MINUTES OF THE MEETING
TAXATION COMMITTEE
49TH LEGISLATURE
SPECIAL SESSION IIT
HOUSE OF REPRESENTATIVES

June 28, 1986

The ninth meeting of the taxation committee was called
to order in room 312-1 of the capitol at 12:49 p.m.
by Chairman Gerry Devlin.

ROLL CALL: All members were present with the excep-
tion of Representative Iverson, Representative Keenan,
and Representative Ream. Also present were Dave Boh-
yer, researcher for the legislative council, and Alice
Omang, secretary.

CONSIDERATION OF HOUSE BILL 52: Representative Janet
Moore, house district 65, informed the committee that
they heard this bill in 1985 and this bill would tax
all tobacco products equally and she did not care if
they smoked it, chewed it or snuff it or you stick it
in your ear (she didn't care how they did it), but
all should be taxed equally.

PROPONENTS: There were none.

OPPONENTS: Jerome Anderson, representing the Tobacco
Institute, presented testimony to the committee as
per exhibit 1.

Tom Maddox, representing the Montana Association of
Tobacco and Candy Distributors, Inc., testified in
opposition to this bill. See exhibit 2.

Don Ingels, representing the Montana Chamber of Com-
merce, testified that thev traditionallv oppose selec-
tive sales taxes and., therefore, oprvose this bill.

There were no further opponents.

QUESTIONS ON HOUSE BILL 52: Representative Williams
asked what will this bill do to a can of snooz.

Mr. Anderson responded that the wholesale price of
a can of say Copenhagen is approximately $1.20 and
downtown it sells for about $1.35 and this would
send it up to about $1.50.
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Representative Cohen asked if anyone could explain

in the bill where it says, "shall be paid to the de-
partment in full less a 5% defrayment for his collec-
tion and administrative expense and shall be deposited
by the department in the long-range building program
debt service fund for state equalization aid to public
schools".

Mr. Anderson advised that this is one of the technical
problems with the bill as the provision itself is con-
tradictive. He said that the present law requires
that the tax be deposited by the department in the
long-range building program debt service fund and this
is for state equalization aid to public schools, but
you can't deposit it in the debt service fund and then
send it to the state equalization fund - it is self-
defeating.

Representative Cohen asked what are the other techni-
cal oroblems with the bill.

Mr. Anderson responded that on page 6, this refers to
the statute which applies the money that will go to
the state equalization fund, but presently 100% of

the money collected from the other tobacco products
tax goes into debt retirement and this provision would
take it entirely out of that program and put it in

the state equalization.

Representative Williams noted that the technical prob-
lem with the bill would be to try and take it out of
the long-range building debt service fund and put it
in the public school's fund and the legislature has
appropriated some of that money into the general fund
and he asked if it would be wise to just strike that
part about going into the long-range building program.

Representative Moore replied that her legal adviser
in the legislative council told her that it is ab-
solutely permissable to do this and she thought they
would be here from the legislative council.
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There were no further questions.

Representative Moore stated that the legislative council
worked up the formula to get all tobacco products taxed
equally and how they did that she did not know, but

she thought there was a misunderstanding from the
tobacco industry that it is going to be this kind of

a radical increase. She advised that she found that
cigarettes were taxed at 13 cents a pack and a can of
snooz is taxed at 11 cents a can and there is more
nicotine in a can of snooz than there is in cigarettes
and a moderate snoozer can get by two days on a can

of snooz and she has not found one cigarette smoker

who can get by with two days on one pack of cigarettes.
She concluded that they (snoozers) are getting more
nicotine, more lasting enjoyment and paying less

tax.

EXECUTIVE SESSION:

DISPOSITION OF HOUSE BILL 52: Representative Koehnke
moved that this bill DO PASS.

Representative Cohen moved to amend the bill so that
the money that is going into the long-range building
program debt service fund will continue to go there
and the increased revenue from this tax will go to the
equalization fund.

A vote was taken on the motion and the motion passed
with Representatives Harp, Devlin, Williams, Gilbert
and Abrams voting no.

Representative Koehnke moved that this bill DO PASS AS
AMENDED.

Representative Gilbert made a substitute motion that
this bill be TABLED.
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A roll call vote was taken and the motion passed
with a vote of 13 ayes and 6 nos. See roll call
vote.

ADJOURNMENT: There being no further business,
the meeting adjourned at 1:25 p.m.

, Chairman

(:ZJ% e’ (46;?@u7u?

Alice Omang, Secrexary




DAILY ROLL CALL

TAXATION COMMITTEE
49th LEGISLATIVE SESSION -- 1986
Second Spacial
Date June 28, 1986
e | presext | aAmsEnt | EXCUSED |
DEVLIN, Gerry, Chairman U/’
WILLIAMS, Mel, Vice-Chairman @//
ABRAMS, Hugh V/
ASAY, Tom v
COHEN, Ben L
ELLISON, Orval v
GILBERT, Bob S
HANSON, Marian J/
HARRINGTON, Dan v
HARP, John _/
IVERSON, Dennis
KEENAN,”Nancy
KOEHNKE, Francis 4
PATTERSOJ, John 4
RANEY, Bob .
REAM, Bob
SANDS, Jack V4
SCHYE, Ted L
SWITZER, Dean —
ZABROCKI, Carl 4
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Date:

ROLL CALL VOTE

Motion:

Bill #

COMMITTEE

Number

Name

Aye

Nay

DEVLIN, Gerry, Chm.

WILLIAMS, Mel, V.Chm.

ABRAMS, Hugh

ASAY, Tom

COHEN, Ben

ELLISON, Orval

GILBERT, Bob

HANSON, Marian

HARRINGTON, Dan

HARP, John

IVERSON, Dennis

KEENAN, Nancy

KOEHNKE, Francis

PATTERSON, John
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RANEY, Bob

REAM, Bob
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HB -52

g . Sune 2% ‘95K
naMe: Thomas W. (Tom) Maddox e DATE : June 28, 1986

1777 LeGrande Cannon Blvd, - P. O. Box 123
- ADDRESS: HELENA MT 59624-0123

PHONE : (406) 442-1582

Montana Association of Tobacco and Candy Distributors Inc.
REPRESENTING WHOM? )

APPEARING ON WHICH PROPOSAL: HB52

DO YOU:  SUPPORT? AMEND? oPPOSE? X

COMMENTS : HB52 should be killed because it is an added burden on lower income persons

fixed income persons, senior citizens who barely afford to enjoy the poor man’s tobacco
products—pipe tobacco, chewing tobacco, moist tobacco products, or cigars.

It isa tax that is not cost effectlve, proV1des no services nor beneflts to the low

sales on on the dechne in Montana State tobacco revenues are droppmg See official
-statistics:

,~ HB52 is a hidden sales‘ta%,‘jﬁrepaia by the Montana licensed tobacco distributors prior
to marketing the products or receiving reimbursement Irom the retailers. It is harmful
to small businesses. Once Montana had 55 wholesale tobacco distributors. Today there
are 13 Montana family-owned wholesale distributor businesses. Montana once had
cigar-rolling businesses on main streets, and today there are none. In fact there are
no true total tobacco distributors for the few survivors must market hundreds of other

remely low percentage of profit, some as

low as 1 and a fraction per cent to keep employees working and doors open,

HBb521s inflationary. H enacted a 4 oz. pack of pipe tobacco will Top :M Costs to Consumers
will advance 15¢ to 20¢.

Noncigarette tobacco is perishable, subject to going stale and dry. Returns, tax refunds are
discouraging to wholesalers and retailers; a headache whén consumers complainm Redtape
often results in the wholesaler absorbing loss.

In this atmosgphere of state government deficits, many view tobacco as an inexhaustible
revenues as consumption dwindles.

The pressure of budget shortfalls plays into the hands of anti-tobacco activists. For they
want nothing more than to tax the tobacco business out of existence.
PLEASE LEAVE ANY PREPARED STATEMENTS WITH THE COMMITTEE SECRETARY.
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GOVERNMENT SHORTFALLS

In this atmosphere of state government deficits, many
individuals view tobacco taxes unrealistically as an inexhaustible
resource. :

Legislators need only to check with two state resources to
learn the true picture. Irefer to the state budget director’s office
and Terry Johnson vh o is knowledgeable of current statistics, and
with the state tobacco tax administrator, James Madison.

Montana is experiencing a sharp downward trend in sales
of cigarettes and other tobacco products. These figures are down,
although I note that two categories among national figures are up.
However, the national figures are only through 1985.

Mr. Madison of the Revenue Department shared figures which
show that for 1986 tobacco tax revenues will continue downward.
’85 revenue is down from ’84 and ’86 tobacco revenues will be lower.

The current trend for the spring of ’86 is about 5 per cent downward
each month,

If tobacco taxes would be doubled, — as of July 1lst — I calculate
the additional revenue for fiscal ’87 would be $550,000 or less. —— Not
$1 million which I’ve read in the news media.

REAL PURCHASING POWER

When revenues on tobacco tax are related to the real dollar purchasing
power, Montana revenues indicate that the sales of noncigarette products
has .been virtually flat since the tax was first collected. In other words,
if the value of the dollar .. had remained constant since the first day of this
Montana tax, the revenue would not have increased and in fact may have
decreased.

THE ANTI TOBACCO PRESSURE

The pressure on increasing such tax to cope with budget shortfalls
plays neatly inthe hands of the anti-tobacco activists. For they would like
nothing more than to tax the tobacco industry out of business.

QUESTION

The present tobacco tax is dedicated 100 per cent to the longrange bond debt
service account. We question the wisdom of the bill which diverts revenue
from this commitment by the state.

We wonder about the thinking of those who would depend upon tobacco for
revenue to pay teachers — many of whom preach that tobacco is bad.

77/Ioulana' .45504:1':1[:'&))1’ o/

TOBACLO AND CARDY DISTRIBUTORS
POEOX 123

HELENA MT §9624-0123



IMPACT ON MONTANA FAMILY OWNED BUSINESS:

Enactment of HB___ to double the state tax on cigars, chewing tobacco,
pipe tobacco and moist tobacco would be another damaging blow to the
dwindling numbers of tobacco wholesale distributors.

When the Montana Association of Tobacco and Candy Distributors was
founded in 1949, there were 55 wholesale licenses upon whom the state of
Montana depended to prepay and administer cigarette sales taxes.

The tax on sales of other tobacco products was enacted in 19617.
Again another tax was thrust upon the wholesale distributors who must
prepay all tobacco taxes. They must pay the state tax before they can
distribute the products to retail stores and await reimbursement, often
after the products are purchased by consumers.

In the escalating squeeze of having to add prepaid tax to the
costs of inventiories, there has been a reduction in the family-owned
tobacco distributor business. There numbers have been reduced to 13
Montana — owned wholesale distributors. From 55 to 13 averages to
about the loss of one Montana-owned wholesale distributor business a
year in the years since the first Montana tobacco taxation.

TAX IS REGRESSIVE AND HIDDEN

The tobacco tax is regressive. Except for cigars, this tax
is imposed on lower income individuals for the most part, upon shift
workers, upon farmers, upon the substantial senior citizen segment
of Montana’s population.

The tobacco tax is hidden because it is not posted separately
at the consumer point of purchase. However, the language states that it shall
be considered a direct tax on the consumer. Pve heard that doubling the
tax might increase the cost about 5 cents Please check this arithmetic
because a sampling today indicates that a [‘)8 k of pipe smoking tobacco
likely would go over the $2 mark. In checking with the Tobacco shop
on Helena’s main street, the owner told me that a can of moist tobacco
likely would have to be increased to about $1. 50, from $1. 35.

Tobacco shops — as with wholesale distributors — used to be more
numerous throughout Montana. Today they are almost a rarity.

The tobacco tax not only harms Montana business : but
selectively strikes relatively few citizens — citizens whose

tobacco tax yields them no services nor benefits.
7?/7onlana ./4.450(’1'(1[:'0'1‘ o/
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LIMITED SHELF LIFE AND STALES

In this body we do not have a typical crosssection of
all economic levels, perhaps a millionnaire, but none in the lowest income

levels.  Of all those in this room, a few, perhaps only one of two persons,
use tobacco other than cigarettes.

The percentage of the population using chewing tobacco pipe
tobacco and cigars is diminishing.

This results in greater difficulties in handling these products.
They have a limited shelf life. Wholesale distributors have especially
constructed humidity -~controlled rooms for storage of these products.
Even with such care, they become stale. Retailers return stale products
as unsaleable. Here we have products on which state taxes have been
prepaid, on products that are unsaleable. The method of exchange and/or
tax refunding is complex and time staking.

A VANISHING TRADE

Some years ago there were cigars being made right on main street.
Today there are no true tobacco shops in Montan®’s cities. In Helena
there is one which bears the name Tobacco Junction, but he survives only
by selling a great variety of nontobacco products, from paperbacks to
to sundry other items.

Recently we had a guest who smokes and enjoys cigars. We were
having a meeting in a main street hotel. After six, we were unable to
find a cigar for purchase in all of the main street stores we visited and

I believe we must have visited at least six or seven places.
many

In recognition of these trends and problems, /states have repealed
or not enacted taxes on noncigarette tobacco. Montana’s other tobacco tax
occurred in the frenzy of an extraordinary legislative session without normal
hearingWholesalers and retailers of tobacco products have survived only
by greater diversification.
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Montana Department of Revenue provided the rollowing tigures
on sales of state tax-paid cigarettes: by fiscal years:
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U. S. Intermountain states’
cigarette taxes:

STATE CIGARETTE EXCISE TAX RATES

{As of January 1. 1986)

Ob the other hand, for our perspective:

‘ﬂﬂ THE TOBACCO INSTITUTE
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. AMENDMENTS TO HOUSE BILL NO. 52
_ADGPTED BY THE EOUSE COMMITTEE ON TAXATION
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VISITORS' REGISTER

TAXATION COMMITTEE
BILL NO. HB 52 DATE June 28, 1986
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