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TAKE A CLOSER IDOK 
AT THE TOBACCO TAX INITIATIVE 
It's Less Than Meets t h e  Eye 

califernials major  anti-tobacco organizations, an 
environmental policy group, education organizations and two 
s t a t e  legislators have formed the g v ~ o a l i t i o n  f o r  a Healthy 
California" to prwote the Tobacco Tax Initiative. Sponsors 
are now circulating p e t i t i o n s  in an effort to qualify the 
constitutional amendment for  t h e  November 1988 state ballot. 

The proposition would increase ~alifornials tobacco excise 
t a x  from the  c u r r e n t  10 cents per pack of ciqarettes to 35 
cents per pack. It also would impose a new tax an a l l  other 
tobacco products  lfequivalentiT to the 3 5  cents per pack 
cigarette t a x .  

The rationale f o r  such an increase as expressed by coalition 
leaders is to raise t h e  p r i ce  of tobacco as a way to 
discourage people from using tobacco, and to r a k e  money for  
"health researcb.ll According to t h e  ~egislative ~nalyst, t h e  
new t a x  would raise approximately $ 6 5 0  million a year, to be 
div ided among several beneficiary sponsoring organizations, 
primarily t h e  health care industry. 

Californians Against Unfair Par Increases and other opponents 
of the i n i t i a t i v e  urge you to take a closer look at t h e  
proposition. We believe that as you learn of its deceptive 
provisions, its system of rewards f o r  initiative sponsors, 
its regressive impact on working class C a l i f o r n i a n s  and its 
questionable medical and social consequences, you w i l l  see 
that the initiative is not the u n s e l f i s h ,  health-motivated 
reform its sponsors would like you to believe. 



FACT SHEET: 
The Tobacco Tax 

The i n i t i a t i v e  is a 250  percent excise tax increase that 
circumvents the 1979 Gann spending l i m i t  imposed on s t a t e  and 
local government by the voters.  It would make ~alifornia's 
tobacco tax the highest in the nat ion .  

~ x ~ e r i e n c e  in other states has demonstrated t h a t  such a large t a x  
increase w i l l  lead to bootlegging and other crime problems, yet 
the measure provides no new money t o  assist  law enforcement. 

The i n i t i a t i v e  d i v i d e s  the estimated $650 million in proceeds 
among a handful of special interest beneficiaries who have banded 
together to sponsor the measure. The largest  share, 45 percent, 
goes to doctors and o t h e r  health care providers f o r  purposes 
unrelated to tobacco or smoking. 

Tobacco Tax is a regressive t a x  that h i t s  hardes t  at blue collar 
working men and women, taking from t h e i r  pockets to enrich the 
medical i n d u s t r y .  

Twenty-five percent -- $162.5 million -- is handed over to the 
Legislature for allocation. Lawmakers are likely t o  turn that 
money over to doctors and other health care providers as well, 
r a i s ing  the medical industry's "takeiF to as much as 70 percent,  
about $450 million. 

~ i v e  percent goes to parks and wildlife management -- unrelated to 
tobacco or health -- in an effor t  to win campaign support  from 
environmentalists. 

Only 5 percent  ef the new revenue would go f o r  health research 
even though the  advocates claim t h a t  the major purpose of the 
initiative is to ra ise maney f o r  health research. 

While 20 percent -- $130 million -- is earmarked f o r  health 
education sa id  to be related to tobacco use, experience w i t h  
previous f i nanc ing  schemes such as the  L o t t e r y  suggest t h e  money 
is likely to be used to replace money for math, English and other 
existing programs. 

The initiative allows much of the educat ion fund to be siphoned 
off by t h e  sponsoring health societies -- heart, lung  and cancer- 
- to f inance their programs. 

Assemblyman Lloyd Connellyls 1987 bill in the Legislature to 
accomplish many of the same things that are included 5n the 
i n i t i a t i v e  died  without even getting a motion during committee 
hearings last year. The Legislature recognized that no reform 
should be achieved through bad law. 



QvESTIONS AND ANSWERS 
ON THE TORACCO TAX IHITIATIVE 

What i s  the Tobacco Tax Init iat ive? 

It is a constitutional amendment and a statute initiative targeted for 
t h e  statewide ballot in November that would increase by 250 percent the 
state's tobacco excise tax -- hiking the  existing 10-cents per pack t a x  
to 35 cents, t h e  highest i n  the n a t i o n  -- and divvy the estimated $ 6 5 0  
m i l l i o n  i n  proceeds among various special interests sponsoring it. 

Who would pay the tax? 

Working class Californians would bear the brunt of this h igh ly  
regressive tax, according to a var ie ty  of independent sources, 
including the  Congressional Budget O f f i c e  i n  1987. Blue collar and 
lower income wage earners smoke i n  disproportionately large numbers and 
spend a greater portion of their income an tobacco products than m i d d l e  
and higher i n c ~ m e  Californians. A s  a result, 20 percent of workers 
earning $30,000 or less each year w i l l  pay 39.5 percent  of the  new tax 
even though they receive less than 7 percent of all wages, 

Who would benefit from the tax? 

The initiative divides  the proceeds among a handful of special i n t e re s t  
beneficiaries who have banded together  to sponsor the  measure. 

* The largest share, 45 percent (about  $292,5 m i l l i o n ) ,  goes t o  t h e  
medical industry f o r  purposes unre la t ed  to tobacco or smoking. 

* 2 5  percent (about $162.5 m i l l i o n )  would be handed over to the 
Leg i s l a tu re  f o r  allocation. Ample experience in Sacrarnent~ shows 
that the Legislature will give the mahey to the strongest lobby.  
If that is doctors and other medical providers, the total I1take1l 
for the medical industry could be as much as 70 percent of the new 
tax proceeds, or about $455 million. 

* 2 0 percent (about $130 million) is earmarked for ' I .  . .programs f o r  
the prevention and reduction of tobacco use through school and 
community health education programs." ~ x p e r i e n c e  ih Sacramento 
demonstrates that the IfLottery Syndromet1 is likely to occur: the 
governor and Legislature will use t h e  money t o  r e ~ l a c e  e x i s t i n g  
education programs even though it is supposed to ausrnent school  
budgets. I n  addition, sponsoring health organizations will be 
eligible to siphon much of that money o f f  for their own programs. 

* 5 percent (about $33 million) will go " . . . for  tobacco r e l a t e d  
disease research.Ir I r o n i c a l l y ,  while proponents claim health 
research is one of their major goals, this is the initiative's 
smallest allocation. 
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* 5 percent (about $33 million) would be set aside If.. . f o r  programs 
to pr~tect, restore, enhance or maintain fish, waterfowl and wild 
l i f e  habitation" and I t t o  enhance state and local park and 
recreation fesource~.~ This appropriatidh was contrived to win 
suppor t  of t h e  Planning and Conservation League, an organization 
valuable f o r  its volunteer ranks and large mailing list. 

What's wrong w i t h  earmarking money raised by the new tax? 

This proposit ion would lock its system of financial rewards i n t o  law, 
requiring a nearly impossible-to-achieve four-fifths vote of the 
Legislature to revise the apportionments as needs and priorities change 
over the years. As t h e  s taf f  of the Assembly Revenue and Taxation 
~ommittee said last year: "~iscal experts have argued that earmarking 
is poor budgeting procedure, since it introduces r i g i d i t i e s  and does 
n o t  permit proper allocation of general revenue among competing uses," 

It a l s o  rewards those who drafted the i n i t i a t i v e  behind closed doors, 
wi thout  proper  public policy debate and to the exclusion ~f others who 
may be equally needy. 

B u t  donft some of the targeted programs deserwe the financial support 
of California taxpayers? 

The initiative has  been drafted by members of californiafs medical 
industry to increase the amount khey receive for p a t i e n t s  t reated under 
t h e  medically indigent adults (MIA) program. They have failed f o r  
several years to convince the governor and Legislature to increase 
their payments under what may be a laudable program. 

However, it ra ises  several key public policy questions: Should broad 
social responsibilities be financed by taxing all citizens equally and 
fairly o r  with a regressive tax that inequitably burdens working class 
and poor C a l i f o r n i a n s ?  What w i l l  be next? Will anly parents w i t h  
ch i ld ren  be required to pay f o r  schools? And, if this type of funding 
is acceptable, why exclude other  programs b e n e f i t t i n g  lower-income 
Californians, such as Medi-Cal and Medicare? 

The financing o f  educa t i on  programs, while perhaps commendable, also 
contains some major traps. ,  The initiatrve states that the  money ahauld 
be i n  addition to revenues otherwise allocated to t h e  schools by t he  
Legislature. But extensive experience with similar funding schemes 
demonstrates that t h e  ftLottery Syndrbme" is likely to resu l t  when the 
Legislature and the governor count the money toward t h e i r  "55 percentn 
formula f o r  f inanc ing  public schools .  The effect w i l l  be to force ou t  
money for math,  English and other programs to make way for  legally 
mandated anti-smoking programs. 
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won't the money be used far the good of everyme? 

N o t  at all. The medical industry w i l l  get a m i n i m u m  of 45 percent of 
the $650 m i l l i o n  raised by the new tax -- and could get 70 percent. 
Sponsors of the  initiative say a major goal of this 250 percent t a x  
increase is to f inance  health research. But the $33 million to he s e t  
aside f o r  research could be funded with other taxes imposed f a i r l y  on 
a l l  of society,  not  taken from the pocketbooks of Californians l eas t  
ab le  to afford it. 

S i m i l a r l y ,  the $33  million earmarked f o r  fish, w i l d l i f e  and state parks 
-- f o r  purposes unrelated to smoking or tobacco use -- was aimed at 
winning t h e  endorsement of the Planning and Conservation League, an 
environmental group valuable for its large list of financial 
c o n t r i b u t o r s  and vo lun tee r s .  Again, a disproportionate share of 
California's urban blue collar and lower income workers would be asked 
to finance the conservation programs of a more el i te  constituency. 

It is f o r  reasons such as this that even some sympathetic groups such 
as the Alameda County Lung Association so f a r  has  refused to endorse 
this proposal,  which would provide a windfall of between $242 million 
and $455 m i l l i o n  a year to the  medical industry. 

Will the nation's highest cigarette tax create crime problems? 

Experience in ather states has demonstrated that such a large t a x  
inc rease  w i l l  l e a d  t o  bootlegging and other crime problems because the 
f i n a n c i a l  i ncen t ive  is s o  great. A single truckload of untaxed 
cigarettes brought in from North Carolina, f o r  example, would y i e l d  
prof i t s  approaching $200,000, And petty t h e f t  and vandalism are likeby 
to rise because some people will steal cigarettes to avoid higher 
prices. 

In d i w y i n g  up the t a x  proceeds, t h e  sponsors did not provide any money 
to cover t h e  increased law enforcement problems. The U.S. Advisory 
Council on Intergovernmental Rela t ions  has recommended that any such 
t a x  increases include allocations to he lp  compensate f o r  crime-fighting 
costs. I n  a d d i t i o n ,  citing bootlegging and mail order t r ansac t ions ,  
the  state Board of Equalization advised t h e  Legislature l as t  year that 
"it would be virtually impossible to enforce effectively a tobacco t ax ,  
and the  administrative costs would be very high in relation to the 
revenue produced." 

Wontt an increase in the tobacco t ax  cut consumption? 

No, although t h a t  is an argument raised by proponents of the Tobacco 
Tax Initiative. Both sides in the  debate are predict ing about a 13 
percent drop in cigarette sales if the t a x  increase is approved. 
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Xndependent experts who have studied the issue in other states that 
increased their taxes predict  decline will result from a decrease in 
the sale of legally taxed cigarettes (offset by an increase in 
bootlegged cigarettes), not from large numbers of people who q u i t .  
studies show t h a t  high-tax states  such as Pennsylvania, New York and 
New Jersey report higher than average cigarette consumption, with any 
dropoff rebounding t o  previous levels within a c ~ u p l e  of years of a 
major t a x  increase. California, in fact, is one of the lowest 
consumption states in the country despite its cur ren t  low tax-- 
clearly a contradiction of the  proponents1 argument, 

Do the new taxes fall u d e r  the Gann spending limit on state and local 
government? 

The Gann L i m i t ,  adopted by California voters i n  1979 to p u t  some brakes 
on government spending, would be sidestepped by the Constitutional 
Amendment contained in this measure placing the revehues from this tax 
increase outside the spending limits. Proceeds of the taxes would be 
l i m i t e d  to the uses specified in the Tobacco Tax Initiative and not 
available f o r  any o t h e r  governmental purpose. The i n i t i a t i v e  process 
has never before been used successfully to raise taxes and this is the 
first effort to exempt a major share of new t a x  revenues -- $ 6 5 0  
million a year -- from the popular spending l i m i t -  

Didn't the legislature k i l l  a b i l l  s imilar to this initiative last 
year? 

Assemblyman Lloyd Connellyls 1987 b i l l  in t h e  Legislature to accomplish 
many ~f the same t h i n g s  t h a t  are included in the i n i t i a t i v e  died  
without  even getting a motion during a hearing last year before the 
Assembly Revenue and Taxation Committee, The 18 members of the 
committee, inc luding  some of t h e  most conservative and liberal members 
of the Legislature, recognized that it was replete with major flaws. 
They decided that noble principles cannot be achieved through bad law. I 

I Connelly,  who wants to seek higher office and who is sponsoring several 
initiatives for t h e  1988 ballot, is widely regarded as a p o l i t i c i a n  who I 
purposely constructs unacceptable legislation so that he can get high I 
visibility as a Don Quixote carrying h i s  b a t t l e s  t~ the general public. i 

Whom should I contact for more informatian? I 
T h e  mailing address of Californians Against Unfair Tax IncPeases is 
1717 I Street, Suite B,  Sacramento, CA, 95814. Jeff Raimundo is the 
official spokesman for the group and cab be reached at 916-448-8507. 



I~NITIATIVE MEASURE m BE SUBMITTED DIRECTLY m ME VOTERS 
~ h f i  AtjQmPy G e n c t a l  of C a l i f o r n i a  has prepared the I o l l o w f n g  I l t l c  and summary of the thiel purpose and points oi  ihe proposed measutc. 

CIGARETTE AND TOBACCO TAX. BENEFIT FUNO. CONSTITUTIONAL AMENDMENT. INITIATIVE STATUTE. 
Imposes addilional lax upon cigawfa distributors of one and one-lourlh cents (I and 1/4 cenls) lor each cigarette 
distribuled. Imposes tax upon distributors of  other tobacco products which is equivalenl to combined rate of lax 
imposed On cigarelnes. Directs Slate Board a l  Eqtlatiratioo to determine this lax annually. Places moneys raised in 
a special accountwhich canonlybe used far: trcatment;researcl~ oltobacco related diseases;school andcommunity 
heallh education programs abnul tobacco; fire prevention; and environmental conservation and damage restoration 
programs. Oectares revenues not subject to appropriations limit, Summary of estimate by Legislative Analyst and 
Director ol Finance of fiscal impact on state and local governmeds: H adopted in November 1988, will produce 
approwimalely $320 million in special kfid reverlues in 1988-89 (part-year) and $650 million in 1989-90 [first full- 
year). Annual adniinistrative costs are estimated af $500,000. There will be no substantial net eflect Dn sales tax  
revenues ta Ihe slate, cities and counties. 
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TAKE A CLOSER LOOK 

AT THE 

TOBACCO TAX INITIATIVE 

It's Less Than Meets The Eye 



THE TOBACCO TAX REPOFF 
An initiative un the November election ballnl wu~rlcl raise taxes For "health resmrch and 
education." Don'l be misled. Refore you suppmt the Tobacw Tax Initiative, consider l h s e  
facts: 

IT WILL NOT STOP CIGARETTFS FROM B U N G  LIT. It is a tax 
increase, not a smoking ban. - I T  IS A 250% 'I'AX INCREASE. Despite claim% or~ly a tiny fracrion 
wilI go to health research. 

W ROBS FROM THE POOR. The Lax hits working men and women 
hardest. 

I T  IS A TAX INCENTIVE FOR CRIME. Law enforcement uFFicials 
say smnggling, bootlegging a ~ ~ d  vandalism havc been triggered ill oihcr 
stales where large tobacco tax increases have been imposed. Yet this i n -  
itiative itichdes no rnoncy to fight crime. 

Now you  know the facts abou I THE TOBACCO TAX IhTiTIA-TIYE. . . 
. ..join us in opposing it. 

Californians Against Unfair Tax Increases. 
A committee spo~rsored by the tobacco. industry 

m .  

. . . . 



B Yes, I oppose unfiiiir tax increases. 
Please send me more information on thc Tobacco Tax 
Initiative. 

Name: 

Addmas; 

Zip Code 

Teleylaone: Day 

Eve. 
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