MINNESOTA- REVENUE

MNCare, Cigarette, and
Tobacco Taxes
Rate Changes and Dedication

February 11, 2003 TG
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Andysisof H.F. 29 (Bradley) / SF. 114 (Kiscaden)

Revenue Gain or (L 0ss)
F.Y. 2004 F.Y. 2005 F.Y. 2006 F.Y. 2007

(000'S)
Cigarette Excise Tax ($23,513) ($24,265) ($23,009) ($21,814)
Sales Tax on Cigarettes $6,485 $7,230 $7,367 $7,495
Tobacco Excise Tax (%$4,619) ($5,215) (%5,398) (%5,587)
Sdles Tax on Tobacco Products $434 $490 $507 $525
General Fund Total ($21,213)  ($21,760)  ($20,533)  ($19,381)
Cigarette Excise Tax $237,960 $273,935 $276,200 $278,275
Tobacco Excise Tax $26,472 $29,889 $30,935 $32,017
Cigarette Floor Stocks Tax $25,000 $0 $0 $0
Tobacco Floor Stocks Tax $2,500 $0 $0 $0
MNCare Tax Reped ($98.475)  ($319,345)  ($347,511)  ($375,951)
Health Care Access Fund Total $193,457 (%$15,521) (%$40,376) ($65,659)
Minnesota Futur e Resour ces Fund ($1,181) ($1,227) ($1,171) ($1,119)
Total All Funds $171,063  ($38508)  ($62,080)  ($86,159)

Effective duly 1, 2003
EXPLANATION OF THE BILL

Current Law: A gross revenue tax (MinnesotaCare Tax) of 1.5% isimposed on hospitals, health care
providers, surgical centers, and wholesde drug distributors. Revenues are deposited in the Hedlth Care
Access Fund. Beginning January 1, 2004, the tax rate will be 2%.

The cigarette tax rate is 48¢per pack of 20 cigarettes. The Minnesota Future Resources Fund receives
2¢from every pack. The balance of the cigarette tax revenue is deposited in the Generd Fund. The
tobacco products tax rate is 35% of the wholesae price. All revenues from the tobacco products tax
are depogited in the Genera Fund.
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EXPLANATION OF THE BILL (cont.)

Cigarette digtributors receive a discount of 1.0% of face vadue for the first $1,500,000 of annud stamp
purchases and 0.6% of the amount over $1,500,000. Distributors of tobacco products receive a
discount equa to 1.5% of the tax.

Proposed Law: The bill would reped the MinnesotaCare taxes, effective July 1, 2003 for tax periods
beginning on or after that date, and replace these revenues with dedicated increases in the cigarette and
the tobacco product taxes. A floor stocks tax is aso imposed on cigarettes and tobacco products.

The proposd isto raise the cigarette tax rate from 48¢to $1.48 per pack of 20. The Minnesota Future
Resources Fund will continue to receive 2¢per pack, and 46¢per pack will continue to be credited to
the General Fund. The proposa would raise the tobacco products tax rate from 35% to 108% of
wholesale price, and 35% of the wholesale price of tobacco products would continue to be credited to
the genera fund. The proposal would impose afloor stockstax (i.e. atax on current inventories) on
cigarettes and also one on tobacco products. Revenues from the increases in the taxes are to be
deposited in the Hedth Care Access Fund.

The discount for cigarette distributors would change from 1.0% to 0.32% of face vaue for the first
$1,500,000 of annual stamp purchases and from 0.6% to 0.19% of the excess. The discount for
tobacco products distributors would be decreased from 1.5% to 0.49%.

REVENUE ANALYSISDETAIL

MinnesotaCare Taxes:
Basdline revenues from the November 2002 forecast were used for the various tax categories.
Because the MinnesotaCare taxes are based on the caendar year, it was assumed that the repeal of
the taxes for tax periods beginning after July 1, 2003, would mean that the reped was effective
January 1, 2004.
Theimpact in fiscd year 2004 reflects five months of estimated tax payments for hospitals and
surgica centers and one quarterly payment of estimated tax for heath care providers and wholesale
drug ditributors.

Cigarette and Tobacco Taxes:
Basdline revenues are the November 2002 forecast for the cigarette and tobacco taxes.
An eadticity factor of -0.55 was applied for changes in consumption due to the tax increase. As
such, General Fund and Minnesota Future Resources Fund revenues under the proposa decline
due to reduced consumption.
The averageretail price of cigarettesis predicted to grow at an annual rate of 5%.



Department of Revenue February 11, 2003
Analysisof H.F. 29/ SF. 114
Page three

REVENUE ANALYSISDETAIL (cont.)

Indian cigarette and tobacco tax refunds grow at a proportiona rate to the tax incresse.

Because this law becomes effective July 1, 2003, 11 months of collections would be redized in
fiscal year 2004.

It was estimated that approximately 25 million packs of cigarettes would be subject to the floor
stocks tax and that the floor tax for tobacco products would be 10% of the cigarette floor stocks
revenue.

NUMBER OF TAXPAYERS AFFECTED: 75 digtributors for cigarettes and 180 distributors for
tobacco products. 6,770 hedth care providers, 150 hospitals/surgica centers, and 140 wholesale drug
digtributors.

Source:  Minnesota Department of Revenue
Tax Research Divison
http://Amwww .taxes.state.mn.us/polic.html#analyses
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