FY 2010-FY 2011 Biennial Budget Forecast February 10, 2009

Cigarette and Other Tobacco Products Tax

GRF Revenues from the Cigarette and Other Tobacco Products Tax

(in millions)
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FY 2005 Actual FY 2006 Actual FY 2007 Actual FY 2008 Actual FY 2009 Estimate FY 2010 Forecast FY 2011 Forecast
FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011
Actual Actual Actual Actual Estimate Forecast  Forecast
Revenue $577.7 $1,084.1 $986.6 $950.9 $914.4 $881.2 $849.5
Growth 3.6% 87.7% -9.0% -3.6% -3.8% -3.6% -3.6%

The cigarette and other tobacco products tax is levied on cigarettes, cigars,
chewing tobacco, snuff, smoking tobacco, and other tobacco products. Receipts from
the sales of cigarettes are about 96% of total receipts. Cigarettes are taxed at a rate of
$1.25 per pack of 20 cigarettes. Other tobacco products are taxed at 17% of their
wholesale price. The tax rate on cigarettes increased from $0.55 per pack of 20 cigarettes
on July 1, 2005, while the tax rate on other tobacco products was unchanged. Revenue
collected from the tax is deposited into the GRF. Revenue growth in FY 2006 was
largely due to the cigarette tax rate increase. Revenue in FY 2006 also included one-time
receipts from an additional $.70 per pack tax on inventory, referred to as a "floor tax,"
for which dealers had paid the previous tax rate. FY 2007 receipts did not include such
proceeds from the tax on inventory, resulting in an outsized revenue decline in that
tiscal year.

The forecast for the cigarette and other tobacco products tax is primarily based
on trend analysis of the consumption of both cigarettes and other tobacco products.
Smokers are expected to continue to make downward adjustments to their consumption
of taxed cigarettes for various reasons, including health. Revenue from the tax on
tobacco products other than cigarettes has increased 4% to 5% per year, primarily from
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increases in the wholesale price of those products. The long-term annual decline in
cigarette consumption is expected to continue. Additional factors, such as increases in
cigarette prices, increases in the share of nontaxed cigarettes (smuggling and Internet
purchases), and smoking bans in public places may create an even steeper decline in
consumption of taxed cigarettes in future years. Conversely, tax increases in
neighboring lower tax states may reduce losses from out-of-state nontaxed purchases
and boost forecasted revenues from the cigarette and other tobacco products tax.

This forecast was prepared prior to the recent reauthorization of the federal
Children's Health Insurance Program, which includes an increase of 61 cents in the
federal excise tax on cigarettes and various rate increases on other tobacco products,
starting on April 1, 2009. This increase is likely to result in an additional decrease in the
consumption of taxed cigarettes and in revenues from the state cigarette tax.
Preliminary analysis of the federal legislation suggests that the revenue loss could range
from $50 to $55 million per year.
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