Tax
3-/0-/0
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s HEIN LAW FIRM, CHARTERED R
: 5845 S.W. 29th Street, Topeka, KS 66614-2462
Telephone: (785) 273-1441

Telefax: (785) 273-9243
Ronald R. Hein
Attorney-at-Law
Email: thein@heinlaw.com

Testimony re: SB 516
Senate Assessment and Taxation Committee
Presented by Ronald R. Hein
on behalf of
RAI Services Company
March 10, 2010

Mr. Chairman, Members of the Committee:
My name is Ron Hein, and I am legislative counsel for RAI Services Company.

RAI opposes SB 516, which would increase the Kansas cigarette tax 55 cents from 79 cents
to $1.34 per pack. This bill will hurt consumers and retailers alike. This bill, when fully
implemented, would result in an increase in cigarette taxes of 69%. This bill will also increase
the tax on other tobacco products (OTP), changing the rate from 10% of wholesale price to
40% of wholesale price, which is a rate 400% of the current rate of taxation.

History of past tax increases

Cigarette taxes in Kansas have been raised substantially in recent years. Not only have
excise taxes been raised, but Kansas smokers have seen significant increases in the cost of
cigarettes resulting from federal excise tax increases and the increased costs resulting from
the Master Settlement Agreement (MSA) between the state attorneys general and the tobacco
industry. Lastly, Kansas smokers have to pay increased sales tax on the increased cost of
cigarettes resulting from the MSA and the increased taxes, which are compounded when the
sales tax is collected. Since the sales tax has also been increased, both at the state and, in
some cases, at the local level, consumers have had to pay that additional tax as well.

Under the MSA, Kansas will collect $1.6 billion over the next 25 years from the nations’
largest cigarette manufacturers. (Although payments are calculated over a 25-year time-
frame, in fact they go on in perpetuity.) This means that Kansas smokers will pay
approximately $1.6 billion over the next 25 years to the state of Kansas in addition to the
excise taxes and sales taxes they are paying on cigarettes.

Nationally, from 1998 to 2007, the average price per pack rose from $2.04 to the current
Kansas price of $5.58. Today of the $5.58 per pack cost, $3.33 of that amount goes to
federal, state, and local government.

Sn Assmnt & Tax
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Effect on Kansas Retailers.

Kansas retailers should also be concerned. The new $1.34 tax would be more than the rate in
Nebraska (64¢), the Missouri tax (17¢), the tax in Colorado (84¢), and the Oklahoma rate (up
to $1.03).

Cigarette purchasing patterns have changed dramatically since 1989. High-tax states have
seen tax reported sales plunge, while low-tax states have seen a corresponding increase.

With low tax Missouri, Colorado and Oklahoma on its borders, Kansas' retailers already
confront a competitive challenge and this bill would make that worse. Nearly 33% of
Kansas’ population lives in counties that border Missouri. Kansas consumers could save as
much as $11.70 per carton purchasing in Missouri, assuming their existing tax rate. These
margins exceed the Advisory Commission on Intergovernmental Relations’ bootleg
"flashpoint". Tax differences above the “flashpoint” are likely to encourage serious
investments in cigarette smuggling. Kansas retailers, and ultimately state law enforcement
budgets, would be vulnerable to smuggling.

The Cross Border Threat

Cigarette purchasing patterns have changed dramatically due to state cigarette tax increases
since 1989. High-tax states have seen tax reported sales plunge, while low-tax states have
seen a corresponding increase. The Tax Foundation examined this shift in a 1996 study, The
Effect of Excise Tax Differentials on Smuggling and Cross Border Cigarette Sales. They
discovered that tax differentials between high and low-tax states were creating substantial
increases in both casual cross-border purchases and the organized smuggling of cigarettes. In
a subsequent study, the Tax Foundation estimated that cross-border sales represented nearly
14% of total U.S. sales in 1997.

Regressivity

A study by the Barents Group of KPMG Peat Marwick shows that cigarette taxes are
incredibly regressive, extracting a far greater percentage of income from modest wage earners
compared to those with high incomes. Barents looked at U.S. families in the bottom half of
the income distribution, those earning approximately $30,000 a year or less. While this group
represents roughly 50% of all households in the country, it earns only 16% of all income
generated. This group pays about 15.3% of all federal income and FICA taxes, but pays over
47% of all tobacco taxes.

Barents found that while most excise taxes are regressive, tobacco excise taxes are the most
regressive of all. While the bottom half of U.S. households only reaped 16% of all income,
they paid 47% of tobacco taxes, 17% of wine taxes, 30% of gas taxes, 30% of distilled spirits
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taxes and 34% of beer taxes. Clearly, the Kansas cigarette tax hike will harm those with
modest incomes the most.

Bill Orzechowski puts it very well in his study of the Kansas proposed 55 cents cigarette tax
increase in his study attached to this testimony, by stating:

“In Kansas the CDC reports that nearly 44% of all Kansas everyday smokers have incomes
below $25,000 per year. Only about 9% of Kansans with incomes above $50,000 are
everyday smokers’. This clearly shows that the 55 cent cigarette tax hike is squarely
aimed at working folks with modest incomes. “

If the Kansas legislature were to propose trying to solve the Kansas budget shortfall by taxing
primarily those Kansans who make less than $50,000 per year, much less by taxing those who
make less than $25,000 per year, the news media and the public would find that conduct
outrageous. And yet that is exactly what is being proposed with SB 516.

New Jersey Experience

New Jersey raised their tax and saw their actual revenue received fall. This is another
example of the problems that can result from cross border sales, Internet sales, or other sales
where consumers seek other options for tax avoidance on cigarettes and other products.

Kansas is on the verge of increasing our tax on cigarettes to the point that Kansans will avoid
the tax through numerous means, and the result will be a loss to Kansas businesses, and
ultimately a loss to the State of Kansas itself.

Thank you very much for permitting me to testify and I will yield for any questions.

! CDC Behavioral Risk Factor Surveillance System, Prevalence and Trends Data for Kansas 2008.



The Effect of A 55¢/pack Cigarette Tax Hike on Kansas Retailers

Tobacco Sales are Important to Kansas Retailers — Kansas stores sold approximately 138
million packs of cigarettes in FY 2008/2009. This is about 35% lower than the 209 million
packs sold in FY 2002. The decline is due to whopper tax hikes in 2002 that has sent many a
Kansas shopper to low tax states like Missouri and the Internet. The 138 million packs
sold in FY 2009 had a gross retail value of nearly $650 million. Kansas merchants earned

nearly $110 million in gross profits on these sales.

Tobacco Sales Support Kansas Retail Jobs- It is estimated that nearly 1.400 retailer and
wholesaler jobs were supported by in-state tobacco sales (based on estimated gross profits).

Tobacco Sales Have a Magnified Impact on C-Stores — Nearly 70% of all cigarette sales
occur in the nation’s 144,875 C-Stores. according to a 2008/2009 National Association of
Convenience Stores study. The average C-store sells about $530,000 worth of cigarettes

each year.

Kansas C-Stores — Kansas’ 1,248 C- Stores sold an estimated $440 million worth of
cigarettes, with gross profits of more than $70 million in FY 2009.

Tax Increases Threaten Retail Sales— Cigarette tax hikes are causing consumers to turn to
low-tax states and the Internet. Cigarette tax hikes cause consumers to go Online where
they can often avoid their own states’ tax. According to NACS about $5 billion of cigarette
sales took place over the Internet in 2005 up from $750 million in 2001. After a S5¢ tax hike,
the Kansas tax would be $1.34/pack or about 8 times greater than the 17¢ tax in Missouri.
Kansas consumers could save a whopping $11.70 per carton in Missouri. And, given the
exceedingly complex nature of Oklahoma’s tribal compacts consumers could find similar
savings with some OK tribal merchants where taxes as low as 5.75¢ per pack are available.
Adding in special “original” compact stamps at 26¢/pack. special Arkansas border stamps
at 31 cents per pack and other special tax deals the tribal total in OK jumps to about 100
million packs in FY 2009. This is about 72% of total tax-paid sales in Kansas in FY 2009.
Surely some of these compact packs will find their way into Kansas should it hike taxes

once again.

The Impact of The Last 55¢ Cigarette Tax Hike In 2002/2003

e The Impact of the 2002 Cigarette Tax Hikes— In FY2002/2003 Kansas increased its
cigarette tax from 24¢ to 79¢ (by 46¢ on 7/1/02 and another 9¢ on 1/1/03). This 55¢
Kansas cigarette tax hike led to a tumultuous 26% drop in Kansas tax-paid sales. Tax-
paid cigarette sales fell from 209 million packs in FY 2002 to 153.5 million packs in FY
2004. They now stand at 138 million packs in FY 2009. Meanwhile cigarette sales in
Missouri rose from 558 million packs in FY 2002 to about 600 million packs in FY 2006.
Clearly many Kansas smokers were taking their business to the Show Me State. More
KS cigarette tax hikes will just send even more business to Missouri.

e Impact Along the Kansas Border - It is likely that Kansas retailers along the Missouri
border were damaged even more since low tax Missouri lurks close-by. Moreover,

g-/



nearly 33% of the Kansas population lives in counties that border Missouri. It is
estimated that retailers along this border may have lost about 37% of their tax-paid
sales during the FY 2002 to FY 2004 time span. These retailers may have absorbed
gross profit losses of close to $20 million during this time.

The Impact of a 55¢ Cigarette Tax Hike In FY 2010/2011

e Cigarette Sales Impact — A 55¢ tax hike could drop Kansas tax-paid volume by nearly
16%. This would be on top of significant sales losses taking place in FY 2010 due to the
federal cigarette tax hike of 62 cents in April of 2009. It appears thru December of 2009 that
the federal tax has led to about an 11% drop in Kansas tax-paid volume. Both taxes
together could mean over a 25% drop in sales in two years.

e Loss in Cigarette Sales Volume— Cigarette volume would fall by nearly 22 million packs if

the tax were increased by 55¢.

o Loss in Retail Sales - The gross retail value of lost cigarette sales is estimated at
approximately $86 million (22 million packs evaluated at a pre-tax price of $3.90 per pack).
Sundry product sales, or products normally bought in conjunction with tobacco products,
would fall by $26 million (based on past estimates of this phenomenon by Price

Waterhouse).

e Loss in Kansas Gross Profits (value added)- Gross profits lost to Kansas retailers and

wholesalers would exceed $20 million.

e Convenience Store Losses — C-Store cigarette sales would fall by 15 million packs. On

average, gross profit losses on average could reach nearly $14,000 per store due to the loss
of cigarette and sundry product sales. This means each store would have to boost gross
retail sales of other items by $72,000 to make up for the damage wrought by the tax hike.

e Lost Jobs - It is estimated that nearly 220 Kansas retailer and wholesaler jobs could be
displaced due to the tax increase (based on estimated gross profit losses).

Losing The Retail Edge

e Very large savings would be available in bordering states. At $1.34/pack a Kansas consumer
could save $11.70/carton in Missouri, $7/carton in Nebraska and as much as $12.82/canton
in Oklahoma at special compact tax rates.

Tablel
State Cigarette Tax Potential Savings Tax-Paid
(per pack) Per Carton in KS Per Capita Cigarette
Sales (packs)

FY 2009
Kansas $1.34 (proposed) 49.1
Colorado 84¢ $5.00 46.0
Nebraska 64¢ $7.00 59.8
Oklahoma (.0575¢ - $1.03) $12.82%* 79.0
Missouri 17¢ $11.70 97.2

* At special tribal compact rate.




e As Table I illustrates, hefty savings would be available in bordering states after a 55¢/pack
KS tax increase. The table also indicates that cross border sales are already quite prevalent
in KS as FY 2009 tax-paid per capita in MO (97.2 packs) are almost 100% greater than per
capita sales in KS (49.1 packs).

e The Bureau of Alcohol, Tobacco and Firearms (ATF) reports that interstate cigarette
smuggling investigations have exploded from 9 cases in 1998 to 153 in 2003. According to
ATF, “mom and pop” smuggling rings are being replaced by organized crime syndicates
including some linked to terrorist organizations”

e Finally a rather interesting case of potential over-taxation has recently occurred in New
Jersey. In FY 2006, the NJ tax went from $2.46/pack to $2.575/pack nearly an 18
cent increase. However, it is over year later and NJ cigarette tax revenues have fallen by
nearly $23 million. In effect, tax rates went up but revenues went down. New Jersey’s
Asbury Park Press in an August 2007 article made note of the issue stating, “New Jersey
has secured another dubious distinction. It is the first state in the nation to experience a
decline in cigarette revenue after increasing the cigarette tax. This fact illustrates it is
possible to overtax an economic activity.” The article went onto mention that NJ had hit a
“tipping” point. - a point where consumers find low-tax options to such a degree that the
state cannot collect more revenues.

¢ Incredibly NJ has boosted its tax again in FY 2010 from $2.575 per pack to $2.70 per
pack. The results so far are not promising. From July of 2009 thru November of 2009 the
new tax hike has not brought in any new revenue. In fact, revenues have dropped by
about $320,000 since last year.

Discriminatory Taxation

e The total tax burden on a pack of cigarettes is high in Kansas. The current state tax is
79¢/pack and the sales tax is about 24¢/pack. KS also received Master Settlement
Payments of about $72 million in FY 2009. This settlement tax adds another 55¢. Plus
the federal excise tax is now $1.01 per pack. Add those taxes up and they total '
$2.59/pack. It is important to realize that Kansas’ high cigarette taxes are aimed at
the working man or blue collar worker. According to a 2005 BLS report, average
annual expenditures on tobacco were $582 per consumer unit for construction workers
and mechanics, $482 for operators and laborers, and $377 for service workers. By
contrast, tobacco expenditures for managers and professionals were $251. In other words,
construction workers are spending on average about 131% more than do professionals on
tobacco. Clearly Kansas’ high cigarette tax is discriminating against blue collar workers’®

e In Kansas the CDC reports that nearly 44% of all Kansas everyday smokers have incomes
below $25,000 per year. Only about 9% of Kansans with incomes above $50,000 are

2 See, U.S. Government Accounting Office, “Cigarette Smuggling: Federal Law Enforcement and Seizures

Increasing,” May 2004.
3 “Tobacco Expenditures By Education, Occupation and Age,” Consumer Expenditure Survey Anthology, Bureau
of Labor Statistics, 2005.



everyday smokers®. This clearly shows that the 55 cent cigarette tax hike is squarely
aimed at working folks with modest incomes.

e If Kansas were to install a $1.34 cigarette tax, a Kansas consumer would have to drink
nearly 13-six-packs of beer (KS tax is 10.1¢/six pack) to pay the potential $1.34 tax on
just one pack of cigarettes in Kansas. The Kansas beer tax was last increased in July of

1977.

4

CDC Behavioral Risk Factor Surveillance System, Prevalence and Trends Data for Kansas 2008.
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Memorandum

To: Senate Assessment and Taxation Committee
From: Thomas M. Palace
Re: Opposition to SB 516

Mr. Chairman and members of Senate Assessment and Taxation Committee:

My name is Tom Palace. Iam the Executive Director of the Petroleum Marketers and
Convenience Store Association of Kansas (PMCA of Kansas), a statewide trade
association representing over 300 independent Kansas petroleum distribution companies
and convenience store owners throughout Kansas.

We appreciate the opportunity to appear before you today in opposition to SB 516, a bill
that as proposed would increase the excise fee on tobacco products and increasing the
state sales tax from 5.3% to 6.3%.

The tax increases the Kansas Legislature are considering, if passed, would have a
negative impact on every convenience store retailer in the state. Consumers won’t
change what they buy; they will simply find a cheaper way to purchase their goods.
Cross border sales become more prevalent, internet sales increase and black market sales
increase as well. More specifically, the retailers that compete on the border are hit the
hardest when tax increases are passed.

It is interesting to note that although tobacco has been deemed bad, the state of Kansas
and the convenience store industry have a common bond with tobacco. Both rely on the
revenues from the sale of cigarettes to meet budget demands. Smokers are continually
targeted for tax increases. Raising tobacco excise taxes to get smokers to quit is
counterproductive with SB 516. We have heard over the years that raising tobacco taxes
will force people to quit smoking. Ifthis is true, how can the state rely on tobacco tax to
fill the budget deficit?

TAX PROPOSAL IMPACTING CONVENIENCE STORES

SB 516 is one of several tax proposals that could spell doom for many convenience
retailers. Consider the tax proposals that are being discussed today: Tobacco tax $.55
increase, motor fuel excise tax $.07-$.20 increase, sales tax 1% increase and potentially a
pop and alcohol tax. The cenvenience store industry would be devastated if all these tax
proposals were to pass. Not taken into account would be the increased cost of doing
business with credit card use. Credit card fees are already a major line item on a
retailer’s financial statement. If these taxes are imposed can retailers require all
consumers to purchases our products with cash? Or better yet can we amend this bill to

Petroleum Marketers and Convenience Store Association of Kansas
: 115 SE 7th » Topeka, KS 66603 Sn Assmnt & Tax
PO Box 678 « Topeka, KS 66601-0678 3-/0-/0

785-233-9655 « Fax: 785-354-4374
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Missouri Petroleum Marketers and Convenience Store Association (MPCA)
205 East Capitol Avenue, Suite 200 - Jefferson City, MO 65101 .
573.635.7117 phone ° 573.635.3575 fax * www.mpca.org * © MPCA 2010

Petroleum Marketing and Convenience Store News from MPCA

JANUARY 18, 2010
1. PACE 2010: General Information & Thank You -PACE Sponsors & Exhibitors!
2. 2010 Membership Dues: Please Pay ASAP.

3. Kansas Budget Fix May Benefit Missouri Retailers.

3. KANSAS BUDGET FIX MAY BENEFIT MISSOURI RETAILERS.

A. KANSAS GOVERNOR PARKINSON’S 1/11/10 STATE-OF-THE-STATE SPEECH. The following
are direct quotes from Kansas Governor Mark Parkinson’s 1/11/10 State-of-the-State Address.

“That is because we face another budget hole of almost $400 million. We are not $400 million short
of what we need to get these programs back to where they need to be. We are $400 million short of
what we need to keep most of these budgets at their already drastically cut levels.

“Here is my plan to come up with the $400 million - we need to raise two taxes. We must take the
cigarette and tobacco tax from 79 cents a pack and raise it to the national average of $1.34. Not only
will this allow us to raise revenue, it has -the added benefit of reducing teen smoking. Study after
study demonstrates that if you raise this tax, teen smoking will decline.

“We must also raise our sales tax by one cent for a temporary petiod of 36 months. A temporary
increase of just one cent allows us to. fund our programs at the minimum acceptable levels while we
work our way out of this recession. | am then proposing that after the third year the tax retreat, leaving
just two tenths of a cent in place that would be available to craft a moderate but necessary highway
program.”

B. MPCA’S THOUGHTS. Currently, Missouri has a state sales tax advantage over Kansas - 4.225%
versus 5.3% - as well as a substantial state cigarette tax advantage — 17 cents per pack ($1.70 per
carton) versus 79 cents per pack ($7.90 per carton).

If Kansas balances their budget by increasing their state sales tax and state tobacco tax, it’s all but
certain that Missouri retailers near the Kansas border will benefit and see an increase in cross-border
customer traffic. :

It's the very definition of short-sighted when state Legislators over-tax the very industries that will
drive their economic recovery and development and implement tax policies that force their citizens to
purchase goods and services in lower taxed border-states.
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QuikTrip razes store on Kansas side, will open one 100
feet away in Missouiri

The QuikTrip store on Southwest Boulevard is half in Missouri, half in Kansas.
Most customers might not have noticed or cared — until now.

The company on Monday started bulldozing the store at 27 Southwest Blvd. and will open a new store
about 100 feet away. When it opens in late October, that store technically will be a Missouri business and
customers won't have to pay the higher Kansas taxes on cigarettes and gas. They also will be able to buy
liquor with stronger alcohol content than 3.2 beer.

“It's pure economics. We want that store to survive,” said Michael Thornbrugh, spokesman for QuikTrip.
A “Quite frankly it was a mediocre store. This gives our customers mare options. Gasoline is six cents higher
N in Kansas, and tobacco is about 50 cents more per pack or $5 a carton.”

The 15 or so employees will temporarily transfer to other area QuikTrip stores during the construction.

Thornbrugh said the company has done such a move before, including relocating a QuikTrip on Rainbow
Boulevard to the Missouri side of the state line. But that store relocated blocks away, not feet away.

As for Kansas City, Kan., it will surely miss the tax dollars from the Southwest Boulevard location, which
has been operating since at least the mid-1980s.

“|t's unfortunate that this particular business has decided to move across the state line at a time when our
city continues to make great progress,” said Edwin Birch, spokesman for theUnified Government.
“Wyandotte County has attracted new and one-of-a kind business developments to our region as many
business owners continue to see opportunities for growth in Wyandotte County and Kansas City, Kan.”

But QuikTrip’s Thornbrugh said changes may need to be made to keep some border businesses in Kansas
City, Kan.

“They are great to work with but their hands are tied: It's unfortunate that the city and county has no say,”
he said.

To reach Joyce Smith, call 816-234-4692 or send e-mail to jsmith@kcstar.com.

© 2010 Kansas City Star and wire service sources. All Rights Reserved. htip://www.kansascity.com
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of Kansas

How Tobacco Tax Increases Hurt Kansas Retailers

Tobacco sales are important to Kansas retailers. Convenience stores on average count on
sales of tobacco products — and the sundry items smokers typically pick up while buying
cigarettes -~ for 34 percent of sales.

Kansas stores already experienced a 35 percent decline in cigarette sales in FY 2008-09. A
large tax increase in 2002 has gotten many shoppers in the habit of crossing the border to lower-
tax states like Missouri. Others are purchasing cigarettes from Intemet sites and Native
American reservations. A 55-cent tax increase will only encourage more such behavior, as well
as “black market” dealing by people who drive to Missouri to purchase large quantities of
cigarettes, then resell them in Kansas.

Tobacco sales support Kansas retail jobs. It is estimated that nearly 1,400 retailer and
wholesaler jobs are supported by in-state tobacco sales. When sales decline, store owners are
forced to make difficult decisions like cutting employees’ hours or eliminating jobs altogether.

It is estimated that 220 jobs would be lost with a 55-cent tax hike.

Kansas retailers responsibly enforce age limits on cigarette purchases. Unfortunately, it is
very easy for under-age smokers to buy cigarettes from Internet sites and black market dealers.
A tax hike will put Kansas at an even greater disadvantage to Missouri and other states.
After a 55¢ tax hike, the Kansas tax would be $1.34/pack -- about 8 times greater than the 17¢
tax in Missouri. Kansas consumers could save a whopping $11.70 per carton in Missour.
Because 33 percent of Kansas’ population lives along the Missouri border, this is a serious
threat. In fact, Kansas’ cigarette tax would be higher than all of its bordering states.

Kansas stores are already suffering, thanks to a sour economy and a federal cigarette tax
increase in 2009. A 55-cent cigarette tax increase in 2010, combined with the federal tax
increase, would cause an additional projected 25 percent drop in sales for Kansas retailers.
Gross profits lost to Kansas retailers and wholesalers would exceed $20 million.

Kansas’ cigarette tax is discriminating against the blue-collar workers. Tobacco tax
increases are aimed squarely at those who have the least political power. The CDC reports
that nearly 44% of all Kansas “every-day” smokers have incomes below $25,000 per year.
Only about 9% of Kansans with incomes above $50,000 are every-day smokers'.

CDC Behavioral Risk Factor Surveillance System, Prevalence and Trends Data for Kansas 2008.

Petroleum Marketers and Convenience Store Association of Kansas
115 SE Tth » Topeka, KS 66603
PO Box 678 - Topeka, KS 66601-0678
785-233-9655 = Fax: 785-354-4374



March 10, 2010
Memorandum

To: Senate Assessment and Taxation Committee
From: Brenda Elsworth
Re:  Opposition to SB 516

Mr. Chairman and members of Senate Assessment and Taxation committee:

My name is Brenda Elsworth. Iam Operations Officer for Pete’s convenient stores. We
represent 24 Kansas convenient stores and over 300 employees. All but 4 of our stores
are with in 2 counties of the Missouri line.

I appreciate the opportunity to éppear before you today in opposition to SB 516, a bill
that as proposed would increase the excise fee on tobacco products and increasing the
state sales tax from 5.3% to 6.3%.

It is impossible to legislate, through taxation, good behavior. The rational is tobacco
users need to be taxed because they are creating a huge expense to health care. Yet we
rely on the tobacco users to fund health care and now to fill the deficit hole.

According to the Kansas Department of Revenue 2007 Annual report, Kansas cigarette
packs sold within the state have dropped from 200 million to under 140 million since the
last tobacco tax hike in 2002. If we continue to raise taxes, while neighboring states do
nothing, we will continue to see a decline in tobacco pack sales.

Kansas received their MSA payment of $67.5 million in Apnl 0f 2009, while Missouri
collected $155.7 million in MSA payments the same month.! Kansas’s population is

47% of Missouri’s populatlon However, Kansas collected only 43% MSA payments
when compared to Missouri’s MSA payment.

Patrick Fleenor, chief economist for Fiscal Economics, Inc. has produced a spreadsheet
showing the effects of a tax hike on cigarette sales in Kansas (Fiscal years 2010-2015)
He predicts a decline in pack sales if a tax hike i 1s implemented. He predicts the packs
sold in Kansas will drop to 88 million by 2015.> (See attached)

The reason for this proposed tax increase is to fill a hole in the deficit. Cigarettes are
considered “low hanging fruit” for taxation. Although I am not a smoker, I respect the
right of those who do smoke or use other forms of tobacco. I also sell cigarettes. They
represent 34% of our inside sales.

! See pages 1 & 2 attached
% See page 3 attached

? See page 4 attached
Sn Assmnt & Tax
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too strong for some politicians. In 2004 Governor Kathleen Sebelius proposed raising the
tax by 50 cents to pay for a health insurance program. Concern over border activity
helped scuttle the proposal Undeterred, the governor put forth a similar proposal in 2007
to help pay for the expansion of health insurance coverage in the state Again concern
over border-shopping and bootlegging helped shoot down the plan

I hope this is the case with SB 516.

The state of Kansas cannot grab “low hanging fruit” at the expense of the men and
women who do business in Kansas.

Please help us compete for the betterment of Kansas and Kansas businesses.

Thank you,

* see page 5 attached

/03
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Attorney General Six
T
announces $67.5 mllllinJ)

tobacco paymient

April 20, 2009 — Attorney General Steve SIx announced taday that
Kansas received more than $67.5 million in its annual payment
from the 1998 tobacco Master Settlement Agreement (MSA).

"In a year when revenues are low, we're happy to annource that
Kansas recelved a larger payment this year than last. However, we
do recognize that two out of three major tobacco manufacturers
have withheld a portion of their payment to the MSA States,™ Six
eaid. "My office will contlnuc to fight to maintain the annual
payments to our state.”

Earlier this year, Six recovered $4.5 millien in tobacco settlement
funds previously withheld by tobacco companies. With the two
payments, the Attorney General's Office has received over $72
milllon In tobaceo settlement money this year.

Aleo today, Governor Kathleen Sobelius signed Senate BllI154
allowing the Attorney General to strengthen the enforcement of the
Master Settlement Agreement (MSA) escrow statutes to ensure
continued receipt of MSA payodts. This legislation represents

. another accomplishment of Six's Tobacco Enforcement Unit in its

effort to assist with enforcement of the MSA.

Three major tobacco manufacturers make the large majority of the
payments. Of these three, only one, Philip Morris, made its
payment In full. The other two, Reynolds American and Lorillard,
each made partial payments and withheld additional funds. The
withholdings based on a Non-Participating Manufacturers
Adjustment reduced payments to the MSA States by approximatcly
$475 milllion, or 16% of the total $7.58 billlon in payments due.

Although the State of Kansas would have preferred that all
companies make their full MSA payments, Kansas nonatheless
received $67.5 million and the signatory States overall recelved
over $7 billion in MSA payments.
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Attorney General's News Release
April 30, 2009

Attorney General Koster announces an additiongl $155
million in tobacco~-settlement money for Missouri

--Again, urges legislature to pass tougher laws
on foreign tobacco manufacturers--

Jefferson City, Mo. -~ Attorney General Chris Koster today said Missouri received payments of
$155,768,810.48 in tohacco-settlement money in April. This brings Missouri's total receipts from the tobaceo
Master Setilement Agreement to $1,548,518,684.96. -

"Governor Nixon and othar Attomeys General struck an historic agreement with Big Tobacco in 1998," Koster
said. “As Missouri's Attorney General | will continue to support this agreement and to encourage the state to
continue providing regources from the settlement to prevent young people from using tobacco.”

The Attorney General used the occasion to renew his call for the General Assembly to pass tougher
legislation on foreign tobacco manufacturers. The other 45 states that parficipated in the seftlement have
since enacted additionzl laws to aid in their enforcement, particularly against foreign tobacco manufacturers
that are difficult to prosecute. Although bills were introduced in both the House and Senate this session, for
the fifth time in seven years, Missouri has failed to enact the additional enforcement legislation.

Missouri currently faces a national arbitration on whether the state diligently enforcad its laws relating to the
2003 settlement payment, and will likely face similar challenges for each subsequent year. A ruling against
Missouri could result in the potential loss of the state's annual settlement payments of approximately $140
million for years to come.

“Let me be clear, the potential exists that Missouri could lose its share of its tobacco-seftlement dollars 1f the
national panel finds that Missouri failed to diligently enfarce its laws, If this were to occur, it would be one of
the greatest wastes of public resources in recent history,” Koster said. "l urge the legislature to take action,
particularly against foreign manufacturers of contraband cigarettes.”

0-5
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Definilians £t hilpiikaww.cersus.goviposestigaagraphial for a | st of the Slales that ere irdured i eech regbon.

Population Estimates April 1, 2000
Geographic Area
July 1, 2009 | July 1,2008 | July 1,2007 | July 1,2006 | July1,2005 | July4,2004 | July 1,2003 | July 1, 2002 | July 1, 2001 | July 1, 2000 Esg:r;es Census

Uniled Stales a07,006,550| 304,374.646] 301,579,895| 208593,212] 285753.151| 293,045738| 290,326,418 287,803,914 285,081,556 282,171,957| 281,424,602 281,421,908
.| Alabama 4,708,708 4677454 4,637,804 4,587,688 4,545,048 4,512,190 4,490,581 4,472,420 4,464,034 4,451,849 4,447,382 4,447,100
Alaska 698,473 688,125 662,297 877,325 668,488 €51,569 650,884 642,681 633,316 627,498 626,931 626,932
Atizana 6,595,778 6,499,377 6,382,241 6,192,100 5,974,834 5,759,426 5,591,208 5452,108 5,304,417 5,166,697| 5,130,607 5,130,832
Arkansas 2.839,450 2.967,764 2,842,194 2,816,097 2,776,221 2,746,161 2,722,251 2,704,732 2,691,038 2,678,288 2,673,385 2,673,400
Califomia 36,961,664 36,580,371 36226122| 35979,208| 35795255 35558419 35261,107| 34,876,194 34405623 33,99457%) 33,871,648 33,871,648
Colorade 5,024,748 4,935,213 4,842,259 4,753,044 4,650,780 4,599,681 4,548,775 4,504,265 4,433,038, 4,328,070, 4,302,015 4,301,261
Connecticut 3,518,288 3,902,332 3,468,633 3,485,162 3477416 3474,610 3,467,673 3,448,382 3,428,433 3411,728 3,405,607 3,405,565
Delavare @85 122 876,211 864,895 85'3,022 833,905 826,639 814,805 804,131 794,620 786411 783,557 783,600
District of Golumbia 598,657 690,074 586,409 ' 583,978 582.048 579,788 577,777 579,565 578,042 571,744 572,055 672,059
Florda 16,537,969 18,423,878 18,277,888 18,088,505 17,783,968 17,375,259 16,981,183 16,680,308 16,353,852 16,047,118 16,882,839 15,982,378
Georgia 0,828,211 9,697,838 9,533,761 9,330,088 ©,007.428 8,913,678 8,735,259 8,685,535 8,419,594 8,230,161 8,188,781 8,186,453
Hawali ' 1,285,178 1,287,481 1,276,832 1,276,698 1,266,117 1,262,782 1,239,298 1,228,089 1,218,305 1,211,566 1,211,538 1,211,537
Kaho 1,545,801 1,627,508 1,409,245 1,484.413 1,425,862 1,391,718 1,364,109 1,342,149 1,321,170 1,289,551 1,293,955 1.2983,953
Hinols 12,810,400 12842,954| 12779417| 12718,011| 12674452 12645285| 12587,961| 12568228] 12,507,833 12,437,645F 124359658 12,419,293
Indiana §423,113 6,388,308 6,346,113 6,301,700 6,253,120 8,214,454 6,181,769 6,149,007 6,124,957 6,081,649 6,080,520 6,080,485
kowrd 3,007,658 2,993,987 2,978,718 2,964,391 2,948 450 2,941,358 2,932,789 2,929,264 2,929,424 2,928,184 2,028,330 2,928,324
Kansas 2,818,747 2,797,375 2,775,588 2,756,700 2,741,774 2,730,785 2,721,955 2,712,599 2,701,456 2,692,810 2,688,811 2,688,418
Keniuck)" - 4.314,113 4,287,934 4,258,278 4,219,374 4,182,293 4,147,270 4,118,627 4,091,330 4,089,191 4,048,903, 4,042,288 4,041,769
Louisfana 4,492,078 4,451,513 4,376,122 4240327 4,497,691 4,489,327 4474726 4,468,068 4,460,816 4,468,979 4,488,972 4,468,976
Maine 1,318,501 1,319,621 1,317,308 1.314,963 1,311,831 1,308,253 1,303,102 1,293,938 1,284,791 1,277,211 1,274,915 1,274,823
Maryland 5,699,478 5,650,655 5,634,242 5,612,188 5,582,520 5542658 5,498,708 5,439,913 5,375,033 5,310,579 5,206,544 §,295 406
Massachuseits 6,693,587 6,643,595 6,493,275 6,466,339 6,453,031 6,451,279 8,451 ,637| 8,440,978 8,411,730 6,363,015 8,349,118 6,348,087
Michigan 5,969727| 10002486 10,050,847| 10,082,438 10,000,654 10,089305| 10,086351| 10,038767| 10,006,083 9,065,308 9,038,492 9,938,444
Minnesota 5,266,214 5,230,567 5,191,208 5,148,348 5,108,560 5,079,344 5,047,882 5,017,458 4,982,813 4,833,958 4,819,492 4,919,479
Mississippi 2,851,996 2,940,212 2,921,723 2,897,180 2,500,116 2,888,006 2,867,678 2,858,643 2,853,313 2,848,310 2,844,668 2,044,658
Missouri 5,897,580, 5,956,335 5,008,824 5,881,672 5,806,638 5,758,444 5,714,847 5,680,852 5,643,086 5,606,065 5,586,684 5,695,211
Montana 974,989 968,035 957,225 946,230 934,601 926,087 918,750 909,868 205,873 903,283 802,190 902,185
Nebraska 1,798,619 1.781,949 1,768,812 1,760,435 1,751,721 1,742,184 1,733,680 1,726,083 1,717,248 1,713,345 1,711,265 1,741,263
Nevatda 2,643,085 2,615,772 2,567,752 2,493,405 2,408,604 2,328,703 2,236,248 2,166,214 2,094,508 2,018,211 1,958,260, 1,888,257
New Hampshire 1,324,575 1,321,872 1,317,343 1,311,694 1,301,415 1,292,766 1,281,871 1,271,163 1,256,879 1,240,446 1,235,781 1,235,788
News Jersey 8,707,739 0,663,398 8.636,043 8,623,721 8,621,837 8,611,530 8,583,481 8544115 8,488,468 8,430,921 8,414,378 8,414,35C
New Mexico 2,009,671 1,986,763 1,968,731 1,942,608 1,998,538 1,891,823 1,869,683 1,850,035 1,828,808 1,820,813 1,819,041 1,819,048
News York 19,541,453, 19,467,789 19,422777] 19,356,564, 19,330,891 19,297,933 19,231,101 19,161,873 19,088,978 18,808,044 18,976,811 18,976,457
Narih Caralina 9,380,884 8,247,134 9,064,074 8.868,977| 8,669,452 8,531,283 8,416,451 8316.6%7 8,203,451 8,079,383 8,046,408 8,049,313
North Dakota 645,844 641,421 638,202 636,771 635,365 636,303 632,809 633,617 636,267 641,200 642,185 642,200
Chio 11,542,645 11,528,072 11,520,815 11,492,485 11,475,262 11,464,593 11,445,180  11,420.981 11,396,674 11,383,044 11,353,160 11,363,140
Oklahoma 3,687,050, 3,644,025 3,612,166, 3,574,334/ 3,632,769 3514,449 3,498,687 3,484,754 3.464,729 3,453,943 3,450,638 3,460,654
Oregon 3,825,657 3,782,981 3,732,957 3,677,545 3,617,869 3,673,505 3,550,180 3,517,111 3,470,382 3,430,891 3,421,437 3,421,398
Pennsylvania 12,604787| 12,566,368 12,522,531] 12471,142| 1241816t] 12,388,388 12,357,524| 12,326,302| 12,299,533| 12,285,504 12,281,071 12,281,054
Rhede Island 1,053,209, 1,053,502 1,055,009 1,069,198 1,064,989 1,071,414 1,071,504 1,066,034 1.05B,051 1,650,736 1,048,315 1,048,319
South Carolina 4,551,242 4,503,280 4,424,232 4,339,309 4,256,189 4,201,306 4,148,474 4,103,934 4,062,701 4,023,570 4,011,832 4,012,012
South Dakata 812,383 504,532 " 797,035 788,519 780,084 774,283 766,875 762,107, 756,883 755,694 754,835 754,344
Tennessee 6,256,254 6,240,456 6,172,862 6,089,453 5,885,748 5,916,762; 5,856,522 5.803,306; 6,755,443 5,703,243 5,689,276 5,669,283
Texas 24,782,302 24,304,290 23,837,701 23,369,024 22,804,920 22418319 22,057,801 21 .710‘7&8L 21,332,847 20,945,963 20,851,818 20,851,820
Utah 2,784,572 2,727,243 2,663,796 2,583,724 2,499,637 2438915 2,379,938 2,334,473 2,291,250 2,244,314 2,233,204 2,233168
Vermaont 621,760 625,049 620,450 619,985 618,814 618,145 616,559 §14,950! 612,183 608,303 608,821 DB ,827
Virginia 7,882,690 7.795424 7,719,749 7,646,986 7,563,887 7468914 7,373,694 7.283,541 7,191,304 7,104,533 7.079.048 7,078,515
Washinglon 8,864,195 6,566,073 6,464,979 8,372,243 6,261,282 6,184,209 6,113,262 6,058,187 6,887,785 5.911,122 5,894,143 5,894,121
Wesl Virginia 1,819,777 1,814,873 1,811,193 1,807,237 1,803,920 1,803,302 1,802,238 1,798,411 1,728,582 1,808,062 1,808,344 1,508,344
\Wisoonsin 5,854,774 5,627,610 5,601 571 5,571,680 5,541,448 5,511,385 5,476,766 5,448,766 5,408,769 5,374,254 5,363,708 $,363,675
Wyarming 644270 532,981 523414 512,641 506,242 502,968 489,189 497 059 492,982 493,858 493,783 483.782

Note: Tha Agii 1, 2000 Popuaion Estimates basa refiecis chatges 1 tha Census 2003 pog.ilalion fremths Caure Questian Resolulicn program 2nd peograptic pregram resisk Se3 G his Ters and

Suggested CHaliom:
I

(7abie 1. Annual Estimates of the Residant Population for the United States, Reglne, Stales, and Puedo Riso: Apd 1, 2000 §oJuly 1, 2003 RIST-EST2003-%4}
- |Saurces LS, Gensus Bureau, Papulation Dlvisica o
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Figure 3
The Effects of a $1.34 Tax Hike on Taxed Cigarette Sales in Kansas
] (Fiscal Ycars 2010-2015)
Excise Price Tax-Paid Sales
Nominal Real ($2010) Nominal Real ($2010) | (millions of packs)
Scenario I: No Tax Increase
2010 . $0.79 30.79 ’ $5.03 $5.03 125.3 A
2011 0.79 0.78 5.17 5.07 125.0
2012 0.79 0.77 5.32 5.15 123.8
2013 0.79 0.76 5.47 5.24 1223
2014 0.79 0.75 5.62 5§32 |~ 121.0
2015 0.79 0.74 5.77 5.38 120.0

Scenario II: $1.34 per pack tax iucrease in 2011

2010 $0.79 $0.79 $5.03 $5.03 1253
2011 2.13 2.09 6.51 6.39 92.3
2012 2.13 2.06 6.66 6.45 91.4
2013 2.13 2.04 6.81 6.52 90.3
2014 2.13 2.02 6.96 6.59 89.1
2015 213 1.99 7.11 6.63 888

Source: Fiscal Economics, Inc,

| 1 l l I

In spite of eight decades of experience, which clearly demonstrate that smokers in Kansas have
become masters of dodging the cigaretie excise, the temptation to levy taxes on a minority to
fund popular public programs has proven to be too strong for some politicians. In 2004
Governor Kathleen Sebelius proposed raising the tax by 50 cents to pay for a health insurance
program. Concern over border activity helped scuttle the proposal.®® Undeterred, the governor
put forth a similar proposal in 2007 to help pay for the expansion of health insurance coverage in
the state. Again concern over border-shopping and bootlegging helped shoot down the plan. “It
isn’t a reliable source of income to pay for health care™ stated Senator Jim Barnett, the lead of
nsor of the health insurance plan.

&

Morc recently some have suggestcd a $1.34 hike to $2.13 per pack. Figure 3 shows the likely
effects of such a hike. These estimates were produced using a Kansas-specific model developed
by Fiscal Econormnics, Inc. to examine the effects of price changes on taxed cigarette sales in the
state while holding all other factors affecting taxed sales constant. The model was used to
examine two scenarios. In the first, current law was assumed to remain in place through 2015.
As illustrated in the second column of the table, as the nominal excise remains constant, inflation

» uCigarcite Tax Increase Still Smoldering,” Lawrence Journal-World, August 2, 2005.

11
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My Name is Kendall Culbertson and | own Outlaw Cigar located in Johnson County at 137" and
Metcalf. My store opened 2 months ago and cost several million dollars to build. Outlaw Cigar is
strictly a cigar store with lounges for customers to relax and enjoy our products. The age range
of our customers is from 40 — 70 years old. We employ 21 people.

If HB2388 passes | will be forced to close my doors. The competition of mail order / internet
with no Tobacco taxes and no sales tax will drive enough of my customers away that we will not
be able to survive.

Outlaw Cigar is located across the street from Corbin Park, one of the largest developments in
the country. Corbin Park is now in Bankruptcy. The land on the other side of my property has
been foreclosed on by the bank. Now is not the time to pass a law that will cause my land to go
vacant as well.

Outlaw Cigars’ other location in Kansas City Missouri was awarded the 2009 Community
Business of the Year for the Kansas City region by the EDC and City Council because of the
charity work we do in the community. Outlaw Cigar has 15 plus charity events per year driving
thousands of dollars to local charities. We have the perfect demographic of affluent patrons to
drive charity dollars into the local market. Your very own Adjutant General - Major General Tod
Bunting has partnered with Outlaw Cigar in an effort to drive charity dollars. For 2010 we have
another charity event planned as well.

An OTP tax change from 10% to 40% will end the existence of my Johnson County location and
all the charity work that we do. Please vote no to the changing of OTP taxes.

Thank You,
Kendall Culbertson

Outlaw Cigar
137" and Metcalf

Sn Assmnt & Tax
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Doug Mays & Associates, LLC
Kansas Governmental Affairs Doug Mays

dougmays@KsCapitol.com 800 Southwest Jackson Street
Suite 808
Topeka, Kansas 66612

785.235.1968 tel
785.221.9332 cell

Testimony

TO: The Honorable Les Donovan, Chair
And Members of the Senate Committee on Assessment and Taxation

FROM: Doug Mays
On Behalf of the Cigar Association of America.

RE: HB 2388 — An act concerning taxation, relating to tax upon cigarettes
and tobacco products; rate of sales taxation.

DATE: March 10, 2010

Chairman Donovan and members of the Senate Committee on Assessment and Taxation. Thank
you for this opportunity to come before you on a matter of significant importance. 1am Doug Mays

" and I appear before the committee representing the Cigar Association of America.

The Cigar Association of America is the national trade organization of cigar manufacturers,
importers and distributors as well as major suppliers to the industry. Originally established in New
York City in 1937, it is now headquartered in Washington, D.C.

A THORNY SITUATION

Kansas, like all but three other states, finds itself in a thorny situation. And, by virtue of the honor
bestowed upon you by the voters of your district, it falls upon you to decide whether, what, and how
much to increase the tax burden that Kansan citizens and businesses must bear. Congratulations.

I do believe that most Kansans who are, at least, acquainted with the process in which you are
presently engaged, understand just how difficult the task that lies before you will be. I know that I
do.

I am not here to advise you on whether to increase the tax burden. That decision is strictly yours,
and if you decide to demand more of the people of Kansas, then you must be fair in your decision as
to what taxes to increase and how much.

Sn Assmnt & Tax
23-0-/0
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HOUSE BILI. 2388

In my 30+ years of observing and serving in the Kansas Legislature, taxes have always been a
popular topic. But in ali that time, I can’t recall such stratospheric numbers being proposed in
this bill.

HB 2388 proposes, among other things, to increase the tax rate on cigars and other tobacco products
(OTP). Proposals include:

The reclassification of little cigars, which, are not cigarettes under Federal definitions,
As “cigarettes” for tax purposes. This change in state tax policy would result in a
240 % tax increase.

An increase from current Kansas OTP tax rate from 10% of the wholesale price, to 40% --
400% of the current tax rate.

STATE REVENUES INCREASE ANNUALY

OTP is taxed on the cost at the wholesale level. Whenever there is a price increase by a
manufacturer or wholesaler, the amount of taxes paid to the state increases. Historically, the
amount of OTP revenue collected by Kansas has risen virtually every year averaging at or above the
rate of inflation.

A TAX UPON A TAX

Cigars and OTP are also taxed federally. In April of 2009, the U.S. Congress enacted a massive
increase in federal taxes on Cigars and OTP. These products are taxed by states at the wholesale
level, while federal taxes are assessed at the manufacturer level. The inflated price that occurred as
a result of increased federal taxes resulted in an unforeseen boost in Kansas tax collections — a tax
upon a tax.

Cigars and OTP are also subject to state and local sales taxes.

BORDER STATES

With the state of Missouri having the lowest tobacco taxes in the America, there is little doubt that
the outrageous proposals contained in HB 2388 will result in a huge shift in buying habits by
Kansas consumers. This will, however, not be confined to the eastern border if Kansas becomes the
high tax point on the prairie, as is proposed in HB 2388.

Such has been the experience in other states that have overreached regarding tobacco taxes. Most
Kansans are frugal by nature and will drive in order to save on purchases of all consumables. The
greater disparity, the further they will drive. And when a consumer product has a long shelf life,
they are motivated to drive long distances combining their road trips with other out-of-state
activities.

)2 -=



THE INTERNET

Times have changed, and the Internet is perhaps the simplest method to purchase cigars and OTP
without paying high taxes. One need only Google “cigar wholesalers™ or “tobacco wholesalers™ to
see the plethora of aggressive and sophisticated web based marketers. Consumers are increasingly
internet savvy and require scant encouragement to shop online for less costly alternatives.

PRESENT SYSTEM WORKS

The current method and level of taxation of cigars and other tobacco products by Kansas works.

e The Kansas Cigar and QTP tax is a percentage tax that automatically increases as prices go
up.

e It is comparable to other states.
e Kansas sales taxes are levied on Cigars and OTP at the retail price which includes state and

federal taxes.

PERSONAL CHOICES / LEGAL PRODUCTS

There is no justification for Kansas Government to single out and punish Kansan citizens for
making personal choices to purchase legal products. Yet, that is what is proposed in HB 2388.

It is a strange symbiotic relationship between those who feel the need to increase taxes, and those
who desire to perfect humanity. This “don’t tax you, don’t tax me, tax the guy behind the tree”
mentality runs counter to every precept at the heart of democracy. It also has another name:
“The tyranny of the majority.”

Who would have believed just ten years ago that the Kansas Legislature would today be
considering, in the name of balancing the budget, social engineering via tax policy. This is a very
slippery slope. Without too much trouble, we will find ourselves looking regularly behind the tree
for alcohol, soda pop, sugar, french fries and Big Macs. Where does it end?

If enhanced state revenue is the choice of the Kansas Legislature, may I strongly suggest that it be
fairly distributed among all of our citizens and businesses in the form of statewide sales tax.

12-3
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Written Testimony before the Senate Assessment & Taxation Committee e
Senate Sub. to HB 2388 — Cigarette Tax Increase
Submitted by J. Kent Eckles, Vice President of Government Affairs

Wednesday, March 10%, 2010

The Kansas Chamber of Commerce appreciates the opportunity to present testimony in
opposition to Senate Sub. to HB 2388, which would raise cigarette taxes by $.55 per pack. Our
opposition to this tax increase is summarized below:

Negative Economic Impact: Kansas is known as one of the “unlucky 13” states amongst
economists because we are one of the last 13 states to exit a recession. We have achieved that
notoriety because during economic downturns, the legislature typically raises various taxes, which
prolongs the effects of the recession and stifles our economic recovery.

Declining Revenue Source: According to the National Conference of State Legislatures (NCSL),
“cigarette taxes are not a stable source of revenue....if Kansas relies on a cigarette tax increase to
fund important government programs, it will create long-term funding revenue shortfalls that will
have to be paid for with other budget revenues or tax increases.” (Source: Tax Policy Handbook
for State Legislators, NCSL, April, 2003).

lllegal Activity: An excise tax increase adds incentives for smuggling and other contraband
activities, including buying tobacco products at Native American territories or over the Internet
where they are not taxed. According to John D’Angelo of the BATFE: “There is no doubt that
there’s a direct relationship between the increase in a state’s tax and an increase in illegal
trafficking.”

Negative Retail Impact: Kansas retailers stand to lose from a cigarette tax increase since itis a
significant source of revenue for many of Kansas’s 2,630 retailers. According to the National
Association of Convenience Stores, cigarette sales account for 32.9% of all in-store sales at
convenient stores nationwide. (Source: State of the Industry: Convenience Store Totals, Trends
& Averages, National Association of Convenience Stores, 2008)

Unfair Tax Burden: Since FY 2000, federal and state governments have increased cigarette
taxes 104 times. Because cigarette taxes are based on product and not on income levels, they
are regressive, impacting low-income adult smokers more than high-income aduit smokers.

We urge the Committee to not pass Senate Sub. to HB 2388.

The Kansas Chamber, with headquarters in Topeka, Kansas, is the leading statewide pro-
business advocacy group moving Kansas towards becoming the best state in America to live and
work. The Chamber represents small, medium, and large employers all across Kansas. Please
contact me directly if you have any questions regarding this testimony.

 KANSAS "SI
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PM USA Opposes an_ihcrease in the Kansas Excise
Tax on Cigarettes

The negative consequences from a $0.55 increase in the Kansas excise tax on cigarettes are summarized
below. :

The Economy: The historic financial and economic crisis has led to exceptionally high levels of unemployment
and eliminated trillions of dollars of wealth from the American economy. While it has also weakened state
budgets across the nation, now is not the time to further strain households struggling to recover from this crisis
with tax increases.

Declining Revenue Source: Total state tax-paid cigarette sales in the United States have declined by an
average of 3.2% per year from 2000-2009." In FY2009, tax-paid sales declined by 4.3%.% In Kansas, tax-paid
cigarette sales have declined by 4.7% a year for the last ten y'ears.3 As a result, the Kansas government will
realize less revenue from a cigarette tax over time and will need to find other means to fill the future gaps in
funding.

lllegal Activity: An excise tax increase could contribute to increased incentives for smuggling and other
contraband activities. This includes buying tobacco products at Native American territories or over the Internet,
where taxes are not collected. As stated by John D’Angelo of the Bureau of Alcohol, Tobacco, Firearms and
Explosives, “There is no doubt that there’s a direct relationship between the increase in a state’s tax and an

increase in illegal trafficking.” *

Retailers: Kansas retailers stand to lose from a cigarette excise tax increase. Cigarette sales are an important
source of revenue for many of Kansas’s 2,630 retailers. % According to the National Association of Convenience
Stores, cigarette sales account for 32.9% of all in-store sales at convenience stores nationwide.®

Unfair Tax Burden: Since fiscal year 2000, federal and state governments have increased their cigarette excise
tax 104 times. Because cigarette excise taxes are based on the product and not on the income level, they are
regressive, impacting low-income adult smokers more than high-income adult smokers. Based on data from the
Center for Disease Control, in Kansas more than 32.6% of adults earning less than $15,000 are adult smokers;
whereas only 12.3% of adults earning $50,000 or more are adult smokers.” An increase in the cigarette excise
tax sets up a situation where the lowest income households in Kansas end up paying for programs for
households that earn an equal or higher income than they do.® :

The unintended consequences of a tobacco excise tax increase can lead to short and long-term
economic and fiscal problems for state governments and hurt legitimate cigarette retailers and
wholesalers. :

1 Bill Orzechowski & Rob Walker, The Tax Burden on Tobacco, vol. 44 (forthcoming February 2010); funded in part by Altria Client Services
Inc.

2 il Orzechowski & Rob Walker, The Tax Burden on Tobacco, vol. 44 (forthcoming February 2010); funded in part by Altria Client Services
Inc.

3 Bill Orzechowski & Rob Walker, The Tax Burden on Tobacco, vol. 44 (forthcoming February 2010); funded in part by Altria Client Services
Inc.

4 Maria Schultz, Raised Tax on Smokes May stoke lllicit Sales, DETROIT NEWS, (July 21, 2002).

5 Retail locations based on intemal PMUSA data and rounded down to nearest 10.

® State of the Industry: Convenience Store Tofals, Trends & Averages, NATIONAL ASSOCIATION OF CONVENIENCE STORES, 2008.

7 Behavioral Risk Factor Surveillance System; Prevalence and Trends Data; Nationwide (States and DC) — 2007 Tobacco Use, U.S. Center
for Disease Control, at http://apps.nced.cdc.gov/brfssfincome.asp?cat=TU&yr=2007 &qkey=43968&state=UB.

8 Methodology: estimated aggregate FET revenue increase of $9.9 billion divided by a 2007 Aggregate Household income of $7.9 frillion.
Household income figures are from the 2007 Current Population Survey, U.S. Census Bureau, at www.census.gov. Income levels rounded
from lowest 20% and highest 5% of single family households as provided by the US Census Bureau.

L | : Sn Assmnt & Tax
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Information provided by Aliria Client inc. on behalf of Philip Morris USA Inc.
Attachment # li

For more information, please visit www.pmusa.com.



Taxes on Top of Taxes

The government imposed burden on cigarettes is already significant for adult smokers.'
This is on top of the other taxes that a typical household pays, including income taxes, social
security taxes, excise taxes on other products (such as gasoline) and property taxes. If Kansas
increased the cigarette excise tax by $0.55, bringing it to $1.34 per pack, this burden will increase

significantly.

This government imposed burden takes a large bite out of a household’s income and hurts lower
income households more than higher income households.” Based on data from the Center for
Disease Control, in Kansas more than 32.6% of adults earning less than $15,000 are adult
smokers; whereas only 12.3% of adults earning $50,000 or more are adult smokers.®

Government Burden on Cigarettes for Households with a Pack a Day Adult Smoker
(% of household income)

9.0% - .
8.1%
8.0% —
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0.0%

$15,000 State Median: $49,119 $100,000

The Government-imposed burden on cigarettes is already significant and more
burdensome on lower-income households. The proposal to raise the state excise tax will

exacerbate this situation.

' The total government costs include: the federal excise tax, the state excise tax, the state sales tax, the costs to cover the tobacco
settlement & quota buyout agreements, and the costs of the new FDA user fee.

2 State Median Income is from the U.S. Census, www.census.gov.
3 Behavioral Risk Factor Surveillance System; Prevalence and Trends Data; Nationwide (States and DC) — 2008 Tobacco Use, U.S. Center

for Disease Control, at hitp://apps.nccd.cdc.gov/BRFSS/income.asp?cat=TU&yr=20088gkey=4396&state=KS

P
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Information provided by Altria Client Services Inc. on behalf of Philip Morris USA Inc.
For more information please visit www.pmusa.com
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Enough is Enough!

Adult Smokers in Kansas Already Pay an Estimated $350 Million Per
Year in Cigarette Taxes Alone!

i
iy

This graphic estimates the total annual state and federal government revenues paid by
adult smokers in Kansas." These are current revenues and do not include the
proposed $0.55 increase in the state excise tax. Total government revenues are an
estimated $350 Million!

1 Bill Orzechowski & Rob Walker, The Tax Burden on Tobacco, vol. 44 (forthcoming February 2010); funded in part by Altria Client

Services Inc. The estimated federal revenues are calculated based on state tax-paid sales data and the federal excise tax rate
and includes the FDA user fee revenues that are estimated based on fotal FDA user fee revenues and total national and state
tax-paid sales.

| o
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Information provided by Altria Client Services Inc. on behalf of Philip Morris USA Inc.
For more information, please visit www.pmusa.com
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Cross-Border Purchasing Resulits in Government
Revenue Loss

The proposed cigarette excise tax will cause packs of cigarettes to be more expensive in
Kansas when compared to its neighbors. The current average price per pack in Kansas is
$5.00." If a $0.55 increase in the state cigarette excise tax were implemented, the average
price would jump to $5.68 per pack.? As demonstrated in the map and chart below, the
resulting per pack price difference between Kansas and its neighbors will provide incentives for
adult smokers to cross the border to buy cigarettes in states with lower excise taxes.

After a $0.55 Increase: Estimated Annual Savings to a Pack a Day Adult Smoker if they
Engage in Cross-Border Purchasing
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When adult smokers act on these incentives, states collect less revenue than expected
from a cigarette excise tax increase. For example, in July, 2007, Indiana raised its cigarette
excise tax above that of surrounding states. After this increase, its revenues fell short of
projections by 24%.°

Cross-border purchasing undermines the stability of this revenue source. Kansas should
strongly consider this before the tax is increased to fund important government
programs.

' Bill Orzechowski & Rob Walker, The Tax Burden on Tobacco, vol. 44 (forthcoming February 2010); funded in part by Altria Client
Services Inc.

2 The resulting price in Kansans has been estimated by adding the $0.55 tax increase, the resulting increase in the sales tax per
pack and including an estimated 18% trade margin. The estimated trade margin is based on State of the Industry: Convenience
Store Totals, Trends & Averages, NATIONAL ASSOCIATION OF CONVENIENCE STORES, 2007.

3 Indiana raised its cigarette excise tax in July 2007. Actuai revenues came in $49.9 million below expectations. State Cigarette
Excise Tax Increases: A Comparison of Projected versus Actual Revenue FY 2003 -2007, FISCAL PLANNING SERVICES, INC.,
(January 1, 2009); prepared for and funded by Alfria Client Services Inc.

E‘q Altria

Information provided by Altria Client Services Inc. on behalf of Philip Morris USA inc.
For more information, please visit www.pmusa.com
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Cigarettes Are an Unstable and Declining Tax
Revenue Source

Cigarettes as a Revenue Base Continue to Decline

Total state tax-paid cigarette sales in the United States have declined by an average of 3.2%
per year from 2000-2009." In FY2009, tax-paid sales declined by 4.3%. In Kansas, tax-paid
cigarettes sales have declined 4.7% per year on average over the past 10 years.? If this
trend continues, the amount of revenue raised from the proposed tax increase will be less

and less in the future.

Government Expenditures Continue to Increase

Funding needs for Kansas continue to grow. Overall expenditures have grown an average
6.2% per year over the same time period.® Relying on a declining revenue base to fund
important government programs is akin to “sticking your head in the sand.” The fact that
long-term funding needs still exist has simply been overlooked.

Declining Cigarette Tax Base Compared to Growing Expenditures in Kansas
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According to the National Conference of State Legislatures, "cigarette taxes are not a
stable source of revenue."* If Kansas relies on a cigarette excise tax to fund important
government programs, it will create long-term funding revenue shorifalls that will have
to be paid for with other budget revenues or tax increases.

' Bill Orzechowski & Rob Walker, The Tax Burden on Tobacco, vol. 44 (forthcoming February 2010); funded in part by Altria Client Services

Inc.
2 Bill Orzechowski & Rob Walker, The Tax Burden on Tobacco, vol. 44 (forthcoming February 2010); funded in part by Altria Client Services

Inc.
3 Data is from Federal, State and Local Governments: State Government Tax Collections, U.S. CENSUS BUREAU, at

http://iwww.census.gov/govs/www/statetax.htmil.
* Tax Policy Handbook for State Legislators, NATIONAL CONFERENCE OF STATE LEGISLATURES, (April 2003).

r’,
o q Altria

Information provided by Altria Client Services Inc. on behalf of Philip Morris USA Inc.
For more information please visit www.pmusa.com
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Cigarette Excise Tax Increases Miss Revenue
Projections

The following table examines the 20 most disappointing revenue shortfalls that occurred following
increases to cigarette excise taxes since July 1, 2002. Between Fiscal Year 2003 and Fiscal Year 2008,
67 state excise tax increases went into effect. Of these increases, only in 20 cases did the actual increase
to state tax revenues meet or exceed the estimates made by internal state offices in the first year
following the increase.’ In 45 instances, states fell short of projections—one state, New Jersey, fell short

by 181%.%

, Tax | EStRev. J Act Rev. | 1y once |Dift. As % of
State and Date Increase | Increase eres
Increase o cres {millions) Est.
{millions) | (millions)

NJ 7/1/2006 ] $0.175 $30.00 ($24.34) ($54.34) -181%
AK  7/1/2007 $0.20 $4.50 $1.12 ($5.62) -75%
NJ  7/1/2004 $0.35 $65.80 $21.40 ($44.40) B67%
WY  7/1/2003 $0.48 $25.30 $10.40 ($14.90) -59%

HI  10/1/2002] $0.20 o

71115003 $0.10 $33.00 $13.80 {$19.20) -58%
NH  7/1/2007 $0.28 $45.00 $22.68 ($22.32) -50%
AZ 12/4/2006] $0.82 $188.30 $97.80 ($90.50) -48%
CT 3/15/2003] $0.40 $25.50 $14.60 ($10.90) -43%
T™N  7/1/2007 $0.42 $228.00 $133.48 ($94.52) “41%
GA  7/1/2003 $0.25 $180.00 $117.10 ($62.90) -35%
CT  7/1/2007 $0.49 $86.40 $59.15 ($27.25) -32%
AZ 11/5/2002] $0.60 $90.20 $62.40 ($27.80) -31%
DE 8/1/2007 $0.60 $46.90 $32.22 ($14.68) -31%
MT  1/1/2005 $1.00 $17.60 $12.30 ($5.30) -30%

Rl 7/1/2004 $0.75 $26.50 $19.00 ($7.50) -28%
OK  1/1/2005 $0.80 $76.60 $55.00 ($21.60) -28%
DC 1/1/2003 $0.35 $5.80 $4.20 ($1.60) -28%
OR 11/1/2002] $0.60 $70.70 $53.70 ($17.00) -24%

IN  7/1/2007 $0.44 $205.00 $155.40 ($49.60) -24%
Ml 7/1/2004 $0.75 $210.20 $160.60 ($49.60) -24%

These historical revenue shortfalls suggest that states may not collect as much
revenue as expected following a cigarette excise tax increase.

' There are only 65 states where there is enough data to determine the difference in projected versus actual revenue.
In two instances, increases in New York and Hawaii, the data was not available.

2 State Cigarette Excise Tax Increases: A Comparison of Projected versus Actual Revenue FY 2003 -2008, FISCAL
PLANNING SERVICES, INC., (January 1, 2009); prepared for and funded by Altria Client Services inc.

:‘:q Altria

Information provided by Aliria Client Services Inc. on behalf of Philip Morris USA Inc.
For more information please visit www.pmusa.com
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Enough is Enough!

A Pack of Mariboro Cigarettes in Kansas Could Cost
$5.60!

FILTER CiGARETVTES

The chart above estimates the price of a pack of cigarettes in Kansas should the
proposed $0.55 per pack excise tax be enacted.! The total estimated
government revenue would represent 59% of the total cost!

Manufacturer's price is the list price of a pack of Mariboro® cigarettes to wholesale less off-invoice allowance and
applicable terms as of December 2009, excluding settlement agreement and federal excise tax payments. The existing
excise taxes can be found in, Bill Orzechowski & Rob Walker, The Tax Burden on Tobacco, vol. 44 (forthcoming
February 2009); funded in part by Altria Client Services Inc. The estimated settlement cost per pack and the estimated
quota buyout payment are from PM USA internal data. The estimated trade markup is based on data from: Stafe of the
Industry: Convenience Store Totals, Trends & Averages, NATIONAL ASSOCIATION OF CONVENIENCE STORES, 2007. Actual
retail prices will vary. Numbers may not add due to rounding. The FDA user fee revenues are estimated based on total
FDA revenues and total national and state tax-paid sales.

P
[ q Altria

Information provided by Alfria Client Services Inc. on behalf of Philip Morris USA inc.
For more information, please visit www.pmusa.com
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New Jersey’s 2006 Cigarette Excise Tax Increase Contributed to a Decline in X

Total Cigarette Tax Revenues

In July 2006, New Jersey’s cigarette excise tax increased from $2.40 per pack to $2.575 per pack. The 17.5 cent tax increase was
expected to raise an additional $30 miilion in state revenue.! Instead of raising revenues, the cigarette excise tax increase contributed to a
substantial loss of tax revenues notwithstanding the increase in the amount of the cigarette tax.

The two figures below show the actual versus expected decline in tax-paid cigarette sales revenue following the 17.5 cent tax increase.
Tax-paid sales were expected to decline by 3.3% but actually dropped by 9.2%, causing an actual revenue loss of $24.3 million dollars.?
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Instead of New Jersey having more revenues to fund government programs, the 17.5 cent cigarette excise tax increase led to
substantially lower cigarette excise tax revenues to support the state’s operations.

' Assembly Budget Committee Statement to Assembly, No. 4705, State of New Jersey, July 7, 2006.
2 Bill Orzechowski & Rob Walker, The Tax Burden on Tobacco, vol. 44 (forthcoming February 2010); funded in part by Aliria Client Services Inc.
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information provided by Altria Client Services Inc. on behalf of Philip Morris' USA Inc.
For more information, please visit www.pmusa.com



Estimated Government Burden in Kansas

Adult smokers pay the same dollar amount of excise tax on cigarettes regardless of their

_income. The proposed $0.55 tax increase would increase the total government burden per
pack from $2.72 per pack to $3.31 per pack.’ For a pack a day adult smoker, the annual
costs would increase from $993 up to $1,208. 2

The maps below, broken up by zip codes, show the government burden as a percentage of
household income an adult smoker in Kansas pays.® The left map shows the percentage of
median household income that a pack a day adult smoker currently pays to the government.
The right map shows the increased burden from the proposed $0.55 tax increase.

Current Parcent of
Household Income B Percent of Household Income

After $0.55 SET Increase
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This clearly illustrates that a $0.55 increase in the cigarette excise tax rate hurts all
adult smokers in Kansas.

! The total government burden is defined as applicable federal, state and iocal excise taxes, setflement expense, FDA user fee, quota
buyout, and sales tax. The estimated federal revenues are calculated based on state tax paid sales data and the federal excise tax rate.
Bill Orzechowski & Rob Walker, The Tax Burden on Tobacco, vol. 44 (forthcoming February 2010); funded by Altria Client Services Inc.
and other tobacco companies.

2 Numbers may not add due to rounding.

® The maps are created by Caliper based on Census 2000 median income data and shown by zip code.

k’”q Altria

Information provided by Altria Client Services Inc. on behalf of Philip Morris USA Inc.
For more information please visit www.pmusa.com
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Kansas Retailers Stand to Lose from Cigarette Tax

As the Kansas legislature considers increasing the cigarette excise tax by $0.55 per pack, it should consider the

Increase

effect on in-state retailers.

There are more than 2,630 retailers in Kansas that typically sell cigarettes.1 Cigarette sales are an important
revenue source for many of these retailers. For example, according to the National Association of Convenience
Stores, cigarette sales account for 32.9% of all in-store sales at convenience stores nationwide.

Tobacco excise tax increases may harm legitimate, in-state retailers. In-state retailers lose sales and revenues
when users of tobacco products react to a tax increase by shifting their purchases across state lines or to other
sources, such as Native American territories or over the Internet, where taxes are often not collected. In fact,
many Internet sites erroneously state that their products are free from state excise taxes. The effect of this
purchasing shift on retailers becomes even more pronounced when tobacco purchases are bundled with other

2

1. Cigarettes 33.7% 32.9%
2. Packaged Beverages (non-alcoholic) 12.8% 13.4%
3. Foodservice 13.4% 14.0%
4. Beer 11.1% 11.1%
5. Sally Snacks 3.8% 3.7%
5. Other Tobacco 31% 3.3%
6. Candy 31% 3.0%
8. General Merchandise 2.2% 2.6%
9. Fluid Milk Products 2.6% 2.5%
10. Edible Grocery 1.9% 1.8%

Total 87.7% 88.3%
Source: 2008 NACS SOI Survey Data

products, such as gasoline and groceries.

In the case of the current proposal, the taxes on a carton of cigarettes in Kansas would become up to $12.60
more expensive than those sold in neighboring states.® Substantial differences in the price per carton of
cigarettes may also exist when purchases take place on Native American territories or through the Internet.
When adult smokers act on these incentives, tax-paid cigarette sales fall for Kansas retailers.

Furthermore, following a cigarette excise tax increase, adult smokers spend more of their income on cigarettes
and have less to spend on other goods, which hurts other segments of the economy. The Congressional Joint
Committee on Taxation (JCT) notes that "because smokers are paying more in aggregate to smoke, they
consume less of other goods and services in the economy. This implies that incomes of producers and workers
in other sectors will decline.” In fact, when estimating the revenue increase from a tobacco excise tax increase,
the JCT offsets gross revenues by 25% to account for decreases in income and payroll tax revenues.

Tobacco Excise Tax Increases May Harm Legitimate, In-State Retailers.

T Retail locations based on internal PMUSA data and rounded down to nearest 10.

2 State of the Industry: Convenience Store Totals, Trends & Averages, NATIONAL ASSOCIATION OF CONVENIENCE STORES, 2008.

3 The cigarette tax differential has been estimated by comparing Kansas’ state excise tax including the proposed increase ($13.40 per
carton) and state sales tax ($2.86 per carion) to all of its neighbors. The neighbor with the lowest combined taxes was Missouri: state
excise tax ($1.70 per carton), weighted average local excise tax ($0.33) and state sales tax ($1.63 per carton). Tax rates are from: Bill
Orzechowski & Rob Walker, The Tax Burden on Tobacco, vol. 44 (forthcoming February 2010); funded in part by Altria Client Services

Inc.

* Joint Committee on Taxation, Modeling the Federal Revenue Effects of Proposed Changes in Cigarette Excise Taxes, (JCX-101-07),

October 19, 2007.

..
o q Aliria

Information provided by Aliria Client Services Inc. on behalf of Philip Morris USA Inc.
For more information, please visit www.pmusa.com
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Kansas has an Excessive Burden on Cigarettes
Compared to the Average State

Tax-paid cigarette sales in Kansas are subject to the following current and potential
government revenue burden:’

The proposed $0.55 cigarette excise tax increase will raise the costs on a pack a day
adult smoker in Kansas from 2.7% of per capita personal income to 3.3% of per capita
personal income.? This means that the Kansas tax burden will jump from the 33rd
highest burden in the country to the 21st highest burden in the country.

Cost Burden for a Pack a Day Aduit Smoker in Kansas
3.5% - 3.3%
3.1% s

of, %
3.0% 1 2.7%
2.5%
2.0% |
1.5% -

1.0% -

0.5% -

0.0% s

Kansas Revenue Burden Awerage State Revenue Kansas Excise Tax
Burden Increase

Kansas should not raise the state excise tax by $0.55 per pack. Kansas residents
would have to pay the 21st highest cigarette excise tax burden in the country if
this excise tax increase were enacted.

! Bill Orzechowski & Rob Walker, The Tax Burden on Tobacco, vol. 44 (forthcoming February 2010); funded by Altria Client
Services Inc. and other tobacco companies. The estimated sales tax per pack, settlement cost per pack, and the estimated quota
buyout payment are from PM USA intemal data, numbers may not add due to rounding. The FDA user fee revenues are estimated
based on total FDA revenues and total national and state tax-paid sales.

2 per capita personal income is from the Bureau of Economic Analysis. In 2007, Kansas per capita personal income was $36,483
while the US average per capita personal income was $38,564.

-
L"q Altria

Information provided by Altria Client Services Inc. on behalf of Philip Morris USA Inc.
For more information, please visit www.pmusa.com
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Before the Senate Assessment and Taxation Committee
SB 516
Michael R. Murray
March 10, 2010

Representing the Kansas Food Dealers Association
and the Retail Grocers Association of Greater Kansas City

WRITTEN TESTIMONY ONLY
Mr. Chairman and Members of the Committee:

On behalf of the Kansas Food Dealers Association (KFDA) and the Retail Grocers Association of
Greater Kansas City (RGA), thank you for the opportunity to comment on SB 516 which would increase
the Kansas sales tax by 1%, and which would increase the tax on cigarettes from $.79 per pack to $1.34
per pack.

These two organizations represent over 400 grocery store locations in the State of Kansas with
tens of thousands of employees.

The KFDA and the RGA are opposed to these tax increases.

If this sales tax increase were enacted Kansas would have the highest sales tax of any of our
surrounding states. And, there are local sales taxes on top of that.

The Missouri tax on cigarettes is $.17 per pack. The Kansas tax on cigarettes would be $1.34
per pack. People will flock to Missouri in greater numbers than today to buy groceries and cigarettes
making businesses on the Kansas side less and less competitive.

Raising taxes in times of recession is precisely the wrong approach. The retail grocery business
is still in a recession. Obviously, consumers continue to purchase food, but many are purchasing food
that is less expensive. Our retailers still have the same costs of doing business—Ilabor, utilities,
maintenance, etc.—but they have less revenue and less profit because of the shift in consumer spending
habits. Increasing the state sales tax will drive a certain segment of the market to retailers out-of-state
further diminishing the retail revenue stream and lessening the retailers’ ability to maintain and create
jobs.

Respectfully, the KFDA and the RGA urge you to vote NO on SB 516.

Sn Assmnt & Tax
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Phone: 706-494-.._ .~
Fax: 706-494-1893
website: www.ipcpr.org
email; info@ipcpr.org

Ju_ .OWE
Executive Director

Gary Pesh, President

Curt Diebel, First Vice President

Finnie Helmuth, Second Vice President
Craig Cass, Treasurer

Ken Neumann, Secretary

Tom Moran, Ex-Officio

#4 Bradiey Park Court Suite 2H
Columbus, Georgia 31904-3637

March 10, 2010
Dear Senate Committee on Assessment and Taxation:

| speak on behalf of nine Kansas premium tobacco retail shop owners. The Other Tobacco Products
(OTP) excise tax increase from 10% to 40% in SB516 will have devastating effects on our small,
independent business owners. Last year the federal government enacted the highest tobacco tax
increases in history to help fund expansion of the State Children's Health Insurance Program which is
bringing more money to Kansas. The tax increase on premium (large) cigars varied from 158% to more
than 700% and the tax on smaller (little) cigars increased more than 2,400%.

Because Kansas levies its current OTP tax on the manufacturer's selling price, and because
manufacturers' prices increased as a result of the federal tax increases, Kansas is getting more money
because the tax is now levied on a higher base. OTP taxes are pegged to inflation in that every time the
cost of the product increases, the state gets more revenue. The combination of the higher federal taxes
and the current economic recession has negatively impacted our members’ sales.

Our brick-and-mortar retail shops already face tremendous competition from mail order and internet
sales operations that sell directly to our members customers. These out-of-state vendors already sell
premium cigar and tobacco products at prices much lower than our retailers may offer them in their
shops. To the consumer, these vendors’ prices are far too attractive for Kansas consumers not consider
purchasing from out-of-state. These price variances are directly related to the fact that these out-of-state
vendors do not collect the Kansas excise or sales taxes.

The issue will only be exasperated by the state approving this excessive tax increase. On behalf of our
premium retail tobacco shops, | urge you to vote no on SB516.

Thank you very much for your time and attention in this matter.

Chris McCalla
Legislative Director

Sn Assmnt & Tax
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My name is Tom Foster. | have owned and operated a family tobacco
store in Kansas City, Missouri for the past 11 years.

In the past decade, | have witnessed several cigarette tax increases in
both Missouri and Kansas. | would be opposed to a cigarettetax
increase in Kansas.

Increasing a tax in a neighboring state such as Kansas would only
increase cigarette sales in a store such as mine, where the cigarette
taxes are significantly lower.

This only encourages individuals to break the law, cross he state line,
purchase cigarettes and then bring them back to a state such as
Kansas. All done in an effort to evade higher prices.

The overall effect would be shrinking sales of cigarettes in Kansas thus
hurting, not only the small businesses thatsell cigarettes, but also
lowering the revenue generated from the sales of cigarettes in the state
of Kansas.

Taxes on tobacco products are already excessive and the revenue
generated from our industry to states such as Kansas is enormous.

Raising the cigarettes tax in Kansas will only push customers away
from stores that do business in Kansas.

Tom Foster

Co-Owner

Fidel's

4112 Pennsylvania Ave.
Kansas City,MO. 64111

ph: (816) 561-6505

cell: (816) 506-2242

email: fidelscigars@yahoo.com
www.fidelscigarshop.com

Sn Assmnt & Tax
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March 10, 2010
Mr. Chairman and members of the Senate Committee on Assessment and Taxation,

My name is Father H Setter. I am a priest in Wichita. I also happen to be the Chaplain of the International
Premium Cigar and Pipe Retailers Association or the “IPCPR.”

I am asking you to vote NO for HB2388. I am opposed to this bill because of the ongoing attack on the tobacco
industry that our current legislators across this nation are engaging in that ultimately threatens the livelihood of
many industry people, including manufactures, retailers and further burdens the consumers as well.

Raising taxes the way our legislature is trying to do right now is not a quick fix or let alone a long term solution
to our financial woes as a state. Though the temptation may be there to think so, let’s look at this with some
common sense. You know that you generate big tax dollars from tobacco products. That’s because of
economics 101: supply and demand. Contrary to what some people think you can tax the demand for
consumable goods right out of existence. People can and will buy tobacco products where they get the best
prices, even if that means going across state lines to do so. These kinds of taxes only encourage a black market
mentality that brings less tax dollars to the state of Kansas.

What about the people whose livelihoods are at stake here as well. In particular I am concerned for the local
tobacconist who sells premium cigars and pipes in our state. What happens when businesses start closing or
laying off people because of falling statewide sales? Specifically with a 40% tax on O.P.T's, long term
customers will search for better deals. That means instead of buying locally from Kansas business owners
many buyers will buy via the internet or phone sales in other states that do not have to pass on to consumers
outrageous tax hikes. A 40% tax increase on cigars will actually cause the state to lose tax dollars as consumers
buy out of state. That also means the potential loss of jobs and businesses.

If you owned a business would you be willing to let your customers be taxed outrageous amounts of money so
the government can try to fix budget woes? Not to mention with the smoking issue you’ve made it illegal to
smoke anywhere in public except “your” casinos, private clubs and care homes. How is that helping generate
sales that you want tax dollars from? I find it hypocritical that you want the tax revenue from tobacco products
yet you don’t want to give people a legitimate place to consume these legal products and you want to tax them
more than ever.

What would you do if you were the recipients of these tax hikes? How would you respond if you were to be
taxed 40% on something that is legal that some legislator chose to “target” as a taxable item just because they
don’t use it? Or they don’t like it? Or they don’t believe in it? In my opinion that is the equivalent of racial
profiling on a political level.

As a voice for the IPCPR, I would ask you to represent all Kansans equally and fairly, especially those who
cannot bring you added tax revenue when consumers are no longer shopping and spending in their Kansas
stores. This bill is not fair. You and I both know it. Raising taxes like this can do more damage in the long run
than helping us now. You are setting up long time Kansas businesses owners for jeopardy with this kind of
taxation. I am asking you to vote NO for HB2388.

Father H Setter
Sn Assmnt & Tax
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