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Good afternoon. I'm Jodi Radke, and | am a Regional Advocacy Director at the
Campaign for Tobacco-Free Kids. Our mission is {o reduce tobacco use and its
devastating effects, particularly among kids.

My thanks fo Chairman Johnson and other members of the Committee for allowing me
to submit testimony in support of the tobacco tax increase in House Biil 2315 and
address the tremendous opportunity you have in Kansas to dramatically improve public
health by reducing tobacco use, while at the same time raising tens of millions of dollars
to address budget issues and help save vital programs here in Kansas. My testimony
will cover the benefits of tobacco tax increases, including the specific projected benefits
to Kansas from the proposed increase, and then address some of the claims you may
hear from the opposition.

Very simply, raising the tobacco tax by $1.50 per pack is a WIN, WIN, WIN for Kansas.
[t's a win for public health because it will reduce tobacco use and its devastating heaith
effects. This is why we support the tobacco tax. However, it's also a win for the state
budget because, despite declines in consumption, the new tax rate will raise revenues to
a higher level that will be maintained for years to come. Finally, as poll results show, if's
gven a win among voters because Kansas voters favor increasing the tobacco tax.

Public Health WIN

Let’s first start with some background — the toll that tobacco takes on Kansas today.
According to the U.S. Centers for Disease Control and Prevention (CDC), tobacco use
takes the life of 4,400 of your fellow Kansans — your mothers, fathers, brothers, sisters,
friends, and other loved ones — every year."

This horrible toll will continue unless we act aggressively. Without action, 9,900 Kansas
kids will smoke their first cigarette this year. Another 1,600 will become regular daily
smokers, and if current trends continue, 61,000 Kansas kids alive today will die a
premature death from tobacco use.?

By raising the state’s tobacco tax by $1.50 per pack, Kansas WILL reduce smoking, and
all its attendant devastation, especially among kids. While we may not intuitively believe
that $1.50 is enough to make a difference to today’s kids, who seem to have more
money than any of us ever did as children, the data simply do not lie. When tobacco
product prices go up notably, tobacco use goes down, especially among kids.

The science could not be clearer. Based on over 100 studies, experts have concluded
thaf raising tobacco taxes is one of the most effective measures we can take to reduce
smoking.”® The 2014 Surgeon General's Report, The Health Consequences of
Smoking—50 Years of Progress, found that, “Raising prices on cigarettes is one of the
most effective tobacco control interventions.” In addition, the National Cancer Institute,
the CDC, the Institute of Medicine of the National Academy of Sciences, the President’s
Cancer Panel, the World Bank, Wall Street tobacco analysts, and even the tobacco
companies agree — raising tobacco prices reduces tobacco use.®
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Now there aren’t too many things that public health advocates and the tobacco companies
agree on, but this is one. And that's why health groups fike mine, along with the American
Cancer Society, the American Heart Association, the American Lung Association, and

many others, support the tobacco tax increase and why the tobacco companies oppose if.

Kansas made some effort to address the issue two years ago, when the legislature
passed a 50-cent increase in the cigarette tax. But that wasn’t enough to make an
impact on health because tobacco companies can easily nuilify such small amounts
with price discounts and other promotions. For instance, after Louisiana’s 50-cent
cigarette tax increase went into effect, cigarettes were being sold in that state with 50-
cent coupons attached right on the packs.

Raising the tobacco tax by $1.50 will be a huge WIN for the health of Kansans. It will
keep 16,200 Kansas kids from becoming smokers and encourage 20,000 smokers to
quit. Together, this will save 10,200 Kansans from a premature death due to tobacco
use. The 2014 Surgeon General’s report stated, “Evidence shows that large tax and,
hence, price increases will decrease tobacco use each time they are implemented.”
But the key is to have a large enough increase.

These dramatic gains in health will be further enhanced if Kansas dedicates some
portion of the new tax revenues to fobacco prevention and cessation efforts. States that
have invested in comprehensive tobacco prevention and cessation programs have
reduced tobacco use at rates far greater than the rest of the couniry, and these declines
are in addition to those caused by tobacco price increases.

Financial WIN

Aside from the public health impact, there is another reason that 47 states and DC have
raised their tobacco tax more than 100 times since Kansas’ 2003 tobacco tax increase,
with 28 states and DC increasing their rates multiple times. Even with the deciines in
tobacco use that occur as a result, these tobacco tax increases ALWAYS result in
significant revenue for the state. Simply put, every state that has raised its tobacco tax
significantly has seen revenues increase dramatically even as consumption declines.

It is estimated that a $1.50 increase in the cigarette tax alone will raise at least $80
million in new revenue in the first year after the tax. This estimate takes into account
reductions in smoking as a result of the tax and an increase in tax avoidance in
response to the tax. Equalizing the tax on other tobacco products would produce
another $30 million in new revenue, as well as additional benefits for Kansas.

There are countless examples of higher revenues after tobacco tax increases from
states all over the country. In the past 10 years, 17 states and Washington, DC, passed
$1 per pack or more increases in their cigarette tax rates: California, Connecticut,
Florida, lllinois, lowa, Maryland, Massachusetts, Minnesota, Nevada, New York,
Pennsylvania, Rhode Island, South Dakota, Texas, Utah, Washington state, and
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Wisconsin. Two of the states, Massachusetts and New York, increased their tax rates
by at least $1 per pack fwice during that period. These states vary in size and
circumstance, but each generated tens or hundreds of millions in new revenue, despite
declines in pack sales.

In addition, a $1.50 increase would not be unusuai. Minnesota and New York each have
passed increases by $1.60 per pack within the past 10 years and collecied hundreds of
millions in new revenue, and just a few months ago, voters in California passed a $2 per
pack increase in the cigarette tax.

We already have data from Kansas’ last increase in 2015. A year after the tax went into
effect, the state collected over $50 million in new revenue compared to the year before.
And before that, when Kansas’ cigarette tax increased from 24 cents to 79 cents in
2002 and 2003, the state generated more than $70 million in new revenue (an increase
of 151%), even though tobacco consumption in the state declined by 26 percent.’
What's more, this revenue has been consistent.

Revenues from tobacco taxes will decline over time, and that is a good thing because that
means fewer people are using tobacco products, but these declines will be gradual; they
are predictable, and they are easily adjusted for. As shown in the chart, Kansas’ cigarette
tax revenues stayed at the higher level of revenue ever since its two cigarette tax
increases in 2002 and 2003 and rose again following the 2015 increase. Given Kansas’
experience and that of other states, there is no reason to believe the revenues from the
2015 increase won't also remain at its new higher level. The sharper declines in FY 2009
and 2010 reflect the federal tobacco tax increase that went into effect in Aprit 2009.

Cigarette tax revenue in Kansas, FY 2000-2016
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What's more, as the gradual declines in tobacco tax revenue reflect declines in tobacco
use, tobacco-related health care costs, many of which are borne by the state, will
decline accordingly. Currently, tobacco-related disease costs Kansas more than $1.12
billion in direct health care costs each year, much of it borne by taxpayers.® Whether
they smoke or not, each Kansas household pays $779 per year to cover these tobacco-
related health care costs.

But after the $1.50 per pack tax increase goes into effect, Kansas will begin saving
money from reduced health care costs almost immediately due to declines in tobacco
use. Nearly $20 million in health care costs will be averted in the first five years after the
tax increase, from reductions in the costs of treating lung cancer, heart attacks, strokes,
and the effects of smoking during pregnancy. More than $700 million in health care cost
savings will accrue over the lifetime of those prevented from becoming smokers and
those who quit as a result of the tax increase.

Political WIN

With these fiscal and health benefits, it is no wonder that polls show that a majority of
Kansas voters favor increasing the tobacco tax. So the tobacco tax is not only a win for
the state’s health and its budget; it is also a political win for its supporters.

Opposition Arguments

As you debate this issue, you will hear a lot of talk about cigaretie smuggling, or how
smokers will avoid the new tax through cross-border sales, which opponents argue will
lead to lost business, higher unemployment, and substantial amounts of new revenue
for the states bordering Kansas. Of course, these claims are overblown. We are not
going to pretend that tax avoidance is non-existent. Indeed, there will be some that try
to avoid paying the increased tax. But while some of this will occur, tax avoidance will
be nominal, short-lived for most, and, let me be clear, will not come anywhere NEAR
offsetting the tremendous benefits of the tobacco tax increase.

The tobacco industry and its allies already have been making their rounds to oppose this
tax increase. For instance, the Mackinac Center for Public Policy, along with the Tax
[nstitute, recently issued its annual report claiming to quantify the level of illegal cigarette
sales across state borders. There are many reasons to be skeptical of these claims. In
fact, the National Research Council and Institute of Medicine comprehensively reviewed
the evidence on tobacco smuggling in the U.S. and found that “industry-sponsored
estimates of the size of the illicit market tend to be inflated. More generally, concerns
have been raised about the quality and transparency of industry-funded research on the
illicit tobacco trade.”® Both groups have a long history of receiving funding from tobacco
companies such as Altria (the makers of Marlboroe cigareites), so it's no surprise that they
would release something that reflects the position of their funders.

When you hear claims of smuggling, tax evasion and potential for lost revenues, look at the
dozens of tax increases over the years and the data showing how much revenue the state
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received before and after the cigarette tax increases. Time and time again you wili see that
the state that raises its tobacco tax does better than a neighboring state that does not.

Altria and its allies have been distributing a flyer showing that cigarette pack sales
declined after Kansas' 50-cent increase in 2015. Of course, that is exactly what we
knew would happen after the tax increase. It also compares Kansas’ pack sales trend to
Missouri’s, which increased slightly. That’s also not a surprise, nor should it be a
concern. What Altria’s flyer doesn’f show is that despite the decline in pack sales,
Kansas generated over $50 million in new revenue, while Missouri got a mere $2 million
more. That's still a win for Kansas.

The same thing happened when Kansas last increased its tobacco tax in 2002 and 2003
and Missouri did not. that the same time that Kansas increased its cigarette tax rate twice,
most of the other states around Missouri also increased their cigarette taxes. The result?
Tobacco tax revenues in Kansas increased by 151 percent — more than $70 million in new
revenue — and the other states around Missouri that increased their cigarette tax rates also
saw large revenue increases (lllinois: $264 million increase; Nebraska: $24 million
increase; Tennessee: $35 million increase; Arkansas: $51 million increase).'® And though
some argued all of those increases would be a boon for Missouri because of supposed
massive smuggling and cross border sales, Missouri’s revenues only increased by 8
percent. So, Kansas took in more than $70 million in new revenue while Missouri, a much
larger state, brought in about one tenth that amount — only $7 million in new revenue —
despite tax rate increases in five nearby states."” Which state would you rather be?

More recently, Nevada increased its cigarette tax by $1 per pack at the same time as
Kansas’s 2015 increase. Despite Nevada’s new rate being $1.23 higher than Idaho’s tax
and 93 cents higher than California’s tax, the state collected more than $54 million in new
revenue, while Idaho’s revenues increased by only $754,000 and California lost revenue.

One last example. After Minnesota’s $1.60 per pack tobacco tax increase in 2013, the
tobacco industry paid for another study claiming that Minnesota’s 2013 tax increase led to
increases in sales across the border from Minnesota and reductions in employment. A
report released by Dr. Lisa Mattson, Director of the Women’s Clinic at Boynton Health
Service at the University of Minnesota, Dr. Frank Chaloupka, a prominent health
economist and professor at the University of llinois at Chicago, and Dr. Raymond Boyle,
Director of Research Programs at ClearWWay Minnesota, concluded that the tobacco
companies’ report, “. . . is consistent with the industry’s past efforts to fight tobacco price
increases. lt fails to meet accepted standards for economic research, and a quick look at
real-time data suggests the report’s assumptions and conclusions are not based on the
actual experiences in Minnesota and its border states.”* The Mattson report is attached
to this testimony.

Here are the facts: on July 1, 2013, Minnesota increased its cigarette tax by $1.60 per
pack, tied for the highest one-time increase in any state. The increase gave Minnesota
a tax rate of $2.83 — more than one dollar per pack higher than two of its four
neighboring states (lowa and South Dakota) and more than two dollars higher than
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North Dakota. As a result of the increase, Minnesota received more than $204 million in
new revenue (a 56% increase) in the first 12 months, while its neighboring states with
lower cigarette tax rates barely benefited. In nearby lowa and Wisconsin, revenues and
cigarette sales actually decreased during that time, while North Dakota and South
Dakota’s revenues only increased by 7.9 percent ($1.7 million) and 0.5 percent
($285,444), respectively. So, Minnesota took in more than $200 million in new revenue
while North Dakota and South Dakota combined brought in a smali fraction that amount
— only $2 million, combined, in new revenue — despite a $1.60 per pack tax increase
right next door.™® Further, data from the Minnesota Department of Employment and
Economic Development show very low rates of unemployment in Minnesota counties
near bordering states.’ :

Again, look at these state experiences, including your own, and then ask yourself one
question. Which state would you rather be? The one that is reducing smoking, saving
lives, and lowering health care costs, all while increasing revenue, or the one with
minimal revenue gains, if any, and even fewer public health gains?

Although the opponents’ estimates of tax evasion and smuggling are overblown, states
can implement several proven measures, such as adopting new tax stamp technology
and increasing enforcement, which will help minimize any tax evasion and maximize
revenue. California, one of the states that has adopted the new stamp technology and
increased enforcement, gained significant increases in tobacco tax collections after
doing 0, even without an increase in its cigarette tax rate."®

Of course the arguments do not end there. The convenience store industry is yet
another one of the tobacco industry allies that fights proposals to increase the tobacco
tax.'® While their lobbyists claim that stores will lose substantial revenue and be forced
to close as a result of any tax increase, published research shows just the opposite. The
number of convenience stores does not decline with tobacco tax increases nor
reductions in tobacco use.'” When people stop purchasing tobacco products, they will
continue to buy other products, which contribute to the state’s economy, including
profits for small businesses.

And those that tell you that a tobacco tax increase is regressive somehow ignore the fact
that it is tobacco’s disproportionate toll on the health of lower income families that is
regressive. The tobacce industry targets low-income Americans with marketing and other
promotional activity to get them addicted to these deadly products. Instead, economic
studies, reiterated in reports from the U.S. Centers for Disease Controt and Prevention,
the National Cancer Institute, the World Health Organization, and the International
Agency for Research, show that the lower-income smokers are price-sensitive and more
likely to quit smoking in response to a price increase than higher-income smokers.'®
Worse yet, the tobacco companies raise their product prices several times per year to
generate more company profits with litile regard for the impact it might have on low-
income smokers. In a 2015 report, Wall Street analysis celebrated the tobacco industry’s
opportunities to “drive” tobacco sales among those they call “lower-income consumers —
i.e. the tobacco consumer.”'® It is hypocritical for the tobacco industry to claim that they
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themn outside of Minnesota, off the Internet, on Native American reservations or illegally. The better,
fact-driven assumption is that Minnesotans are smoking less, especially when the research shows that
cigarette sales are down, quit attempts are up and fewer Minnesotans are smoking.

Additionally, the tobacco industry does not seek to determine how Minnesotans who are smoking less
are using their money. It is highly likely that people who no longer smoke or smoke fewer cigarettes are
instead using this money to buy other goods and services or increasing their savings.®® Unlike tobacco
industry-sponsored studies, economic-based studies consider the employment impact of shifting
consumer spending from tobacco products to other expenditures that are more likely to be produced
locally. ‘

A systematic review of 34 peer-reviewed studies found that most argumenits the tobacco industry uses
to influence tobacco taxes are unsu pported by the evidence.? This includes the industry argument that
tax increases will negatively impact local businesses and lead to cross-border sales.®'® Research shows
that convenience stores are more profitable in states with higher tobacco taxes, also likely reflecting
shifts in spending from tobacco products to other products, as well as the store markups that raise
prices by more than tax increases. As a result, tobacco revenues are maintained even as sales fall.”

The Dunham and Associates report—a single study commissioned by the tobacco industry and not
subject to peer-review—cannot stand up to independent science. Furthermore, the Dunham and
Associates report does not account for the economic benefit of healthier Minnesotans. Minnesota’s
decision to adopt the $1.60 per pack increase is proving 1o be advantageous to the overall health and
wellness of the state, and economic-based studies predicted this outcome before the tax increase’s
passage.

Maintaining and increasing the price of tobacco is an itnportant compenent of a multi-pronged
successful strategy to prevent Minnesotans, and especially the state’s youngest and most vulnerable
populations, from starting to smoke. Every 10 percent increase in the real price of tobacco reduces the
number of youth who smoke by more than5 percen‘c11 and the number of youth who start smoking by
10 percss:n'c.12 Youth are two to three times more responsive than the general population to price
increases and are more likely to quit or cut back on smoking in order to avoid the cost.”

According to credible data, the 2013 tobacco tax increase shows that price increases work. The tobacco
industry does not agree, but the facts say differently.
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