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EXECUTIVE SUMMARY

State cigarette and other tobacco tax revenuegnaoeg the most predictable, steady, and reliable
revenues that states receive. While these revedtwdscline gradually over time as smoking and
other tobacco use declines, the reductions in tevane modest, predictable and more than offset
by the related reductions in public and privatd@eleealth care and other economic costs caused
by smoking.

In general, state cigarette tax revenues incrdaaply following a significant increase to a state’
cigarette tax rates (despite the smoking declinespted by the tax increase and any related
increases in smuggling or tax evasion), and thed te decline annually by one to three percent in
subsequent years as cigarette smoking continugs down in response to other factors (e.qg.
stronger public policies targeting tobacco use).

As shown in the chart, below, North Carolina, ldteer states, has enjoyed substantial revenue
increases each time it has raised its cigaretteatax This same basic pattern, with large amounts
of new state revenues in every future year, woualdipagain if North Carolina increased its
cigarette tax rate significantly in 2010.
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While significant tobacco tax rate increases bimgubstantial amounts of new revenue, North
Carolina and other states have reduced the ambuenenue they receive by implementing
periodic smaller rate increases, instead (e.gstde’s 2006 increase of 25¢ followed by anotiter 5
increase ten months later, instead of doing a 30dgher increase all at once) . These small,
periodic rate increases not only bring in less mexgebut also produce much smaller public health
benefits and cost savings, especially when thepfiset or phased in by temporary cigarette
company price cuts or temporary increases in ciggeempany discounts and promotions. For
instance, the Campaign for Tobacco-Free Kids ptejimat a $1.00 per pack increase in North
Carolina will:

= prevent more than 84,000 youth from becoming astalbkers;
= encourage more than 52,000 adults to quit;

= prevent more than 40,000 smoking-caused deaths; and

» save $1.9 billion in long-term health care costs.

In contrast, a 20-cent or smaller cigarette taxdase in the state would, at best, provide only a
small fraction of these new revenues, benefitssawihgs and, if offset by tobacco company price
cuts and price-reducing promotions, would gendrtle or no public health benefits or cost
savings, at all.

To maintain, or even increase, their cigaretteréarenues over time, states can take a number of
additional actions, besides just periodically irgiag their cigarette tax rates. North Carolimee o

of only three states that do not have a tax stamggarettes, could implement high-tech tax stamps
to ensure that taxes are paid and to prevent ¢tgasmuggling and tax evasion. In this regari it
worth noting that North Carolina would obtain muunbre in new revenues and related economic
and public health benefits from a substantial tobaex rate increase (especially with a new tax
stamp) than it would lose from any decrease imatheunt of North Carolina cigarettes purchased
by smokers from other states or by criminal orgamins engaged in smuggling North Carolina
cigarettes to higher tax states for illegal resale.

To maximize its tobacco tax revenues, North Caaotiould also make sure its tax rates on other
tobacco products are roughly equal to the statetasigarettes (so the state does not lose money
when a continuing smoker switches from cigarettdswer-taxed roll-your-own cigarettes or small
cigars).

States can also minimize tobacco product smugglinthother tax evasion through such measures
as making sure smokers understand the state’sgasaining to tobacco tax evasion, increasing
penalties for smuggling and other tax evasion,diretting a portion of all penalties to help fund
expanded enforcement (which would bring in bothenmenalty payments and more tobacco tax
revenues).



A SIGNIFICANT CIGARETTE TAX RATE INCREASE IN NORTH CAROLINA
WOULD PRODUCE A LARGE, SUSTAINED INCREASE
IN STATE TOBACCO TAX REVENUES

Every state that has passed a significant cigata@ttencrease has enjoyed a substantial, sustained
increase in its state cigarette tax revenues. rEwisnue increase occurs, despite the significant
declines in smoking rates and tax-paid cigaretiessaaused by the cigarette tax rate increase,
because the increased tax per pack brings in maca new revenue than is lost by the declines in
the number of packs sold and taxed. Exhibits ARmsthow many examples from actual state
cigarette tax increases.

Exhibit A presents a list of significant state cigf#e tax increases since 2002 (increases of 58 cen
or more per pack) and shows the amount of thentzease, the decline in tax-paid cigarette sales,
compared to the decline in sales nationally overséime time period, and the revenue change from
the twelve months before the tax increase to tledvisvmonths after the tax increase. In every state
that significantly increased its tax, there weréhtgharp reductions in total packs sold and large
increases in total net new revenues in the yelwaolg the rate increase, compared to the year
before it.

Exhibit B is a short report that examines the snatality of revenues generated from cigarette tax
increases. This report considered every majoreitgatax increase between 1995 and 2004 and
looked at state cigarette tax revenues beforeath@ntrease and for at least five years followimg t
increase, with analyses for states with and witheelt-funded comprehensive tobacco control
programs. In every state that raised its tax duttiat time period, cigarette tax revenues incigtase
significantly and remained much higher than revernuer to the tax for many years after the tax
increase.

Accordingly, Exhibits A and B provide direct evidenfrom actual state experiences that confirms
that significant cigarette tax increases have abyapduced substantial amounts of new revenues
(compared to what the state would have receiveldowtitthe increase), both immediately and over
extended periods of time, and despite any anctkatad decreases in taxed state pack sales.

Cigarette and Other Tobacco Tax Revenues Are Much bfre Predictable and Stable Than
Many Other State Revenues

Year to year, state cigarette and other tobaccoeteenues are more predictable and less volatile
than most other state revenue sources, such agstaonal income taxes or corporate income
taxes, which can vary considerably from year ta Yegause of nationwide or regional recessions
or state economic slowdowns.

In contrast, sharp drops in cigarette or otherd¢obdax revenues from one year to the next are rare
in large part due to the addictive nature of cigaremoking and other tobacco use. Long term
trends in tobacco use show modest declines fromtgegear, both nationally and at the state level.
These declines can be accelerated by comprehensiaeco prevention efforts, but will generally
be no more than a few percentage points each yida.exception to this will be the large smoking
declines and related cigarette tax revenue dedir@gesult from large nationwide increases in
cigarette prices, such as the large cigarette coynpace increases prompted by the 1998 Master
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Settlement Agreement and the April 1, 2009 increadederal excise taxes on cigarettes and other
tobacco products. The only other large year-ta-ghanges to state cigarette tax revenues are the
large revenue increases when a state significamthgases its own cigarette tax rates.

In states where taxes have been increased regolahtime, each increase in the tax leads to a
significant and sustained increase in tax revenéasshown in the figure below, for example,
Wisconsin has increased its cigarette excise tegraktimes over the past few decades, with each
increase generating new, sustained revenues.

Cigarette Tax and Tax Revenues,
Wisconsin, 1965-2009
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The same pattern holds even in states where a shtre new revenues generated by the tax
increase is used to fund a comprehensive tobaauoot@rogram. Arizona, for example, has
increased its cigarette excise tax multiple timesr ¢the past few decades. In November 1994,
Arizona voters approved the Tobacco Tax and Heézdtle Act that raised the cigarette tax by 40
cents per pack and dedicated a portion of the egenues to the state’s tobacco control program.
As the figure below shows, each subsequent tae&serin Arizona led to a significant and
sustained increase in revenues, despite the gaaténes in smoking that result from the funding
for the state program.



Cigarette Tax and Tax Revenues,
Arizona, 1965-2009
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Additional examples of the relative stability of/emues from other state cigarette tax increases in
states with and without well funded tobacco conpralgrams are contained in Exhibit B.

Smoking Declines Produce Enormous Public and PrivatSector Savings That More Than
Offset Any State Revenue Reductions From Fewer PasliBeing Sold

As described above, gradual reductions in cigasgiteking and other tobacco use in the years after
increases in state cigarette and other tobacce tadleproduce slow declines in state tobacco tax
revenues (in the absence of additional tax inceasehese declines in revenues, however, will be
offset by reductions in public and private spendinghealth care to treat diseases caused by
smoking, and by the reductions in the other econawosts caused by tobacco use. Some declines
in costs, such as those resulting from smokingndupregnancy, will be seen almost immediately.
Over time, these reduced costs will grow considgrajiven that most of the health and other
consequences of tobacco use occur after many years.

When smoking rates decline among pregnant womermosvet income smokers (among the groups
whose smoking behavior is most sensitive to chaimgs< and price), costs to state Medicaid
programs subsequently decline. Decreasing smokieg among workers will decrease public and
private sector employee healthcare costs.

In addition, the reductions in smoking from statgacette and other tobacco product tax increases
will produce other economic benefits for the stateluding increased productivity in government

and private sector workforces as fewer employeas mork because of smoking-caused sick days or
cigarette breaks or have their productive worklivesrrupted or cut short by smoking-caused
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disability or premature death. Other economic benmclude reduced property losses from
smoking-caused fires, and reduced cleaning andtamnce costs caused by smoking.

It is important to note that small rate increasea mte increase that is split into smaller msil#ige
increases would reduce the public health bendiitiscast savings, and North Carolina would not
collect as much revenue as from a one-time, |lanaerincrease. For instance, the Campaign for
Tobacco-Free Kids projects that a $1.00 per pactease will prevent 84,600 youth from

becoming adult smokers, encourage 52,200 adudfaitpprevent 40,900 smoking-caused deaths,
and save $1.9 billion in long-term health care so$iowever, a small increase is more easily offset
by tobacco company price cuts and price-reduciogiptions and would not generate as many
public health benefits or cost savings.

States Can Implement Other Effective Strategies thaintain and Increase Their Cigarette
and Other Tobacco Tax Revenues

If gradually declining state tobacco tax revenuesaaconcern for North Carolina — despite the
benefits and cost savings from the related smoamgyother tobacco use declines discussed above
— the state can periodically increase its tobaagadtes to offset any declines in revenue.
Alternatively, North Carolina could implement lelgison that allows for administrative increases in
state tobacco tax rates following any significagtlthe in annual state tobacco tax revenues (or in
total state tobacco revenues, including tobacdtesatnt payments).

Another important strategy is to make sure thataxiés on other tobacco products are set at rates
that parallel the state’s cigarette tax rate. Vihtht kind of tax equity, North Carolina will naide
revenues when tobacco users switch between diffgypes of tobacco products. But most states,
including North Carolina, have unequal rates sttt state loses revenues each time a cigarette
smoker switches to smoking roll-your-own (RYQO) toba or small cigars or starts using other
cheaper and less-taxed tobacco products. Roughbksg, for each dollar per pack in the state’s
cigarette tax rate, the state’s percentage of vglatdeprice tax on other tobacco products should be
about 40 percent to produce approximate tax eqtyt. even with a comparable percentage tax
rate for other tobacco products, some lower priobdcco products will be taxed at a much lower
level compared to cigarettes on a per-use or pekguge basis.

> RYO tobacco, for example, is much cheaper, perthae, cigarettes. But it takes, on average,
approximately 0.0325 ounces of RYO tobacco to nmadeecigarette, or 0.65 ounces to make a
pack of 20 RYO cigarettes. Accordingly, to creiabe equity the minimum tax on RYO
tobacco, to complement the percentage-of-pricechase, would be an amount equal to the
state tax on a pack of 20 cigarettes for each @ubises of RYO tobacco.

> Similarly, the tax-equity minimum tax on a standar® ounce can of smokeless tobacco would
be an amount equal to the state tax on a pack oig2bettes.

A similar cigarette pack tax amount tax could kecpt on standard five-packs of cigarillos, blunts
and other small cigars. But the big tax revengerdor states in relation to cigars usually comes
from cigarettes being packaged and sold as “Litlars” to escape the state’s higher tax on citgset
That problem can be eliminated by amending the $sat “cigarette” definitions to reach any and all
cigarettes, no matter how they are labeled or pgadkéwithout reaching any bona fide cigars). One
way to do that would be to add the following phrasthe existing “cigarette” definitions: “and
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includes any other roll for smoking containing toba that weighs no more than four and a half
pounds per thousand, unless it is wrapped in winddacco leaf and does not have a filter.”

North Carolina is one of only three states thahdbhave a tax stamp on tobacco products at all.
States can also increase their cigarette and tihacco tax revenuewjthout raising tax rates, by
implementing initiatives to prevent and reduce m¢f@ smuggling and other forms of tobacco tax
evasion — such as adopting new, high-tech tax star@alifornia, the first state to adopt a highhtec
tax stamp, enjoyed a $100 million increase in @gartax revenues in the first 20 months after the
new tax stamp was introduced.

Additional cost-effective strategies to protectaoto tax revenues include increasing penalties and
fines; educating smokers about applicable stats [guch as limits on the number of packs that may
be brought into the state from other states); areiasing enforcement efforts. Other states have
reduced tax avoidance and increased collectionariggting tax collection efforts at smokers who
purchase cigarettes on the Internet without pathegstate tax or by entering into special tax
compacts with Native American tribes located instae so that they impose and collect equivalent
taxes on all reservation cigarette sales.

North Carolina’s Past Experience with Cigarette Taxilncreases

North Carolina most recently increased its cigartk rate by 10 cents on September 1, 2009, to its
current rate of 45 cents per pack. Because thiease was so recent, data are not yet available to
demonstrate the impact of this increase on reveollections. However, because the increase was
small and tobacco companies could more easily toffigeminimal increase with price cuts and
price-reducing promotions, the rate increase watlgenerate as much revenue, while producing
fewer public health benefits and cost savings, @regbto those that would have resulted from a
larger cigarette tax increase.

As shown in the figure below, the previous increasevo-stage increase in 2005 and 2006,
generated a large and sustained increase to teésstaarette excise tax revenues. If North
Carolina had increased its rate in one lump suB0afents on September 1, 2005 — instead of
phasing it in with 25-cents on September 1, 2005 plcents on July 1, 2006 — the state would
have received higher revenues more quickly.

This graph illustrates several points. First, s decline following tax increases because of
other factors that result in further reductionsmmoking. For example, the revenue declines in the
late 1990s were largely the result of the unprecttkincrease in cigarette prices caused by the
industry’s pass through of the costs of the 1998tktaSettlement Agreement. Similarly, the
decline in revenue in 2009 reflects the initial aopof the significant federal cigarette tax insea
that took effect on April 1, 2009.

Second, even with the out-year revenue declinesechlny ongoing smoking reductions in the state,
state cigarette tax revenues several years atdash cigarette tax increase are substantialgelar
than the revenue levels before the increase — amth imgher than the revenue levels would have
been absent any cigarette tax increase.

Third, periodic increases in a state’s cigarettentdl more than offset the revenue decline resgiti
from an underlying downward trend in smoking anmsliein substantially more revenue.
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Cigarette Tax and Tax Revenues,
North Carolina, 1971-2009
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Note: Data are for the fiscal year ending JuneR&ent state cigarette tax revenue declines have
occurred because of smoking declines caused bgithe federal cigarette tax increase in early 2009.

The graphs below show how, when North Carolinagased its cigarette tax rate in 2005 and 2006,
from 5 to 35 cents per pack, the state receivesi@strevenues of $195.7 million (a 498%
increase) between FY 2005 and FY 2007 while paldssieclined 13.4 percent.

Cigarette Tax Revenues and Pack Sales in North Carolina, FY 2005-2007
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Prior to the increase, critics argued that Northoiaa would not collect significant amounts of
revenue because North Carolina smokers would kareitgs from bordering South Carolina, which



has a 7 cent per pack cigarette tax. Howeveretfezgs were unfoundgd. In fact, between FY
2005 and FY 2007, South Carolina’s pack sales nedlby 0.07 percent.

If North Carolina increases its cigarette tax digantly in 2010, its revenues should follow the
same basic pattern that occurred after its lastrette tax increases, bringing the state substantia
new revenues. This pattern is the same acro€ssthbr example, Florida just increased its
cigarette tax rate by $1.00 per pack, effectivg Jul2009, from a starting cigarette tax of 33.0tse
per pack. As shown in the chart below, prelimingigarette sales and tax revenue data indicate
that Florida will likely see pack sale decline26fpercent or less over the first year after the
increase, with revenues increasing by 195 percent.

Cigarette Tax and Tax Revenues,
Florida, 1965-2010
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Note: Data are for the fiscal year ending June2BA0 data are annualized projections based on uegdor
the first four months following the tax increase.

This Florida chart also provides another examplieao? state cigarette taxes provide a stable
source of funding, with no major changes year-taryexcept when revenues go up sharply
because of significant rate increases. Over taigarette tax revenues will decline slowly as
smoking rates continue to fall, but revenues wvaithain considerably higher for many years and the
declines will be gradual and predictable. Moreotee substantial health benefits that result from
the declines in smoking caused by the tax incraagehe resulting reductions in health care costs
should be considered.

" Between FY 2005 and FY 2006, South Carolina hsihall uptick (7.7%) in its pack sales, which was
found to be attributable to one distributor who madarge purchase in January 2006, unrelatedjswatie
smuggling or tax evasion. By FY 2007, pack sateSauth Carolina returned to the level sold in P02,
indicating that there was minimal, if any, crossdsr sales from South Carolina into North Carolina.
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As noted earlier, every single state that has sogmtly increased its cigarette taxes has, likethlo
Carolina, enjoyed substantial new cigarette taemees. Indeed, every state cigarette tax increase
has proguced an increase to state revenues ab@tehehstate would have received with no tax
increase.

"In rare cases, a small state cigarette tax ineregght not bring in enough new revenue to makéoup
significant ongoing state pack sales and revenakngs caused by other factors. For example, hfeay
Jersey increased its $2.40 per pack cigaretteytaabther 17.5¢ in 2006 (which amounted to only/a 3
increase to the average pack price), its totalrett@tax revenues declined somewhat over thevoilp
year. This decline was almost certainly the resilhe reductions in cigarette consumption caumethe
state’s Smoke-Free Air Act that went into effecAioril 2006. Without the small cigarette tax inase, the
state’s cigarette tax revenues would have droppezhmmore sharply. In every other instance beditias
Jersey in 2006, state cigarette tax rate incre@ees been followed by significant net increasesnioual
state tax revenues — and in every instance, inojuiew Jersey, the state cigarette tax increasbrbaght
the state more revenues than it would have receiidut any rate increase. See, e.g., Exhibigs4 B.
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EXHIBIT A

STATE EXPERIENCES WITH LARGE CIGARETTE TAX INCREASE S 2002-2008
REDUCED PACK SALES AND INCREASED REVENUES

Effective Tax Increase |New State Tax State Pack Nationwide Revenue | New Revenues
State Amount Rate : Pack Sales -
Date Sales Decling Increase (millions)
(per pack) (per pack) Trend

Alaska 1/1/05 60¢ $1.60 -23.2% -4.2% +22.8% +$9.3
Arizona 12/8/06 82¢ $2.00 - 32.5% -4.4% +13.6% + $44.5
Colorado 1/1/05 64¢ 84¢ -24.3% -4.2% +220.2% + $131.0
Connecticut 4/3/02 61¢ $1.11 -12.6% -4.7% +116.1% + $133.6
Delaware 7/31/07 60¢ $1.15 -35.1% - 4.9% +35.1% + $31.7
Washington, DC 10/1/08 $1.00 $2.00 - 25.9% -7.0% +57.3% +$13.2
lowa 3/15/07 $1.00 $1.36 - 30.6% -4.7% + 140.2% + $128.0
Kansas 7/1/02 55¢ $0.79 -21.6% - 4.9% +142.7% + $68.4
Maine 9/19/05 $1.00 $2.00 -12.3% - 1.8% + 76.5% + $71.5
Maryland 1/1/08 $1.00 $2.00 -27.1% -4.2% +45.8% + $126.9
M assachusetts 7/1/08 $1.00 $2.51 -19.1% -5.3% +34.2% +$143.3
Michigan 8/1/02 50¢ $1.25 -11.5% -5.6% +47.4% + $273.7
Michigan 7/1/04 75¢ $2.00 -15.2% -1.7% +28.1% + $238.9
Minnesota 8/1/05 75¢ $1.23 -16.1% -1.8% + 160.7% + $258.4
Montana 5/1/03 52¢ $0.70 -7.3% - 2.9% + 259.8% + $30.5
Montana 1/1/05 $1.00 $1.70 -42.0% -4.2% + 36.5% + $18.8
New Jersey 7/1/02 70¢ $1.50 -17.6% - 4.9% +51.0% + $199.8
New Jersey 7/1/03 55¢ $2.05 -9.0% -2.3% + 26.6% + $157.4
New Mexico 7/1/03 70¢ $0.91 -32.3% -2.3% +191.8% + $39.2
New York 6/3/08 $1.25 $2.75 -15.2% - 5.8% +40.3% + $377.4
Ohio 7/1/05 70¢ $1.25 - 20.6% -1.6% +78.9% + $437.6
Oklahoma 1/1/05 80¢ $1.03 -34.7% -4.2% + 98.2% + $81.6
Rhode | dand 7/1/04 75¢ $2.46 -18.7% -1.7% + 16.9% + $18.7
South Dakota 1/1/07 $1.00 $1.53 - 25.8% - 4.9% + 115.4% + $31.8
Texas 1/1/07 $1.00 $1.41 -21.0% - 4.9% +191.7% + $1,003.7
Vermont 7/1/06 60¢ $1.79 -14.6% - 3.0% + 30.0% +$13.8
Washington 1/1/02 60¢ $1.425 - 18.8% - 2.6% +42.1% + $99.6
Washington 7/1/05 60¢ $2.025 - 8.4% -1.6% +29.1% + $95.5
Wisconsin 1/1/08 $1.00 $1.77 - 15.0% -4.2% + 93.9% + $283.0

Sources: Orzechowski & WalkéFax Burden on Tobacco. U.S. Alcohol and Tobacco Tax and Trade Bureau.
Consumption declines and revenue increases ateddr2 months before and after the tax increassiohwide
consumption declines are for the 50 states and D€nds for rate increases after January 2008dedhe impact of the
61.66-cent federal cigarette tax increase (effectipril 1, 2009).
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EXHIBIT B

SUSTAINABILITY OF CIGARETTE TAX REVENUES OVER TIME
FOLLOWING CIGARETTE TAX RATE INCREASES

I ntroductory Points:

Cigarette consumption is generally trending dowarimy the period from 1990 to 2008, total
sales for the U.S. fell by 2.2 percent, on averpgeyear. During this same period, sales in
North Carolina fell by an average of 1.6 percemtygar. In the absence of cigarette tax
increases, revenues from cigarette taxes will laéson a downward trend given the underlying
trends in cigarette consumption.

Cigarette tax increases will generate reductiorggarette smoking and increases in revenues.
Estimates indicate that the short run elasticitgighrette demand is approximately —0.4,
implying that a price increase of 10 percent valiuce total cigarette consumption by 4%.
Because of the addictive nature of cigarette snipldmokers’ adjustments to the tax increases
will occur over time, with the effect of a permaheanflation adjusted tax increase rising so that
the reductions in consumption that result will gese over time; estimates of the long run (after
many decades) price elasticity of cigarette denaard-0.8. This implies that the gains in
revenue that results from a tax increase will f@kthough still be substantial) over time;

however, the effects of inflation will erode thduwaof the tax increase, dampening the growth in
the decline in smoking and lessening the dropvemaes.

In states that use some of the revenues from tarases to fund comprehensive tobacco
control programs, these efforts lead to furtheuotidns in smoking beyond those resulting
from the tax increase. The implications for revenare that the revenues generated from the
tax increase will be lower in years after the cosmgnsive program is implemented compared
to before.

Historically, every significant state cigarette isectax increase has resulted in a significant
increase in cigarette tax revenues.

Data Sources:

Monthly tax paid cigarette sales, by state, 199B® provided by USDA and CDC,; cigarette tax
rates and dates of changex Burden on Tobacco, 2010. Note that the revenues for later periods
described below (post November 1998) are lowetivel@o the general trend because of sharp
reductions in smoking resulting from industry iated cigarette price increases in the wake of the
Master Settlement Agreement.

Approach:

Analyzed significant tax changes - those that iaseel the state tax cigarette excise tax rate by
at least 25 cents per pack over the period fronb1B®ugh June 2004.

Computed tax revenues for the 12 months precedigttange and for as many 12 month
periods as possible after tax change, for a minirotifive years; if tax was changed mid-
month, then the last 12 full months and subseqgi@riaill month periods were examined.
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Findings:

States With At Least 5 years of Post-Tax Increasedda Available, and the Average State
Tobacco Control Funding as a Percent of the CDC Miimum Recommendation less than

50%:

+ Alabama - average tobacco control funding as agm¢iaf the CDC minimum

Alabama - tax increase from 16.5 cents to 42.5scpet pack, 5/1/2004:

0 Revenues 5/1/2003 - 4/30/2004: $65.4 million
0 Revenues 5/1/2004 - 4/30/2005: $159.8 Million
0 Revenues 5/1/2005 - 4/30/2006: $161.4 million
0 Revenues 5/1/2006 - 4/30/2007: $158.0 million
0 Revenues 5/1/2007 - 4/30/2008: $156.7 million
0 Revenues 5/1/2008 - 4/30/2009: $150.5 million
o0 Average annual revenues, 5/2004 - 4/2009: $1571Bmi

recommendation, 2000 - 2009: 6.7%

District of Columbia - tax increase from 65 cem@<d 00 cents per pack, 1/1/2003:

0 Revenues 1/1/2002 - 12/31/2002: $19.3 million
o Revenues 1/1/2003 - 12/31/2003: $22.6 million
0 Revenues 1/1/2004 - 12/31/2004: $21.1 million
o0 Revenues 1/1/2005 - 12/31/2005: $20.3 million
0o Revenues 1/1/2006 - 12/31/2006: $22.2 million
o Revenues 1/1/2007 - 12/31/2007: $22.6 million
o Average annual revenues, 1/2003 - 12/2007: $21lidmi

= DC - tax increased from 100 cents to 200 centppek, 10/1/2008, and to

250 cents on 10/1/2009

DC - average tobacco control funding as a percktiteoCDC minimum
recommendation, 2000 - 2009: 10.1%

Georgia - tax increase from 12 cents to 37 centppek, 7/1/2003:

o Revenues 7/1/2002 - 6/30/2003: $83.7 million
o0 Revenues 7/1/2003 - 6/30/2004: $220.5 million
0 Revenues 7/1/2004 - 6/30/2005: $229.7 million
o0 Revenues 7/1/2005 - 6/30/2006: $229.1 million
0o Revenues 7/1/2006 - 6/30/2007: $224.1 million
o Revenues 7/1/2007 - 6/30/2008: $218.2 million
o Revenues 7/1/2008 - 6/30/2009: $212.0 million
o0 Average annual revenues, 7/2003 - 6/2009: $2221Bmi

Georgia - average tobacco control funding as agmef the CDC minimum

recommendation, 2000 - 2009: 24.8%

Idaho - tax increase from 28 cents to 57 centppek, 6/1/2003:

0 Revenues 6/1/2002 - 5/31/2003: $24.8 million
o Revenues 6/1/2003 - 5/31/2004: $45.4 million
0 Revenues 6/1/2004 - 5/31/2005: $45.8 million
0 Revenues 6/1/2005 - 5/31/2006: $46.7 million
o0 Revenues 6/1/2006 - 5/31/2007: $48.1 million
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0 Revenues 6/1/2007 - 5/31/2008: $48.7 million
0 Revenues 6/1/2008 - 5/31/2009: $46.8 million
o Average annual revenues, 6/2003 - 5/2009: $46 .omil

+ ldaho - average tobacco control funding as a péfethe CDC minimum

recommendation, 2000 - 2009: 12.8%

» lllinois - tax increase from 58 cents to 98 cerds pack, 7/1/2002:

o0 Revenues 7/1/2001 - 6/30/2002: $512.9 million
o Revenues 7/1/2002 - 6/30/2003: $617.0 million
o0 Revenues 7/1/2003 - 6/30/2004: $739.7 million
o0 Revenues 7/1/2004 - 6/30/2005: $650.0 million
0 Revenues 7/1/2005 - 6/30/2006: $642.8 million
o0 Revenues 7/1/2006 - 6/30/2007: $611.8 million
o Revenues 7/1/2007 - 6/30/2008: $608.5 million
o0 Revenues 7/1/2008 - 6/30/2009: $571.3 million
o0 Average annual revenues, 7/2002 - 6/2009: $634lbmi

= Note that Chicago and Cook County lllinois adopigghificant local tax
increases in the years following the 2002 staterterease. Specifically, the
Chicago tax per pack rose from $0.16 to $0.48 imudey 2005 and then to
$0.68 in January 2006, while the Cook County taxpaek rose from $0.18
to $1.00 in April 2004 and then to $2.00 in Mar@a.
+ lllinois - average tobacco control funding as acpeat of the CDC minimum
recommendation, 2000 - 2009: 26.4%

* Nebraska - tax increase from 34 cents to 64 cemtpack, 10/1/2002:

o Revenues 10/1/2001 - 9/30/2002: $44.9 million
0o Revenues 10/1/2002 - 9/30/2003: $66.4 million
o Revenues 10/1/2003 - 9/30/2004 $68.9 million
0 Revenues 10/1/2004 - 9/30/2005: $68.4 million
o Revenues 10/1/2005 - 9/30/2006: $66.7 million
0 Revenues 10/1/2006 - 9/30/2007: $69.8 million
o Revenues 10/1/2007 - 9/30/2008: $71.4 million

o Average annual revenues, 10/2002 - 9/2008: $edldmi
+ Nebraska - average tobacco control funding as @péeof the CDC minimum
recommendation, 2000 - 2009: 32.8%

* Nevada - tax increase from 35 cents to 80 centpagek, 7/1/2003:

o Revenues 7/1/2002 - 6/30/2003: $62.4 million
o0 Revenues 7/1/2003 - 6/30/2004: $128.4 million
0 Revenues 7/1/2004 - 6/30/2005: $129.1 million
o0 Revenues 7/1/2005 - 6/30/2006: $131.8million
0o Revenues 7/1/2006 - 6/30/2007: $129.3 million
o Revenues 7/1/2007 - 6/30/2008: $130.0 million
0 Revenues 7/1/2008 - 6/30/2009: $116.7 million
o Average annual revenues, 7/2003 - 6/2009: $1271BDmi

% Nevada - average tobacco control funding as a peocfghe CDC minimum

recommendation, 2000 - 2009: 27.3%
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* New Mexico - tax increase from 21 cents to 91 ceetspack, 7/1/2003:

o Revenues 7/1/2002 - 6/30/2003: $21.0 million
0 Revenues 7/1/2003 - 6/30/2004: $61.8 million
0 Revenues 7/1/2004 - 6/30/2005: $61.3 million
o0 Revenues 7/1/2005 - 6/30/2006: $62.9 million
o0 Revenues 7/1/2006 - 6/30/2007: $64.4 million
o Revenues 7/1/2007 - 6/30/2008: $61.7 million
o Revenues 7/1/2008 - 6/30/2009: $59.0 million

o0 Average annual revenues, 7/2003 - 6/2009: $61 fgomil
s New Mexico - average tobacco control funding agm@ent of the CDC minimum
recommendation, 2000 - 2009: 40.4%

* New York - tax increase from 111 cents to 150 ceetspack, 4/3/2002:

o0 Revenues 4/1/2001 - 3/31/2002: $999.5 million

0 Revenues 4/1/2002 - 3/31/2003: $1,190.6 million
0 Revenues 4/1/2003 - 3/31/2004: $1,097.7 million
0 Revenues 4/1/2004 - 3/31/2005: $1,046.0million
o0 Revenues 4/1/2005 - 3/31/2006: $1,046.9 million
0o Revenues 4/1/2006 - 3/31/2007: $1,040.8 million
o0 Revenues 4/1/2007 - 3/31/2008: $1,020.3 million
o0 Average annual revenues, 4/2002 - 3/2008: $1,0m8lion

= New York - tax increased from 150 cents to 275 €@etr pack, 6/3/2008.

= Note: On 7/2/2002 New York city raised its cigagetkcise tax from $0.08
per pack to $1.50. The revenues generated byitthtax are shared
between the city and the state, with the stateviep46.5 percent from
July 2002 through March 2003 and 46.0 percent fAgml 2003 on; these
revenues are included in the state totals.

« New York - average tobacco control funding as agetrof the CDC minimum
recommendation, 2000 - 2009: 48.4%

» Oregon - tax increase from 38 cents to 68 centppek, 2/1/1997:

0o Revenues 2/1/1996 - 1/31/1997: $113.8 million
0 Revenues 2/1/1997 - 1/31/1998: $190.8 million
0 Revenues 2/1/1998 - 1/31/1999: $184.4 million
0 Revenues 2/1/1999 - 1/31/2000: $164.2 million
0o Revenues 2/1/2000 - 1/31/2001: $162.6 million
o0 Revenues 2/1/2001 - 1/31/2002: $146.9 million
0 Average annual revenues, 2/1997 - 1/2002: $1691BmMI

= QOregon - tax increased from 68 cents to 128 caesmtpgck, 11/1/2002, and
reduced to 118 cents per pack on 1/1/04
+«+ Oregon - average tobacco control funding as a peafehe CDC minimum
recommendation, 2000 - 2009: 31.5%

* Pennsylvania - tax increase from 100 cents to &B%sger pack, 1/7/2004:

0 Revenues 1/1/2003 - 12/31/2003: $903.8 million

0 Revenues 1/1/2004 - 12/31/2004: $1,056.1 million
0 Revenues 1/1/2005 - 12/31/2005: $1,060.9 million
o0 Revenues 1/1/2006 - 12/31/2006: $1,017.0 million
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0 Revenues 1/1/2007 - 12/31/2007: $1,020.0 million
o0 Revenues 1/1/2008 - 12/31/2008: $1,032.5 million
o0 Average annual revenues, 1/2004 - 12/2008: $1,081lidn
» Pennsylvania - tax increased from 135 cents toceéd@s per pack,
11/1/2009
Pennsylvania - average tobacco control funding@ereent of the CDC minimum
recommendation, 2000 - 2009: 46.1%

West Virginia - tax increase from 17 cents to 5btsger pack, 5/1/2003:

0o Revenues 5/1/2002 - 4/30/2003: $36.0 million
0 Revenues 5/1/2003 - 4/30/2004: $105.4 million
0 Revenues 5/1/2004 - 4/30/2005: $101.3 million
0 Revenues 5/1/2005 - 4/30/2006: $108.0 million
0o Revenues 5/1/2006 - 4/30/2007: $109.4 million
o0 Revenues 5/1/2007 - 4/30/2008: $111.0 million
0 Revenues 5/1/2008 - 4/30/2009: $110.5 million
o0 Average annual revenues, 5/2003 - 4/2009: $1071BdmI

West Virginia - average tobacco control fundinggsgercent of the CDC minimum
recommendation, 2000 - 2009: 40.2%

States With At Least 5 years of Post-Tax Increasedda Available, and the Average State

Tobacco Control Funding as a Percent of the CDC Mimum Recommendation more than

50%:

% Alaska - average tobacco control funding as a pg¢miethe CDC minimum

Alaska - tax increase from 29 cents to 100 centpaek, 10/1/1997:

0 Revenues 10/1/1996 - 9/30/1997: $15.2 million
0 Revenues 10/1/1997 - 9/30/1998: $35.6 million
0 Revenues 10/1/1998 - 9/30/1999: $43.2 million
0 Revenues 10/1/1999 - 9/30/2000: $41.9 million
o Revenues 10/1/2000 - 9/30/2001: $41.6 million
0 Revenues 10/1/2001 - 9/30/2002: $41.4 million
o Revenues 10/1/2002 - 9/30/2003: $39.0 million
0 Revenues 10/1/2003 - 9/30/2004- $40.3 million
o0 Average annual revenues, 10/1997 - 9/2004: $40lmi

= Alaska - tax increased from 100 cents to 160 ceetack, 1/1/2005; and

to 180 cents on 7/1/2006, and to 200 cents on G0X/2

recommendation, 2000 - 2009: 57.5%

Arkansas - tax increase from 34 cents to 59 cestpack, 6/1/2003:

0 Revenues 6/1/2002 - 5/31/2003: $85.9 million
0o Revenues 6/1/2003 - 5/31/2004: $123.1 million
0 Revenues 6/1/2004 - 5/31/2005: $129.5 million
0 Revenues 6/1/2005 - 5/31/2006: $131.2 million
0 Revenues 6/1/2006 - 5/31/2007: $129.5 million
0 Revenues 6/1/2007 - 5/31/2008: $128.6 million
o0 Average annual revenues, 6/2003 - 5/2008: $128lbmi

= Arkansas - tax increased from 59 cents to 115 qamtpack, 3/1/2009
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s Arkansas - average tobacco control funding as eepéof the CDC minimum
recommendation, 2000 - 2009: 79.8%

» California- tax increase from 37 cents to 87 cgmetspack, 1/1/1999:

0 Revenues 1/1/1998 - 12/31/1998: $646.6 million
0 Revenues 1/1/1999 - 12/31/1999: $1,115.7 million
o Revenues 1/1/2000 - 12/31/2000: $1,125.7 million
0 Revenues 1/1/2001 - 12/31/2001.: $1,105.2 million
o Revenues 1/1/2002 - 12/31/2002: $1,068.9 million
0 Revenues 1/1/2003 - 12/31/2003: $1,024.4 million
0 Revenues 1/1/2004 - 12/31/2004: $1,029.8 million
0 Revenues 1/1/2005 - 12/31/2005: $1,040.1 million
o0 Revenues 1/1/2006 - 12/31/2006: $1,032.9 million
o Revenues 1/1/2007 - 12/31/2007: $983.7 million
o Revenues 1/1/2008 - 12/31/2008: $951.8 million
o Average annual revenues, 1/1999 - 12/2008: $1,041ldn

+« California - average tobacco control funding agecent of the CDC minimum
recommendation, 2000 - 2009: 52.1%

* Indiana - tax increase from 15.5 cents to 55.5cpat pack, 7/1/2002:

o0 Revenues 7/1/2001 - 6/30/2002: $115.0 million
o0 Revenues 7/1/2002 - 6/30/2003: $343.0 million
0 Revenues 7/1/2003 - 6/30/2004: $335.8 million
o0 Revenues 7/1/2004 - 6/30/2005: $332.3 million
0 Revenues 7/1/2005 - 6/30/2006: $345.1 million
o Revenues 7/1/2006 - 6/30/2007: $360.9 million
o0 Average annual revenues, 7/2002 - 6/2007: $343lbmi

» Indiana - tax increased from 55.5 cents to 99.5scper pack, 1/1/2005
% Indiana - average tobacco control funding as agueraf the CDC minimum
recommendation, 2000 - 2009: 58.3%

Maryland - tax increase from 66 cents to 100 cpatgpack, 6/1/2002:

0 Revenues 6/1/2001 - 5/31/2002: $201.7 million
0 Revenues 6/1/2002 - 5/31/2003: $266.2 million
0 Revenues 6/1/2003 - 5/31/2004: $268.3 million
0 Revenues 6/1/2004 - 5/31/2005: $268.3 million
o0 Revenues 6/1/2005 - 5/31/2006: $271.4 million
o0 Revenues 6/1/2006 - 5/31/2007: $271.8 million
o0 Average annual revenues, 6/2002 - 5/2007: $2691BDmi

= Maryland - tax increased from 100 cents to 200<pet pack, 1/1/2008
+ Maryland - average tobacco control funding as agrérof the CDC minimum
recommendation, 2000 - 2009: 63.4%

» Massachusetts - tax increase from 51 cents to M8 per pack, 10/1/1996:

0 Revenues 10/1/1995 - 9/30/1996: $230.9 million
o0 Revenues 10/1/1996 - 9/30/1997: $292.7 million
o Revenues 10/1/1997 - 9/30/1998: $297.4 million
o0 Revenues 10/1/1998 - 9/30/1999: $276.2 million
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0 Revenues 10/1/1999 - 9/30/2000: $267.6 million
0 Revenues 10/1/2000 - 9/30/2001: $266.5 million
o0 Average annual revenues, 10/1996 - 9/2001.: $280libm
= Massachusetts - tax increased from 76 cents taébts per pack,
7/25/2005
Massachusetts - average tobacco control fundirgpascent of the CDC minimum
recommendation, 2000 - 2009: 50.4%

Massachusetts - tax increase from 76 cents to @btk per pack, 7/25/2002:

o Revenues 8/1/2001 - 7/31/2002: $279.4 million
o0 Revenues 8/1/2002 - 7/31/2003: $438.4 million
0o Revenues 8/1/2003 - 7/31/2004: $422.3 million
0 Revenues 8/1/2004 - 7/31/2005: $406.2 million
o0 Revenues 8/1/2005 - 7/31/2006: $422.5 million
o0 Revenues 8/1/2006 - 7/31/2007: $426.2 million
o0 Average annual revenues, 8/2002 - 7/2007: $423lbmi

= Massachusetts - tax increased from 151 cents t@@3t per pack,
7/1/2008
Massachusetts - average tobacco control fundirgpascent of the CDC minimum
recommendation, 2000 - 2009: 50.4%

Wyoming - tax increase from 12 cents to 60 centpek, 7/1/2003:

o0 Revenues 7/1/2002 - 6/30/2003: $7.0 million

o0 Revenues 7/1/2003 - 6/30/2004: $14.3 million
0 Revenues 7/1/2004 - 6/30/2005: $23.2 million
o0 Revenues 7/1/2005 - 6/30/2006: $22.6 million
o0 Revenues 7/1/2006 - 6/30/2007: $25.6 million
o Revenues 7/1/2007 - 6/30/2008: $24.7 million
0 Revenues 7/1/2008 - 6/30/2009: $24.7 million

o0 Average annual revenues, 7/2003 - 6/2009: $22 fomil
Wyoming - average tobacco control funding as agrdrof the CDC minimum
recommendation, 2000 - 2009: 50.1%

Conclusions:

Significant cigarette excise tax increases geneigtaficant increases in cigarette tax
revenues.

Revenues several years after the tax increase mesigmificantly higher than revenues prior
to the tax increase and changes over time aftentinease are consistent with changes that
would result from underlying downward trends inasigfte smoking.

Revenues in states that dedicate some revenuesrfgrehensive tobacco control programs
in the years following the implementation of thesegrams are still significantly higher
than revenues prior to the tax increase and progrgrtementation
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