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Good afternoon Chéirman Kleeb and members of the committee.

Much of my testimony will remain the same as yesterday and rather than go through all of
yesterday's testimony, I will leave that for for you to read later. Todays testimony will have
updated charts on cigarette and tobacco products.

As I stated vesterday, there are two bills which in tandem comprise the Governors tax package
House bill 2307 which levels out and stabilizes the future income tax rates and sets up the 102%
and 103% ratchets to fund a Budget Stabilization Fund and a Tax Reduction Fund. It also
includes the two year acceleration of the income deductions for mortgage interest and property
tax, plus the amnesty provision. House Bill 2307 increases revenues for the 2016 and 2017 fiscal
years , $103.2 million and $108.5 million respectively, for a two year total ‘of $211.7 million.
House bill HB 2307 increases revenues about one-half of the two tax bills.

The first part of HB 2306 concerns the increase in Cigaretie and Tobacco products taxes and is
the subject of today’s hearing.

House bill 2306, increases the cigarette and Liquor taxes. The bill proposes to increase the tax on
cigarettes July 1, 2015 from .79 cents per pack to $2.29 per pack. Included in the bill is an
increase in the wholesale tax from 10 percent to 25 percent on tobacco products. The total
increase in reverues from the cigarette and tobacco products is $80.8 million in FY 2016 and -

$76.2 million in FY 2017.

Attached to my testimony is Chart A showing the revenue generated by the cigarettes and
tobacco tax in each fiscal year. Ii also includes the Liquor taxes.

Chart B is a comparison of Kansas and Selected area states showing the tax on cigarettes per
pack in the third column.

Chart C show state cigarette excise tax rates and state rankings as of December, 2014. Kansas
would be between the 11th and 12 th highest at $2.29 per pack.

The question was asked several days ago, why the particular amount of $1.50 increase was used.
For the same réasons you, the legislature, will be looking at in the coming weeks as you parrow
down through the Appropriations process what the state's expenditures will be and then focusing
on on the neccessary revenues to close the gap, if any, is needed to make the constitutionally
required balanced budget.

The last page on my testimony for today is a copy of KLRDs' run of revenues and expenditures
and ending ending balances based on the submitted Governors budget. ' '



In summary, as we begin the process of balancing the budget, you will be inundated with many
different proposals from within and outside your legislative body. There will be ideas of what
expenditures need to be reduced and there will be ideas of many different taxes that can increase

revenues.

Under the constitution the Governor is charged with presenting the legislature a balanced budget.
Taken in its totality the Governors expenditures and the two tax bills (HB2306 & HB2307) will
generate the revenues to balance the budget as of January, 2015. Depending on the final budget
comming up the increase in revenues may need to be substantially more.

I fully realize and appreciate your obligation to legislate and work out a balanced budget to
present to the Governor for his signature.

As much as I dislike presenting any tax increase on the taxpayers of Kansas to you, I also believe
we should be consistent and select a tax increase that will best serve all Kansans in growing the
economy, jobs and increasing working Kansans average income.

Lowering the tax rates on productivity (incomme taxes) on individuals and flow-through business
income has resulted in many more Kansas jobs and one of the lowest unemployment rates
(4.2%) in the country. I believe it is much more important for our friends and neighbors fo be
working and providing for their families, than it is to take more of their money and grow the
government at their expense.

Consumption tax increases do less harm to the growth of the economy than increased taxes on
productivity. While increasing taxes on cigarettes and liquor may not be popular among those
who smoke and/or consume alcohol, it is one of a very few consumption taxes on a product that
is discretionary for the consumer.

There are a number of sales tax exemptions that may well be considered as with other possible
increases or changes in different consumption taxes. I urge the committee to deliberate carefully
over the next few weeks all the proposals put before you and keeping in mind the effects of each
of the proposals and what each will do in regards to growing the Kansas economy and jobs in the
private sector.

As in the past as we move through the next few weeks in the session we will be able to see some
firming up of the expenditures of the state and as the committee process works the better 1deas
will begin taking shape, projected runs will be made by research and the formulation of a plan
will emerge. It will not be easy, there will be hard choices, but it will happen.

I look forward to working with you over the next several months.

I have brought with,me' other KDOR officials to help answer specific questions.

T would be happy to answer questions at the appropriate time.



Chart A

In terms of a fiscal note- The FY 2016 amounts include the inventory tax for cigarettes and
tobacco. B :

) FY 2016 FY 2017 FY 2018 FY 2019 FY 2020
Cigaretites $71.91 - $685.77 $65.05 $64.33 $63.62
Tobacco $8.90 : $10.40 $10.68 $10.587 311.26.
Lig Enforce . $27.05 $27.88 $28.30 . $28.72 $29.16

Total $107.86 $104.05 $10403  $104.02 $104.04



C ho{c"‘( £

Comparison of Kansas and Selected States, Various Tax Rates - January 1, 2013

Colorado
Towa
Kansas
Missouri
Nebraska

Oklahoma

Source; 2013 Foels and Figures How Does Your State Compare? Wawiaxfonndation.org

Annunl Report

‘Beer Wine Cigaretie Motor Fuel
Per Gallon Per Gallon Per Pack Per Gallon
$0.08 £0.32 $0.84 $0.22
30,19 31 ,757 $1.36 $0.22
50.18 5030 50.79 §0.25
$0.06 $042 $0.17 $0.173
$0.31 $0.95 $0.64 $0.255
3040 $0.72 $1.03 - $0.17

Kansas Depariment of Revenue
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STATE CIGARETTE EXCISE TAX RATES & RANKINGS

Overall All States’ Average: $1.54 per pack
Major Tebasco States® Average: 48.5 cents per pack
Other States® Average: $1.68 per pack

Siate Tax | Rank Stafe Tax | Rank State Tax | Rank
Alabama $0.425 | 47th Louisiana $0.36 | 49th Oklahoma | $1.08 | 31st
Alaska $2.00 | 12th Maine $2.00 | 12th Oregon $1.31 | 28th
Arizona $2.00 | 12th Maiyland $2.00 | 12th Pennsylvania $1.60 | 22nd
Arkansas $1.15 [ 30th Massachusells | $3.51 | 2nd Rhods Island $3.50 ] 3d
California $0.87 | 33rd Michigan $2.00 | 12th Seuth Carolina $0.57 | 42nd
Colorado $0.84 | 34th Minnesota $2.80 | 7lh South Dakota . | $1.53 | 24ih
Connsciicut $3.40 | 4ih Mississippl $0,68 | 37ih Tennessce §0.62 | 39th
Delaware $1.60 | 22nd -| Missouri $0.17 | 5ist Texas $1.41 1 25th |
De . $2.50 | 11ih Montana $1.70 | 19th Utah $1.70 | 18th
Florida $1.339] 27th Nehraska $0.64 | 3Bth Verment $2.76| 8th
Georgla $0.37 | 48th | Nevada $0.80 | 35th | Virginia $0.30 | 50th
Hawaii $3.20 | &th Maw Hampshire | $1.78 | 18th Washington $3.025| 6th
Idaho $0.57 | 42nd Wew Jersey 22701 Oth | West Virglnia $0.56 | 44th
{llincls $1.98 | 7th Naw Mexico 51.68 | 21st Wisconsin $2.52 | 10t
Indiana -1 $0.996 | 32nd New York 84.35 | 1si Wyoming $0.60 | 40th
lowa - $1.36 | 26th Norh Carolina | $0.45 | 451R Puerio Rico $2.23 1 NA
Hansas $0,79 | 36th Norih Dakofa $0.44 | 46th Guam $3.00 1 NA
Kentucky $0.60 | 40th Ohio $1.25 | 25th Northern Marianas | $1.75 | NA

Table shows all cigarelie tax rates in effect by January 1, 2015 (MN inflation.adjustment on 1/1/2018). Since 2002, 47
states, DC, and ssvaral U.S. fenftorles have increased {heir cigarstie tax rates more than 110 imes. The slates in bold
type have not Increasad thelr cigarette tax since 2005 or eardler, Gurrently, 30 states, DC, Puerto Rico, the Northern
Marlanas, and Guam have cigarelte lex rates of $1.00 per pack or higher; 15 states, DT, and Guam have cigaretls tax rales
of $2.00 per pack or higher; six states and Guam have cigarette lax rates of $3.00 per pack or higher; and one siate (NY)
has a cigarette tax rale mora than $4.00 per pack. Tobacco stales ars KY, VA, NC, SC, GA, and TN. States’ average
includes DC, but noi Puerto Rico, other L1.S. terrilorles, or local ciparstie laxes, The median fax rale Is $1.36 par pack. AK,
M, MN, MS, TX, and UT also have special taxes or fees an brands of manufacturers not participaling in the state tobacco

" laws Uit selilements (MPMs). '
The highest combined state-focal tax rafe is $6.16 in €hicago, IL, with New York City second af $5.85 per pack.

Other high state-local rates include Evanston; IL at $5.48 and Anchorage, AK at $4.39 per pack. For more on local
cigareite taxes, see: http:/flobaccofreekids ora/researchifactsheefsind #0267 .0af.

Federal cigaretie tax is $1.01 per pack. From the beginning of 1988 through 2002, the major cigarette companies
increased the prices they charge by more than $1.25 per pack (but also instiluled aggressive retail-lovel discounting for
competitive purpases and to redice relaled consumption declines). In January 2002, Philip Morris institutéd a 65-cent
par pack price cut for four of its major brands, to replace its retail-level discouniing and fight sales losses to discount
brands, and R.J. Reynolds {ollowad suit. In the last several years, the major sigareite companies have increased thair
product prices by aimost $1.00 per pack. Nationally, estimated smoking-caused health costs and fost productlvity

fotals $79.16 per pack, .

The average price for a pack of cigareties nationwide is roughly $6.18 (including statewide sales faxes but not local
cigaretle or sales taxes, other than NYC’s $1.50 per pack cigarefte tax), with considerable state-to-state differences
because of different state tax rates, and difierent manufaciurer, wholesaler, and retaller pricing and discounting practices.
AR, DE, MT, NH & GR have no stafe relai! sales tax at all; OK has a state sales tay, bul does not apply It o cigareltes:
MN & DC apply a per-pack sales tax at the wholasale leval; and AL, GA & MO {unlike the rest of the states) do not apply
thelr stale sales tax fo that portlon of retail cigaretie prices that represents the stale’s clgarelte excise tax,

Campaign for Tobacco-Free Kids, December 22, 2074/ Ann Boonn

For additional information see the Campalgn’s webslte at http:ifwww.fobaccofreskids.orgiwhat we dofstate. locallfaxesf.

Sourcest Crzechowskl & Walker, Tax Burden on Tobacco, 2013; madia reports; slale revenus deparimenl wabsiles.

14001 Street NW - Sulte 1200 - Washingfon, DT 20005
Phone (202) 286-5469 - Fax (202) 296-5427 - www.lobaccolreskids.org




Kansas Legisiative Research Department

Includes Gavernor's Revenue and Expenditure Recommendations
Includes Governor's Budget Stabilization and Tax Reduction Funds

STATE GENERAL FUND PROFILE

FY 2013-FY 2020
(Dollars in Millions)

February 8, 2016

Actual Actual Estimated Estimated Estimated
FY2013 - . FY2014 FY 2015 FY 2018 FY 2017 |
Beginning Balance - . 5 5028 & 700.3 3res 8 69.9 - 839
Consensus Revenue Estimate (April 17, 201 4) 6,341.1 5,653.2 5,768.7 5,788.5 5,789.9
Highway fund transfer . . - - 168.5 132.3 132.8
Governor's Income Tax Plan - - - - 103.2 108.5
Gavemor's Cigarette, Tobacco, & Liquor Tax Plan - - - 107.9 104.1
Governor's Revenue Adjustmernts - - 1126 «- 267.6 354.1
Total Avallable Revenus 5 68440 § 6,362.5 6,419.6 5 6,489.4 5,583.3
Expenditures . 3 6,134.8 5 5,982.7 6,300.8 $ 6,408.4 6,419.4
Estimated State General Fund Expenditures Shifted from FY 2014 - - 24.1 - -
Governor's Expenditure Allotments ) - “ (82.7) - -
Human Services Caseloads . - - 46,2 - -
Scheol Finance General State Aid Adjustments . - - - 53.1 - -
KPERS State and School , - - 5.6 - -
Governor's Expenditure Adjustments - - {17.5) - -
Tota| Adjusted Expenditures , ’ ' 6,134.8 5,982.7 6,349.7 6,408.4 §5,418.4
Ending Balance . $ 709.3 3§ 379.9 690 % £1.0 163.9
Govemor's Budget Stabilization Furid o . - 229 58.0
Governor's Tax Reduction Fund : - - - - 28.7
Adjusted Ending Balance ’ . % 7083 $ 379.8 69.9 $ 83.9 250.6
Ending Balance as a Percentage of Expenditures 11.6% " 6.3% 1.1% 1.0% 2.6%
Receipts in Excess of Approved Expenditures $ 2063 § (329.5) {3088y % (85 80.0

Profile 15-007



