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SUMMARY

Synopsis of Bill

Senate Bill 384 amends statute to increase the tobacco products tax from 25 percent of the value
of the product to 35 percent.

Significant Issues

DOH notes the following significant issues:

Following a cigarette tax increase, the anticipated response is that sales volumes will ultimately
decrease due to economic disincentive. Other states have shown, however, that decreasing to-
bacco sales does not necessarily mean decreasing tax revenues. High cigarette excise taxes in
California, Arizona, Massachusetts, Oregon, Michigan, and Canada have demonstrated a reduc-
tion in cigarette sales. However, despite reductions in cigarette sales, all of these states received
increased cigarette tax revenues. In 1999, California increased its cigarette tax by fifty cents per
pack, increasing the tax to 0.87 cents. State consumption declined by 18.9% but revenues in-
creased by 90.7% resulting in $555.4 million in new revenues. In 1997, Utah increased its ciga-
rette tax twenty-five cents per pack, increasing the tax to 51.5 cents. State consumption de-
clined by 25.7% but revenues increased by 84.2%, resulting in $17.6 million in new revenues.

According to the World Health Organization, it is important to place equivalent taxes on ciga-
rettes and non-cigarette tobacco products (e.g. pipe and rolling tobacco, snuff, oral tobacco, ci-
gars, etc.) to avoid users simply substituting one form of tobacco addiction for another (Guide-
lines for Controlling and Monitoring the Tobacco Epidemic, 1998). New Mexico’s current ciga-
rette tax of ninety-one cents per pack ranks the State as having the 18™ highest cigarette tax in
the country according to the National Campaign for Tobacco Free Kids
(http://tobaccofreekids.org/research/factsheets/pdf/0148.pdf). The tax increase from 25% to 35%
of product value proposed by SB 384 represents an important step in taxing other tobacco prod-
ucts to more closely approximate the price being paid for cigarettes.

Keeping both cigarette and other tobacco products taxes at comparable rates can avoid some se-
rious health problems, including an increase in the use of other tobacco products among youth.
According to the 2001 Youth Risk and Resiliency Survey, 7.9% of New Mexico high school
males reported having used smokeless tobacco products on one or more days during the past
thirty days. The use of cigarettes in the past thirty days for all New Mexico high school students
was 25%.

There is evidence that an increase in the tax for other tobacco products, such as chew or spit to-
bacco, is supported by two-thirds (67%) of registered New Mexico voters, according to a poll
commissioned in August 2003 by New Mexicans Concerned About Tobacco (a statewide coali-
tion that includes the American Cancer Society, American Heart Association and the American
Lung Association).
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FISCAL IMPLICATIONS
TRD notes the following assumptions in determining the fiscal impact:
(1) The proposed tobacco products tax increase, although expressed as percentage of the
value of sales, would likely lead to an equivalent percentage price increase.
(2) The elasticity of demand for tobacco products is approximately —0.4.

(3) The proposed tax increases leads to a 10% increase in the average price of tobacco prod-
ucts, resulting in a 4% decline in taxable sales of tobacco products in the state.

ADMINISTRATIVE IMPLICATIONS
TRD notes increased administrative costs of 1 FTE or $50 thousand.
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