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Testimony before House Tax Committee

HB 2306 — tax on alcohol and cigarettes
Presented by Mike O’Neal, Kansas Chamber CEO
{Written only in opposition)

Feb. 18, 2015
Mr. Chairman and members of the Committee

On behalf of The Kansas Chamber | appreciate the opportunity to provide written testimony in
opposition to HB 2306, which would dramatically increase the tax on alcohol and cigarettes in the state.

The Kansas Chamber Board-approved Legislative Agenda supports reductions in taxes to encourage
investment and growth, not increase in taxes to sustain and maintain an appetite for spending. We
support reductions in government spending instead of increasing the cost of doing business through tax
increases. The 2015 Legislature has not, as yet, shown that reduced spending as an alternative to
general tax increases have been fully explored. We understand that the Administration has suggested
these ‘sin’ taxes as a way of plugging a revenue hole. However, targeting taxes on legitimate business
products, whether alcohol, cigarettes or apple pie, is poor public policy given our peer states are looking
to reduce their tax burdens, having taken a cue from what Kansas has started in recent years.

Now is not the time to succumb to the temptation of passing regressive tax increases to fill a temporary
hole in the state’s revenue stream. When the private sector experiences loss of revenue, it doesn’t rush
to increase the price of its products or services. Instead, businesses cut costs, reduce overhead, and may
even reduce the price of the product or service to stimulate growth. Businesses, unlike government,
can’t force their customers to spend. The Legislature should avoid the temptation to force a tax increase
to sustain growth in spending.

Increased taxes, especially sales and excise taxes, affect behavior. Tax more, get less. Taxing cigarettes
and alcohol may be a way to socially engineer behavior but that is not the expressed intent of this bill. A
$107M price tag has been affixed to this proposal to help plug a hole in a budget that can be plugged
with reductions in spending. But, raising these taxes will affect behavior. Consider the Tax Foundation
article attached, dealing with the phenomena of cigarette smuggling. It's obvious when reviewing the
attached map why Missouri is a net-outflow state and Kansas is a net in-flow state for smuggled
cigarettes. Our current ranking of 19" highest smuggling state would shoot to the top with passage of
this legislation.
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“..to continually strive to improve the economic climate for the benefit of every business and
citizen and to safeguard our system of free, competitive enterprise’.
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Cigarette Taxes and Cigarette Smuggling by
State, 2013

February 05, 2055
By Scott Dfenkm:d, Joseph Henchman
Key Findings
« Large differentials in cigﬁreue taxes across states create Incentives for black market sales.
« Smuggled clgarettes make up substantial portions of cigareite consumption in many states, and greater than 20 percentof
consumption in fifteen states. .
+ Thehi l?est inbound clgaretle smugglinlg rates gre in New York (8.0 percent), Avfzona (49.3 percent), Washington {46.4 percent),
New ?xloo (46.1 percent), and Rhode Island (32.0 percent}, .
+ The highest sutboitnd snmgélh&g tates aye in New Hampshire (28.6 percent), Idahe (24.2 percent), Virginta (22.6 percent),
Delaware (22,6 percent), and yominF {21,0 percent, |
« Smugeling rates jumped stbstantially In lllinois after hikes in state and county exclse tax rates, from 1.1 percent of constimplion In

the last edition to 20,9 percont In this editlon.
+ Cigarette tax rates increased In 30 states and the District of Columbia between 2006 and 2013,

Publle pollcies often hiave unintended consequences that oubwelgh thelr benefits. One consequence ofhi%h slate clgareite tax mtes has
been inereased smuggling as ednvinals procuve d Iseoumec;lpacks from low-lax states to setl in high-1ax states. Growing cigarelte tax
differentials have mads elgarette smugghing both a national preblem and a lucrative eriminal enterpiise.

Eachyear, scholars at the Mackinac Conter for Public Pollcy, a Michigan think tank, use a statistical anal?{s!s ef avallable data to
estimate smygeling rates for each state.[il'l ‘Theirmost recent report uses 2013 data and finds that smuggling rates gﬁnemll,}' risein
slates after they adopt Jarge cigareite tax ineveases, Smuggling rates have dropped in sotne states, howéver, often whete neighbaring
states have Rifgher clgarette tax rates, Table 1 shows the data for cach state, conmparng 2013 and 2006 smuggling rates and tax changes,

New York is the highest net Imporier of smuggled cigaveltes, tolaling 58.0 gemem of the lotal elgareite market In the state, New York
atso has the highest state clgarelte tax $%.35 ger pack), not counting Hee addittonal local New York City clgarette tax {an additional
$1.50 per pacls. Smuggling in New York has fisen sharply stnce 2006 (+62 percent), as has the tax raté (+190 percent),

Smuggling in Hlinols Lios also inereased deanntfeally, fean: 1.1 percent to 20.3 lpereentslnce tie Inst data release. This s likely refated to
the fact that 1lie Hinols slate clgaretle Lax rate was fked from $0.98 10 $1.98 Nt mid-20t2, Thisincrease In smuﬁgling may continuein
fiture data editions, as more recent increases In both the Cook County rate (from $2,00 to $3.00 per pack, effective Maxcl 1, 2013} and
the Chicago munielpal rate (from $0.68 to $1.18, eficctive January 10, 2014} have brought the comblied state-county-munieipal rate to
$6.16 per- pack of cigavettes, the highest combined rate in the couitry,[2]

Other peer-reviowed stitdies rmvide support for these findin, s.[ﬂRecenﬂy astudy in Tobgece Control examined littered gacks of
cigarettes In five northeast clties, Mnding that 58.7 percent of packs did not Trave proper local stamps. The authors estimated go.sto 42,1
percent of packs were trafficked.E4]

Smuggling takes many forms: counterfeit state lax stamps, counterfelt versions of tegitimate brands, hijacked trucks, or offlelals turning

ablinde ‘e.ﬂ ‘The stidy’s authors, LaFpive and Nesblt, cite examples of a Maryland police officer running liifelt clgarettes while on

duly, & Virgluia man hiring a conlract killer over a elgarelte smug%!n dispute, and prison guards caught smuggling clgarettes into

prisons, Policy responses have included banning common carrier dellvery of clgaretfes, (6] greater Jaw enforcement act vity onintersiate

roads,[7] differential tax rates near low-1ax jursdictions,{81 and eracking down on telbal rescrvations that sell tax-free cigavettes.fo}

%{ois'even the underdying problem remains: high clgaretie taxes that pmount 1o a “price prohibition” of the product in many U.S, states,
10

hitp://taxfoundation.org/article/cigarette-taxes-and-cigaretie-smuggling-state-2013-0?me_c... 2/16/2015
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Cigarefte Smuggling Rises with Exclse Tax Rates
Claarelle Smugstng vs. State Cigurelle Bacle Yox Role, 2012
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http://taxfoundation.org/article/cigarette-taxes-and-cigarette-smuggling-state-2013-0?me_c.., 2/16/2015
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(per inflow, inflow, smuggling, 2006 200
pack) negativeis negativeis  50least) (e.g, NY 201
outflow) outflow) changed
from #5 to
#1, SO
rank
changed
+4)

New York 8445 +58.0% +35.8% 1 +4 +190%
Atlzona $2.00 +49.2% 4321% 2 +5 +60%
Washingion | $3.025 +46.4% +38.4% 3 1 +49%
Newdexleo | $1.66 +46,1% +30.9% 4 -2 +82%
Rhode Island | $3.50 +32,0% +43.0% & -4 +42%
Califomfa $0.87 +31.5% +34,6% & 10 Ho Change
Wisconsia $2.52 +31,2% +13.3% 7 it +227%
Texas $1.41 +27.4% +14.8% § 18 +244%
Utah 150 +27.3% +12.9% 9 +1 £145%
Michigan 2,00 +25.0% +31.0% 10 -1 No Changa
Conneclleut | §3.40 +24.8% +H2.3% 1 411 +125%
Montana $1.70 +23.5% +312% 12 -4 No Change
South Dakota | $1.53 +22.4% +5.3% 13 B +189%
lfinols %108 +20.9% H3H 14 +3 +102%
Manylard $2.00 +20.2% +10,4% 15 +9 +100%
Minnesota $1.60 +18.0% +23.6% 16 -G 1%
Florida §1.239 +17.1% +6.9% 17 +9 +204%
Towa 8136 +H65% +2.4% 18 +15 +278%
Kansas $o.49 +15.0% +18.4% 19 L No Changa
Colorado $0.84 +13.5% H16.6% 20 -6 Ho Change
Hew Jersey $ag90 +10,0% +38.4% 21 -18 %
Massachusells | $2.51 +12.0% +17.5% 22 ] +G6%5
Oregon §1.18 +10.8% +211% 23 12 Neo Change
Maine $2.00 +10,6% +16.6% 24 -9 Ko Change
Atkansas LIS +8.5% +3.0% 25 +8 +95%
Mississippl §0.68 18.4% -1.7% 26 1 +36%
Ohlo $to5 +7.1% +13.4% 27 -8 No Changs
Oklzhoma $1.03 +3.0% +9.6% 28 -3 No Change
Nebraska $50.64 +2.8% +i2.0% 29 6 No Change
Lotifslana $0.36 +2.8% +6.4% 30 -3 No Change
Penngylvanta | $1.60 “0.1% +12.9% 3t =10 +19%
mﬁm $0.57 -2,4% Ba% 32 +9 +14%
Tennessee $0.62 -20% 45% 3 15 +210%
Yeront $2.62 -31% +4.5% 34 -4 +46%
North Daketa | §0.44 -3.7% +3.0% kH -3 HNo Change
Qeorgla $o0.a7 -4.2% -0.4% 36 -1 Ho Change
Alabama §0.425 74% +0.5% 37 -3 No Changa
Kenueky $0.60 7.6% <6.4% 38 +2 +100%
Missondd $o.47 139% -11.9% 39 +5 B No Change
Indiana $0.995 -155% -10.8% 40 +3 +790%

hitp:/taxfoundation,org/article/cigarette-taxes-and-cigarette-smuggling-state-2013-02me_c... 2/16/2015
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Nevada $0.80 -18.8% +4.8% 4t -12 No Change
West Yirginla | $o.55 -10.5% -BA% 42 10 No Change
Wyoming $0.60 ~21.0% 0.6% 43 -7 o Change
Delasare 3160 -22,6% -6).5% 44 +3 HI1%
Vieginta §0.30 -22,6% “23.5% 45 +0 Ho Change
Idzhe $0.57 -24.5% -6.0% ’ 46 - No Change
ﬁ::‘:lp.shire $1.64 -28.6% -29.7% 47 —1 #Hio¥
Alaska $2.00 NiA H/A N/A /A +25%
Hawali $3.20 NfA HiA N/A NfA +126%
g?rrclrﬂna $0.45 H/& NfA NjA N/A +50%
Dldrictof | 250 H/A B/A N/A /A 4150%

Sowzees Maddnac Canler for Pubiie Felleys Tax Foundation.
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