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ABSTRACT

G{Ay G(FES&¢ | NB 2 FoisShpuglihe$ @a$ #athér amalb rdieRirastate busige@lthoughstates raise
revenue from sin taxegolicymakersshould be mindful of these tax@s f A Y Jllisentipbl@ychangesuch as

increased tax ratgslongterm growth for sin tax revenubasoften been weak and limited. Moreover, greater dependence
on sin tax revenues cdaad toodd incentivespart of the reason for taxing some of these activities is to discourage

consumption and useather than tomaximize revenue.

This report reviews theohgterm revenue trends from the three most common sin taxes (alcohol, tobacco, and
gambling) and explores how changes in economic activity may affect future revaimegeport also reviews the current
status of emerging sin taxes, examining taxes onijoama and providing overview for taxes estigarettes andugar

sweetened beverages
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EXECUTIVE SUMMARY

A State reliance on specific taxes on goods or activities often seen as harmful to individuals or society (often referred
G2 & aary Gl ESa Historidally sin takedive Yeednpddddasiaawydtio discourage
activities thatare harmful to individuals or society and to help pay for the external costsadeactivities.These
taxes areoften introduced or expanded to generate revendaring economic downturns or other periods when
states or localities need to raise revenu@sthoughsin taxesare sometimes considered primarily the province of
state governments, the federal governments and some local governments also raise moneingyhage

activities.Themajor categories ofin taxesare:

¢ Atax on alcoholwhiskey) was first enacted at the federal level in 1#®pay off national debt incurred
during the Revolutionary War.

¢ Taxes on tobaccproducts were first introduced at theefleral level in 1862 as a revenue measure during the
Civil War.

¢ Gamblinghas a long history in the United States, going back to colonial times. However, it was ntitauntil
early 20th centurythat states started legalizingnd taxingsome forms of gambliy such as parimutuel

betting. Statesexpanded gambling optioria response to the most recent three recessions.

A Infiscal year 2017, states raised nearly $64 billion in revenues from sivesgxes tobacco, alcohol, and
gambling (including lotteries)representing 4.8 percent of total state owsource general revenues. State
revenues fromsin taxesgrew 63 percent in real terms between fiscal years 2008 and 20iZomparison, growth
in inflation-adjusted totalstate ownrsource general revenuesas8.0 percent over the same time period. Growth

rates were mixed across these different types of taxes.

o Inflation-adjustedalcohol tax revenuegrew 143 percent between fiscal years 2008 and 20t the
growth rate per adult (age 21 aralder) over this period was weaker, attfercent.

o Inflation-adjustedtobacco tax revenuegrew 08 percent between fiscal years 2008 and 2017 but decreased
7.8 percent per adult (age 18 aralder) over this period.

¢ Inflation-adjustedIottery revenuesgrew 65 percent between fiscal years 2008 and 2017 but decre&séd
percent per adult (age 18 aradder) over this period.

¢ Inflation-adjustedcasino and racino revenuegrew 68 percent between fiscal years 2008 and 2®ilit

decreased 2 percent per adult (age 18 aralder) over this period.

A More recently, as technology and social views have changed, states have retmivédterest in taxingnore
activitiesand productssuch asmarijuana, sports betting,-eigarettes sugarsweetened beverages, and

prescription opioids.

¢ Recreational marijuandaxes have been enacted in 10 states and the District of Columbia, but so far

marijuana taxation is in effect in onfystates.
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E-cigarettes are currently taxed itwelve states and the District of Columbia as well as in seven localities.
Several other states have alspnactedlegislations for taxing-eigarettes.

Sports bettingis currently legal i1 6 states and the District of Columbia (but actual betting takies@in just

10 states)Twentyseven other states have also introduced proposals or are debating proposals for
legalization of sports betting.

Sugarsweetened beverageare currently taxed in seven cities, but no state has yet enacted a statewide tax
onthem.

Prescription opioidsare currently subject to tax only in one state (New York). However, some other states are

also considering taxing prescription opioids.

Many states have renewetheir interest in taxingd a A ygdodsfadd activitie® raise revenues while also

discouraging certain behavioButsin taxes make up only a small part of overall statdgetsand have limited

revenue potentiafor governments. The history of sin taxes also illustrates that these revenues are volatile and can
deteriorate or decrease over time. If the primary purpose of sin taxes is to discourage specific bedtatesrmay

find that success in this goal can reduce reverares leavefuture budgets vulnerable
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INTRODUCTION

¢ NI RA A2y hdveébeeréviedioyl pradiicts Sr&arvices that government perceived as undesirable or haomful
either the individuals consuming the goods or services or society as a whole. That is, governments levied special taxes on
certain productsand activitiesnot merely to collect revenue, as with a general sales tax, but to alter consumer choices and
reduceconsumption of the taxed good or serviddowever revenue collectiomasalwaysbeenan important goal of taxing

sins.

The primary goal of sin taxes is to increase the pofdhe product or servicen an effort to reduce consumption, but
another goaisto raise revenue in a way that is less likely to generate strong opposition. Sin taxes are often criticized for

being regressive and for putting a disproportionate burden on leineome people.

When people talk about sin taxes, thagve historicallyneart taxes on alcohol, tobacco, and gambling. However, the
spectrum of sin taxes has expanded in gzt decade, possibly to the poititat the term may no longer be useful.
Depending on the state and locality, taxes are also being levigutartucts such as marijuanascigarettes, sugar
sweetened beverages, and opioiddthoughsome of these newer sin taxes fit the traditional modep(,states and
localities that tax ecigarettes clearly want to reduce the use efigarettes as a lonterm substitute for cigarettes and
reduce thetemptation for children to start using)egalizatiossofotherd & A y T dzf ¢ 3 2 2aRedesigngdro | OG A @A G A
increase legalized activity and tax revenue through continued or expanded legal usage. For exatapltha legalize and
tax marijuana want consumers to consume the products in the legal market and thus generate tax ré\rhseme

might argue that gambling taxes should be considexaéntertainment tax and noa sin tax.

Sin taxes have a long tosy, dating back at least to th&8th century.In 1776, Adam Smith, the father of modern
S§O02y2YA0az SyiGSNIIFIAYSR (KS ARSI 2F &aAy GFEFGAZ2YY a{dza3l NE
of life, which are become objects of almostiversal consumption, and which are therefore extremely proper subjects of
i | EI (Shigthy&76)The first sin tax in the United States was passed soon thereafter, on whiskey, at the
recommendation of Alexander Hamilton in 17#&lthoughsome in the government may have wanted to curtail drinking,
the tax was largely created for the purpose of payiffghational debt incurred during the Revolutionary W&erkins

2014) Similarly, federal tobacco taxes were introduced in 1862 as a revenue measure during the Civil War.

Althoughsome politicians present sin taxes as budgeias, they currently are and alwahave beera relatively
small source of state government finances. In fiscal year 2017, states raised $34 billion from the two most common sin
taxes, tobacco and alcohol, or 2.6 percentatfl state ownsource generalevenue In addition to alcohol and tobacco,
states also raised nearly $30 billion in fiscal year 2Bifaxing various gambling activities, representing 2.2 percent of total

state ownsource general revenues.

Recently, states have been more likely &ise taxes on tobacco products than on alcohol, even though both pose a
significant public health threat. Since 2000, 48 states increased cigarette tax rates, while very few states increases] tax ra

on alcohol. Despite these increases in tax rates omdaob, inflatioradjusted tobacco tax revenues per adult decreagesi
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percent between fiscal years 2008 and 2017 (larbelyause ofalling tobacco consumption). The opposite is true for
alcohol revenues. Despite the relatively stable tax rates on alaohelerages, inflatioadjusted alcohol revenues per

adult grew 45 percent over the same period, largddgcause ofjrowth in alcohol consumption.

States expanded gambling options significantly in the past decade, particularly in the wake of thee@esaidR,
when more than a dozen states authorized new gambling options, incligadjzingcasinos in eight states. Despite these
expansions, inflatioradjusted gambling revenues per adult declinetl Bercent between fiscal years 2008 and 201t7.
appears the weakening of the growth in gambling revenues is partially attributable to market saturation and industry
cannibalization as new gambling facilities compete and take business away from existing gambling activities and
establishments imeighloring states.Between fiscal years 2008 and 2017, inflataajusted tax and fee revenues from
commercial casinos and racinos grew by $1.4 billion in states with newly authorized establishments but declined by $0.8

billion in states with longer historied tegalized casinos and racinos.

States also raised nearl 3 billion from recreational marijuana in fiscal year 2017. Colorado and Washington were
the first states to legalize recreational marijuana in November 2C@L2rently,recreational marijuanasilegal in 10 state§

hawe implemented tax rules.

This report reviews the longgerm revenue trends from the three most common sin taxes (alcohol, tobacco, and
gambling) and explores how changes in economic activity may affect future revenues. THealepoeviews the current
status of emerging sin taxes, examining taxes on marijuana and proeidimgerviewof taxes on sugasweetened

beverages and the possibility of taxing opioids.
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ALCOHOL

Alcohol taxes in the United Statdate back to the 18th century. In 1791, the fiStcretary ofthe Treasury, Alexander

Hamilton, proposed a tax on whiskto help pay off debt accumulated during the Revolutionary V@aposition to thistax

was substantigland it was repealed in 1802. Alcohol taxes were once again enacted at the federal level as part of the
Revenue Act of 186&vhich was passed by Congseas fund the Civil War. The landscape of alcohol taxation has changed a
f20 aryO0S (GKSyod a4¢KS Y2ZRSNYy aéaisSy 2F FSRSNIf |fO2kKz2f SE
(McClelland and Iselin 2017)

ALCOHOTAX RTES

Both federal and state tax rates on alcoholic beverages vary by type of beverage as weéll Kshy 6 S @S dddtageSod Q
alcohol. The federal government increased the tax rate on alcoholic beveragedigtibed spirits, wine, and beer) geral

times in 1940s buhas increased itery rarely since then. The federal government excise tax rate for distilled spirits was
$10.50 per proof gallohin 1951 it was increased to $12.50 in 1985 and to $13.50 in 1991. Federgatlen wine tax rates

in 1951 were $0.17 for wines that have below 14 percent alcohol, $0.67 for wines that have between 14 to 21 percent
alcohol, and $2.25 for wines that have between 21 to 24 percent alcohol. The federal tax rates were increased in 1991 to
$1.07, $1.57, an83.15, respectively. The regular federal tax rate ongaton beer was $0.29 in 1951 but increased to
$0.58 in 1991. The federal government has not raised taxes on alcoholic beverage sinéén$8d, the Tax Cuts and

Jobs Act of 2017 contained a pision called the Craft Beverage Modernization and Tax Reform Act that generally cut

excise taxes on certain beer, wine, and distilled spirits.

States regulate alcohol sales in two ways and can be dividediioems€a G} 1 Sa ' yR aO2 yWiBBRt ¢ adl
states regulate the private alcohol industry through license systifiausallow private enterprises to buy and sell alcohol
andthat generally collect taxes on sales. In contrast, 17 states directly control alcohol sales through a public monopoly
sydem where the state sells alcohdirectly. Most of the control states allow private enterprises to sell beer and wine

directly, typically through a licensing system. These systems have very different implications for tax revenue.

Governments in the conticstates set a uniform price or a minimum shelf price for distilled spirits sold within the state
and engage in the sale of alcoholic beverages through statestores. The control states generally obtain revenue from
the markup on sales of liquor in s&tun stores, but sometimethey also impose additional taxes on liquor. Control states

usually have a separate license and tax system for regulating the distribution and sale of wine and beer.

Alcohol tax rates and structures vary widblystate andby type of alcoholic beverage. Taxes on beer are usually much
lower than taxes on distilled spirits, and taxes on winegegerallysomewhere in between. In some states, nontraditional
alcohol taxes may be substantial. For example, Texas $pscific sales tax and a specific gross receipts tax on mixed

beverages that, in combination, raise more than four times as much revenue as its other alcoholic beverage taxes. Further,
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rate pervolume taxes, wholesale taxes, distributor taxes, retail taxes, case or bottle feea safesb tax.

TABLE1
State Alcohol Excise Tax Rates as of January 1, 2019

Control Beer Wine Distilled Spirits
state ($ per gallon) (% per gallon) (% per gallon)

Median $0.200 $0.720 $3.768

Alabama X $0.533 6 $1.700 5 xx xx
Alaska $1.070 2 $2.500 1 $12.800 2
Arizona $0.160 32 $0.840 21 $3.000 23
Arkansas $0.234 23 $0.750 23 $2.500 26
California $0.200 26 $0.200 47 $3.300 20
Colorado $0.080 46 $0.277 44 $2.281 30
Connecticut $0.240 22 $0.720 24 $5.400 10
Delaware $0.263 19 $1.630 6 $4.500 13
Florida $0.480 7 $2.250 2 $6.500 4
Georgia $0.323 14 $1.514 7 $3.785 17
Hawaii $0.930 3 $1.380 11 $5.980 7
Idaho X $0.150 35 $0.450 35 *x *x
lllinois $0.231 24 $1.390 10 $8.550 3
Indiana $0.115 40 $0.470 34 $2.680 25
lowa X $0.190 28 $1.750 3 *x *
Kansas $0.180 29 $0.300 40 $2.500 26
Kentucky $0.081 45 $0.500 32 $1.920 32
Louisiana $0.403 11 $0.757 22 $3.028 22
Maine X $0.350 13 $0.600 28 *x *
Maryland $0.090 43 $0.400 37 $1.500 33
Massachusetts $0.106 41 $0.550 29 $4.050 15
Michigan X $0.203 25 $0.511 31 *x *x
Minnesota $0.148 36 $0.300 40 $5.035 12
Mississippi X $0.427 8 $0.350 38 * **
Missouri $0.060 49 $0.420 36 $2.000 31
Montana X $0.139 38 $1.022 13 *x *x
Nebraska $0.310 15 $0.950 16 $3.750 18
Nevada $0.160 32 $0.700 26 $3.600 19
New Hampshire X $0.300 16 $0.300 40 o o
New Jersey $0.120 39 $0.875 19 $5.500 9
New Mexico $0.410 10 $1.703 4 $6.057 6
New York $0.140 37 $0.300 40 $6.435 5
North Carolina X $0.617 5 $0.997 15 * *
North Dakota $0.160 32 $0.500 32 $2.500 26
Ohio X $0.180 29 $0.320 39 *x *x
Oklahoma $0.403 11 $0.719 25 $5.565 8
Oregon X $0.084 44 $0.670 27 * *
Pennsylvania X $0.080 46 *x *x *x b
Rhode Island $0.106 41 $1.400 9 $5.400 10
South Carolina $0.768 4 $0.900 18 $2.720 24
South Dakota $0.274 17 $0.930 17 $3.930 16
Tennessee $1.287 1 $1.210 12 $4.400 14
Texas $0.194 27 $0.204 46 $2.400 29
Utah X $0.413 9 *k *k *k *k
Vermont X $0.265 18 $0.550 29 *k *k
Virginia X $0.256 21 $1.514 7 *x *x
Washington $0.261 20 $0.868 20 $14.274 1
West Virginia X $0.177 31 $1.000 14 *k *k
Wisconsin $0.065 48 $0.250 45 $3.250 21
Wyoming X $0.019 50 *x *x *x xx

SourceDatafromé ¢ | E  wl U SReeefatitNdd Bak Admifistratoraccessed September 20, 2019,
https://www.taxadmin.org/currenttax-rates.

Notes:** In these states, thgovernment directly controls the sales of distilled spirits and wieeenue iggenerated from
various taxes, fees, price maups, and net liquor profits.
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Tablel shows state excise tax rates for beer, wine, and distilled spiritd danuary 2019. State beer tax rates range
from $0.02 per gallon in Wyoming to $1.29 per gallon in Tennessee, with a national median of $0.20 per gallon. In the
states that do not control the sale of wine, tax rates range from $0.20 per gallon in @ialifor$2.50 per gallon in Alaska,
with a national median of $0.72 per gallon. Distilled spirits-galion tax rates among the license states range from $1.50 in

Maryland to $14.27 in Washington, with a national median of $3.77.

TRENDS IN ALCOHAXES, FEES, AND LIQUOR STORRNRIES

Taxes on alcohol are usually calculated gedion. Therefore, like tobacco, alcohol tax revenue grows or declines with
consumption or a change in tax rate. Only a handful of states increased tax rates on alcebpbimse to the Great
RecessionAlcohol consumption has been on the rise in recent years, which led to growth in overall state alcohol tax and

liquor store revenue$.

Sometimes an economic downturn provides the impetus for a state government to raigeues/&om excise taxes.
However, states have been less likely to increase taxes on alcoholic beverages than on tdtaesm 2008 and 2018
for exampleonly 11 states Connecticut, Delaware, lllinois, Louisiana, Nebraska, Nevada, New Jersey, Nevoitork, N
Carolina, Rhode Island, and Tennesseereased their tax rates on beer and/or wihBecause of the relatively stable tax

rates on alcoholic beverages, alcohol taxes as a share of the pretax price of alcohol have fallen significantly over time.

FIGURE1

Steady Growth in Alcohol Revenuging andafter the Great Recession
Cumulative percent change in inflati@djusted alcohol revenues

1990 2001 =—2007

18%

15%

12%

9%

6%

3%

0%

-3%

-6%
0 1 2 3 4 5 6 7 8 9
Number of years since the start of recession

Source Census Bureau and individual state d@taalysis by the author.
Note: Data series all end with the start of the next recession.
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Figure 1showsthe cumulative percent change in alcohol tax, license fees, and liquor store revenues since the start of
the recession for the most recent three recessions. Alcohol revenues did not decline during the 2001 or 2007 recessions
unlike other major sources of tarvenues. Growth in alcohol revenues has been steady and strong after the Great
Recession, but has beersomewhat weakethan inthe aftermath ofthe 2001 recession. Nine years after the start of the
Great Recession, inflatieedjusted alcohol revenues@ 143 percent above thi fiscalyear2008 level comparedith the
5.5percent growth in overabtate tax revenues. The strong growth in alcohol revenues is mostly attributable to the growth
in consumption: overall alcohol consumption grew from 2.31ogal per capita in 2008 to 2.34 gallons per capita in 2017,
or 1.3 percent. However, the consumption growth was not consistent across alcoholic beveragésmeapita
consumption of vine and spirits rose 13.2 and 15.1 percent, respectjyeiween 208 and 2017, wheregger capita
consumption obeer declined 11.7 percent for the same peri@later and Alpert 2019)As showrin Tablel, tax rates per
gallon are significantly higher on wine and spirits than on beer. Therefore, the strong growth in alcohol revenues has been

driven by the strong growth inonsumption ofwvine and spirits.

Table2 shows stateby-state inflationadjusted total and per adult (age 21 aolfier) alcohol revenues for fiscal years
2008 and 201as well as thgrowth rateand compound annual growth ratdor the same period The states are divided

into alcohol control states and alcohol license states.

Alcohol revenue collections exceeded $15.6 billion in fiscal year 2017, representing roughly 1.2 percent of total state
own-source general revenue. Inflatieadjusted alcohol revenues grew Bjercent between fiscal years 2008 and 2017,
for a compound annual growth rate of 1.5 percent. Growth in alcohol revenues per adult Syasrdent between fiscal

years 2008 and 2017, for a compound annual growth rate®percent.

Growth in alcohol revenues varied widely across the states. Inflatijnsted growth was strong in control states
26.2 percent between 2008 and 2017, whereas license states saw decli2egpdrcent during the same period. Total
inflation-adjusted alcohol revenues increased in 38 states, while per adult revenues increased in 31 states. lllinois, a license
state, had the largest growth in alcohol revenues aBgircentbetween fiscal years 2008 and 2017, mostly because it
increased its ecise tax rate in 2009: the tax rate on beer increased to30.the rate on wine increasdd $1.39, and the
rate on liquor increased to $8.59n contrast, Florida, also a license state, had the largest decline@p8&ecent, with

constant tax rate®f $0.48 on beer, $2.25 on wine, and $6.50 on liquor.

In terms of dollar value, the largest growth was in Pennsylvania, where inflatirsted alcohol tax and fee revenues
grew by $81 million, or 246 percent between fiscal years 2008 and 2017. Wesgiia was the only control state to see
declines in both total and per adult alcohol revenues. Among license states, 11 states reported declines in overall alcohol

revenues between fiscal years 2008 and 2017, while 18 states reported declines in ped@zhol revenues.

Alcohol revenues on a per adult basis were highest in New Hampshire. The per adult revenues were $692.9 in fiscal
@SINI HAMTI gKAOK A& Y2NB GKFyYy wmn GAYSa KAIKSNI GKFy GKS y
revenues are substantially higher than other statesausehe state lack a sales tax, which attracts many enftstate

consumers
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TABLE?2

Alcohol State Revenues Increased in Control StdtesDeclined in License States
Inflation-adjusted alcohol state revenues and growth rate¥2008 \ersus FY2017

Alcohol real revenue ($ millions) Alcohol real revenue peadult age 21+
Percent Percent
change, CAGR, change, CAGR,
2008 2017 2008-17 2008-17 2008 2017 2008-17 2008-17
United States 13,676.7 15,627.7 14.3% 1.5% 59.6 62.3 4.5% 0.5%
Control states 8,076.1 10,189.1 26.2 2.6 147.3 172.9 17.4 1.8
Alabama 476.9 547.3 14.7 1.5 141.4 152.4 7.8 0.8
Idaho 143.6 175.5 22.2 2.3 137.5 145.4 5.7 0.6
lowa 248.2 335.6 35.2 34 115.3 147.6 28.0 2.8
Maine 24.7 26.0 5.3 0.6 24.8 25.1 1.2 0.1
Michigan 1,079.9 1,315.5 21.8 2.2 152.5 178.0 16.7 1.7
Mississippi 336.0 392.6 16.8 1.7 164.0 182.6 11.3 1.2
Montana 113.7 1355 19.3 2.0 159.9 172.9 8.1 0.9
New Hampshire 547.9 716.1 30.7 3.0 569.4 692.9 21.7 2.2
North Carolina 314.6 421.4 33.9 3.3 47.3 55.8 18.0 1.9
Ohio 965.3  1,302.2 34.9 3.4 117.0 151.5 29.5 2.9
Oregon 481.0 618.6 28.6 2.8 175.1 198.0 13.1 14
Pennsylvania 1,952.2  2,433.3 24.6 25 211.7 253.0 195 2.0
Utah 296.8 436.4 47.1 4.4 175.2 214.2 22.3 2.3
Vermont 72.0 90.6 25.9 2.6 156.6 190.5 21.6 2.2
Virginia 815.1 1,017.6 24.8 25 144.2 162.6 12.8 1.3
West Virginia 114.7 111.9 (2.5) (0.3) 83.4 80.9 (3.0 (0.3)
Wyoming 93.5 113.1 21.0 2.1 239.4 268.7 12.2 1.3
License states 5,600.6 5,438.6 (2.9) (0.3) 34.7 30.3 (12.6) (1.5)
Alaska 45.8 42.1 (8.2) (0.9) 96.9 79.9 (17.6) (2.1)
Arizona 87.5 83.0 (5.1) (0.6) 20.0 16.2 (19.0) (2.3)
Arkansas 51.2 60.6 18.3 1.9 25.0 27.8 111 1.2
California 428.9 428.9 (0.0) (0.0) 16.7 14.9 (11.1) (1.3)
Colorado 47.5 52.7 10.9 12 13.6 12.7 (6.6) (0.8)
Connecticut 61.2 72.4 18.3 1.9 23.8 27.1 13.8 14
Delaware 17.8 22.6 27.2 2.7 27.9 315 131 1.4
Florida 734.6 330.4 (55.0) (8.5) 53.4 20.6 (61.5) (10.1)
Georgia 191.7 198.1 3.3 0.4 29.0 26.5 (8.7) (1.0)
Hawaii 52.2 51.2 (1.9) (0.2) 53.3 47.7 (10.4) (1.2)
lllinois 193.9 311.3 60.6 5.4 214 33.1 54.6 5.0
Indiana 63.4 62.0 (2.2) (0.2) 14.0 12.9 (8.1) (0.9)
Kansas 124.7 140.6 12.8 1.3 63.4 67.8 6.9 0.7
Kentucky 130.0 152.2 17.1 18 42.1 46.6 10.6 11
Louisiana 63.4 77.4 22.1 2.2 20.3 22.8 125 13
Maryland 34.3 33.6 (2.0) (0.2) 8.4 7.6 (10.1) (1.2)
Massachusetts 85.8 89.0 3.8 0.4 18.1 17.2 (5.0 (0.6)
Minnesota 159.4 181.9 14.1 15 42.6 44.8 5.2 0.6
Missouri 411 43.2 5.0 0.5 9.7 9.6 (0.9) (0.1)
Nebraska 30.5 31.6 3.6 0.4 24.2 23.2 (4.0 (0.4)
Nevada 46.2 45.0 (2.6) (0.3) 24.4 20.5 (16.1) (1.9)
New Jersey 128.0 142.0 10.9 12 20.3 215 5.9 0.6
New Mexico 50.6 44.9 (11.3) 1.3) 35.9 29.5 (17.8) (2.2)
New York 288.8 320.1 10.8 11 20.6 21.7 5.3 0.6
North Dakota 8.2 9.3 13.3 1.4 17.3 17.1 (1.3) (0.2)
Oklahoma 104.9 119.6 14.0 1.5 40.4 42.5 5.1 0.6
Rhode Island 134 21.0 56.3 5.1 175 26.3 50.5 4.6
South Carolina 188.3 199.9 6.2 0.7 58.0 53.8 (7.4) (0.8)
South Dakota 16.2 18.7 15.6 1.6 28.7 30.0 4.7 0.5
Tennessee 148.1 190.4 28.5 2.8 33.0 38.4 16.6 1.7
Texas 956.7  1,293.7 35.2 3.4 57.8 65.4 13.0 14
Washington 941.9 506.1 (46.3) (6.7) 199.3 91.8 (53.9) (8.3)
Wisconsin 64.2 63.1 (1.7) (0.2) 15.9 14.8 (6.9) (0.8)

Source:Census Bureau and individual state data. Analysis by the author.
Notes: CAGR = compound annual growth rate. Before June 1, 2012, Washington was a control sataeamitipoly on liquor
sales.
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TOBACCO

A tobacco taxwasfirst enacted at the federal level in 1862 amid the Civil War funding crisis and was viewed strictly as a
revenue measure. lowa was the first state to tigarettes,n 1921;North Carolina was the last state to impastax on
cigarettesin 1969. Currently all 50 states and the District of Columbia levy taxes on cigarettes and most other tobacco
products, but only a few states levy taxes cnigarettes.Some local governments in nine stateé\labama, Alaska,
Colorado, lllinois, Missouri, New York, Ohio, Pennsylvania, and Mirgilsia tax cigarettes and most other tobacco

products.

TOBACCO TAXRES

State and local governments usually tagarettes separately from other tobacco products, such as chewing tobacco, snuff,
cigass, and pipetobacca States usually imposespecificper-packexcise tax on cigarettes. Taxation of other tobacco
products variedy state and product, buit is oftenad valorem (i.e., as a percentagetoé i 2 6  O0O2 LINR RdzOG Qa N

wholesale price}?

Table3 showsthe history of federal tax rates on cigarettes@n1 951! These taxes are set at a fixed amount on a
pack of cigarettes or quantity of tobacco and thus do not increase as prices increase. Therefore, tobacco taxes have
declined over time in real terms. The federal government has increased the ciganettaté six times in thpast six
decades, mostly in response to economic downturns. Moreover, in recent years there has been a lot more emphasis on the
health consequences of smoking and of secondhand snasickthis haded to more support for proposato increase
taxes on tobaccto discourage smoking and reduce consumptidhe last cigarette tax hike was in April 2009, during the
Great Recession, when the federal tax on cigarettes was increased from $0.39 to $1.01 per pack, and it was the first time

that the cigarette tax rate was aboits 1951inflation-adjustedvalue

TABLE3
Alohol State Revenues Increased in Control StdesDeclined in License States

Inflation-adjusted tax rate

Effective tax Tax rate per pack GDP per pack of 20 cigarettes

increase date of 20cigarettes Percent change price index (adjusted to 2009ollars) Percent change
Nov. 1, 1951 $0.08 13.950 $0.54

Jan. 1, 1983 $0.16 100% 51.051 $0.30 -45%
Jan. 1, 1991 $0.20 25% 65.819 $0.29 -3%
Jan. 1,1993 $0.24 20% 68.917 $0.33 15%
Jan. 1, 2000 $0.34 42% 78.069 $0.41 25%
Jan. 1, 2002 $0.39 15% 81.039 $0.46 11%
Apr. 1, 2009 $1.01 159% 94.999 $1.01 121%

Source:Data from Campaign for TobacEoee Kids. Analysis by the author.

As of July 2018, state ppack cigarette tax rates ranged from $0.17 in Missouri to $4.35 in Connecticut and New York
(Figured ® ¢KS YSRAlLY adGli8SQa GRBEINROSE @aFa/BhdzydALIQN W @1 NI G
the Northeast generally have higher cigarette tax ragtates in the South generally have lower rates. Chicago has the

highest local government tax rate on a pack of cigare&e$4.18 (inalding the county and city tax rates), and consumers
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in Chicago pay the highest overall cigarette tax burden in the nation, at $7.17 per pack when combining federal, state, and

local taxes.

FIGUREZ2

Wide Variation in State CigatetExcise Tax Rates
State cigarette excise tax rates as of July 1, 2018
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Source:Data from Campaign for TobacEoee Kids. Analysis by the author.

One of the biggest issues related to cigarette taxes is the large variation in rates among the statematiches even
within a state These variations provide A y OSy G A #S& F2NJ G+ E | g2ARI yOS (Kt dzZaAK &Y
jurisdictions, or Internet purchasing. When taxes rise, tax paid sales of cigarettes will decline both because tomsvithp
RSONBIF &S YR 06SOI dza S (HtehE 20058RatidRidnyti@@ arg larfeftax dispabite’ amary farious
tobacco productsd.g., cigarettesjoosetobacco, small cigars, large cigars, pipe tobacchiglwvcan trigger market shifts

andthustax avoidanc€US Government Accountability Office 2012)

Even though higher tax rates on cigarettes lead to higher tax noncompliance rates, states often end up increasing taxes
on cigarétes, particularly during tough economic timés the hopes of generating more revenue. Between 2000 and 2018,
48 states increased cigarette tax rates about 133 times. The only two states that did not increase their cigarette tax rates
since 2000 (or earlier) are Missouri and North Dakota. In contsasten states Connecticut, Hawaii, Minnesota, New
Hampshire, New Jersey, Rhode Island, and Vermomdreased their tax on cigarettes at least five times between 2000 and

2018.

Figure 3shows the number of states that raised cigarette tax rates by yeapiethe slow and prolonged recovery of

overall state tax revenues in the immediate aftermath of the Great Recession, relatively few states turned to cigarette tax
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increases. However, more than half the states increased their tax in response to the riideh2001 recession, but this
was also shortly after the enactment of Master Settlement Agreement in November 1998, which led states to focus on the

negative effects of cigarette's.

FIGURE3

Fewer States Raised Cigarette Tax Ratenediatelyafter the Great Recession
Number of states increasing cigarette tax rates

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Source Data fromCampaign for Tobacederee Kids. #alysis by the author.

In general, states have been reluctant to raise rates on b#oasked taxes as well as cigarette taf@owingthe Great
Recession. States have reduced reliance arinereases and have been taking other measures to close budge(R@rs
and Dadayan 2015RuebenRandall, and Boddupalli (2082 dzy R G KI & adl 4§SQa dzygAftf Ay3aySas:
Recession might be related partto changes in party control, with more states having Republican governors and majorities
in both legislative chambers. Continued fiscal challenges, howpka@mnpted 10 states to raise taxes on cigarettes in fiscal
year 2016. Another five states raised taxes on cigarettes in fisaaP017, and four more states raised taxes in fisgehr
2018.

Figure 4shows nominal cigarette tax rates for theedian state between 2000 and 2018. The median cigarette tax rate
increased from $0.34 in 2000 to $1.57 in 2018, dt Bércent in nominal terms.
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FIGURE4

Continuous Growth in Median State Cigarette Tax Rates
Median statecigarette (pack of 20) tax rate
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Source Data fromCampaign for Tobacderee Kids. #alysis by the author.

TOBACCO TAX REVENUWRENDS

As discussed, tobacco taxes are usually calculated on-pgo&rbasis rather than on the price, while general sales taxes are
calculated as a percentage of the sales price of a taxable itens, Tdhacco tax revenues do not increase with inflation:

when prices of other goods rise, sales taxes rise even if the number of goods sold is the same, itjareteprices

rise, perpack tax rates do not ris@ll else equal Therefore, tobacco taevenues normally respond to changes in

cigarette consumption and tax rates. Because cigarette consumption historically has been declining, cigarette tax revenues
generally decline, except when tax rates chafigstitute on Taxatio and Economic Policy 201&)igarette tax rates also

can have powerful effects on tax avoidance and evasidren tax rates rise, taxed consumption of cigarettes in the higher

tax jurisdiction may fall considerably.

Tobacco tax revenues did not died during the Great Recession, unlike other major sources of state tax revenues,
because 16 states increased tax rates. However, tobacco tax revenue grew slower than it did following the prior two
recessions, in part becaugas noted fewer states raisedates. Despite continued tax rate increases, tobacco tax revenues

have seen declines in recent years.

Figure 5shows the cumulative percentage change in inflatamjusted tobacco tax revenues since the start of a
recession for the three most recent ressns. In fiscal year 2017, nine years after the start of the Great Recession,
inflation-adjusted tobacco tax revenue was3@ercent above fiscal year 2008 levels, while overall state tax revenues were

5.5percent above their 2008 levels. The weaknessdeulines in tobacco tax revenues are partially attributable to
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declines in consumption: cigarette consumption in the median state declined from 55.9 packs per capita in 2008 to 40.6
packs per capita in 2017, or 27.4 percéhthat dip in consumption was driven in part by higher tax rates at the federal and
state levels, buit couldalsobe related to individuals shifting consumption to other tobacco products ord¢@arettes and
vaporizers As noted, in 2009 the federal ge’mment more than doubled the tax rate on cigarettes, raising it from $0.39
per pack to $1.01 per pack. The hike in tax rates led to lower consumption, as well as increased evasion and avoidance,

eroding some of the gains in tobacco tax revenues.

FIGURES

Downward Trends in State Tobacco Tax Revenues
Cumulative percent change in inflatiadjusted tobacco taxes
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Source Census Bureau and individual state d@taalysis by the author.
Note: Data are shown until the start of the next recession.

Tobacco tax revenue growth varies widatyross the regions and among the stategure 6shows compound annual
growthrates in inflationadjusted tobacco tax revenues by region between fiscal years 2008 and 2017. The Southeast had

the strongest growthat 3.6 percent; the Far West had the largest declja2.4 percent.
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FIGUREG

Wide Regional Disparity in Tobacco Revenue Growth Rates
Compound annual growth rates in inflati@djusted tobacco taxe§Y<2008;17
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Table4 shows stateby-state inflationadjusted total and per adult (age 18 aafiler) tobacco tax revenues for fiscal
years 2008 and 2017 and growth rates for that period as well as the compoundlagnowth rate!* Tobacco tax
collections by state governments exceeded $18.5 billion in fiscal year 2017, representing roughly 1.4 percent of total own
source state government general revenue. Inflatedjusted tobacco tax revenues grev8@ercent betwea fiscal years
2008 and 2017, reflecting a compound annual growth rate of only 0.1 percent. Despite overall real revenue growth, tobacco
tax revenues declined & percent per adult between fiscal years 2008 and 2017, with the corresponding compound annual
growth rate declining 0.9 percent. The growth in adult population (age 18 or above) for the nation was 9.4 percent during

the same period.

Table4 breaks states into two groups: the first grogpnsists othe states that had tax rate increases on cigarettes
between fiscal years 2008 and 2Q&nd the second grouponsists othe states that had no tax rate increasegerthe
same period. Thirtfour staes increased cigarette tax rates between fiscal years 2008 and 201doastitutethe first

group; 16 states had no increases aoonstitutethe second group?®
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TABLE4

Tobacco State Tax Revenyes Adult ResidenDeclined Despite Overall Growth
Inflation-adjusted tobacco state tax revenues and growth rale€008versusFY2017

Tobaccareal tax revenue ($ millions) Tobaccaeal tax revenue perdult age 18+
Percent Percent
change, CAGR, change, CAGR,

2008 2017 2008-17 2008-17 2008 2017 2008-17 2008-17
United States 18,386.1 18,531.9 0.8% 0.1% 80.1 73.8 -7.8% -0.9%
States with tax rate increases
between 2008 and 2017 13,077.5 14,056.0 7.5 0.8 78.0 77.4 (0.7) (0.1)
Alabama 165.8 188.2 13.5 1.4 46.3 49.8 7.6 0.8
Alaska 84.0 67.6 (19.5) (2.4) 166.5 121.9 (26.8) (3.4
Arkansas 168.7 228.5 35.5 3.4 77.8 99.5 27.9 2.8
California 1,186.2 778.5 (34.4) (4.6) 43.5 25.6 (41.0) (5.7)
Connecticut 381.7 380.3 (0.4) (0.0) 140.4 134.3 (4.3) (0.5)
Delaware 143.0 112.0 (21.7) (2.7) 211.0 148.7 (29.6) (3.8)
Florida 507.4 1,203.0 137.1 10.1 35.0 71.7 105.0 8.3
Hawaii 119.6 124.1 3.7 0.4 116.0 110.9 (4.4) (0.5)
lllinois 701.7 781.5 11.4 1.2 73.1 79.0 8.0 0.9
Indiana 600.7 434.4 (27.7) (3.5) 124.8 85.4 (31.6) (4.1)
Kansas 135.2 138.5 2.4 0.3 64.6 63.0 (2.5) (0.3)
Kentucky 204.1 243.0 19.1 2.0 62.4 70.6 13.0 1.4
Louisiana 167.2 314.2 87.9 7.3 50.3 88.1 75.3 6.4
Maryland 430.4 386.9 (10.1) (1.2) 99.5 82.7 (16.9) (2.0)
Massachusetts 499.7 619.4 24.0 2.4 99.2 112.8 13.8 1.4
Minnesota 485.0 691.3 42.5 4.0 122.4 161.9 32.3 3.2
Mississippi 66.7 144.8 117.1 9.0 30.5 63.6 108.7 8.5
Nevada 154.4 206.0 33.4 3.3 77.6 89.9 15.9 1.7
New Hampshire 194.2 203.1 4.6 0.5 190.4 186.4 (2.1) (0.2)
New Jersey 902.7 697.6 (22.7) (2.8) 136.1 100.7 (26.0) 3.3)
New Mexico 55.0 77.9 41.6 3.9 36.7 48.5 32.2 3.2
New York 1,113.2 1,228.5 10.4 1.1 75.0 79.4 5.8 0.6
North Carolina 283.8 292.2 3.0 0.3 40.2 36.7 (8.8) (2.0
Ohio 1,087.4 980.5 (9.8) (1.1) 124.3 108.3 (12.9) (1.5)
Oregon 291.1 247.4 (15.0) (1.8) 100.3 75.6 (24.6) (3.1)
Pennsylvania 1,1731 1,401.3 19.5 2.0 119.8 138.4 15.5 1.6
Rhode Island 130.4 141.5 8.6 0.9 158.0 166.6 5.4 0.6
South Carolina 355 26.4 (25.8) (3.3) 10.3 6.7 (34.5) (4.6)
Tennessee 3115 256.8 (17.6) (2.2) 65.5 49.4 (24.7) (3.1)
Utah 71.2 114.9 61.4 55 39.0 52.8 35.5 3.4
Vermont 67.8 76.7 13.2 1.4 137.8 151.1 9.6 1.0
Washington 472.8 430.0 (9.2) (2.0) 94.5 745 (21.2) (2.6)
West Virginia 131.1 194.6 48.4 4.5 90.4 134.4 48.7 4.5
Wisconsin 555.2 644.5 16.1 1.7 129.2 142.9 10.6 1.1
States without tax rate increases
between 2008 and 2017 5,308.6  4,476.0 (15.7) (1.9) 85.8 64.5 (24.9) (3.1)
Arizona 465.9 310.6 (33.3) (4.4) 100.2 57.4 (42.7) (6.0)
Colorado 252.4 200.0 (20.8) (2.6) 68.5 46.0 (32.9) (4.3)
Georgia 274.0 220.8 (19.4) (2.4) 39.0 27.9 (28.4) (3.6)
Idaho 62.6 50.9 (18.8) (2.3) 56.3 39.9 (29.2) (3.8)
lowa 287.7 221.1 (23.2) (2.9) 125.6 91.7 (27.0) (3.4)
Maine 172.1 144.2 (16.2) (1.9) 164.2 133.3 (18.8) (2.3)
Michigan 1,230.6  1,038.6 (15.6) (1.9) 163.5 133.2 (18.5) (2.2)
Missouri 132.3 105.6 (20.2) (2.5) 29.4 22.3 (24.1) (3.0
Montana 107.2 85.1 (20.6) (2.5) 142.5 103.3 (27.5) (3.5)
Nebraska 87.3 61.9 (29.1) (3.8) 65.0 42.9 (34.0) (4.5)
North Dakota 27.5 28.8 4.9 0.5 53.9 49.8 (7.6) (0.9
Oklahoma 241.3 229.9 (4.8) (0.5) 87.5 77.3 (11.6) 1.4)
South Dakota 71.4 61.8 (13.5) (1.6) 119.2 94.1 (21.1) (2.6)
Texas 1,654.6  1,522.8 (8.0) (0.9) 93.8 72.7 (22.6) (2.8)
Virginia 210.4 171.2 (18.6) (2.3) 35.1 26.0 (26.0) (3.3)
Wyoming 31.3 22.7 (27.5) (3.5) 75.5 51.2 (32.1) (4.2)

Source:Census Bureau and individual state data. Analysis by the alNbtes: CAGR sompound annual growth rate.
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States that increased cigarette tax rates between fiscal years 2008 and 2017 have seen growth in totatinflation
adjusted tobacco tax revenues obpercent revenues declined 1B percent in the states that did not raise cigarette tax
rates during the same period. Inflatieadjusted peradult tobacco tax revenues declined in both groups of states: the

decline was @. percent in states with tax rate increases arti@percent in stées with no tax rate increases.

Total inflationadjusted tobacco tax revenues declined in 27 stapes-adult revenues declined in 32 states. The
declines were particularly pronounced in the states that did not implement tax rate increases on cighettteen fiscal
years 2008 and 2017. Tobacco tax revenues declined in 15 of the 16 states that did not raise tax rates on cigarettes, ranging
from a 48 percent decline in Oklahoma to a 3%ercent decline in Arizona. North Dakota was the only state tithhdt
raise cigarette tax rates but saw growth o94ercent in overall tobacco tax revenues. The growth in North Dakota was
likely affected by crosborder purchasebecausehe & i I twS@eion cigarettes is $0.44 per paokych lower than the
tax rates on cigarettes in all three bordstates: $3.04 in Minnesota, $1.70 in Montana, and $1.53 in South Dakota. In
addition, growth in tobacco tax revenues in North Dakota could also be related to a surge in population associated with
increased economic #uity related to natural gaproduction Tobacco tax revenues per adult decline@ percent in North
Dakota between fiscal years 2008 and 2017, while the state adult population (age db&landyrew 13.5 percent in the

same period.

Overalltobacco tax revenues also grew in 22 of the 34 states that increased tax rates on cigarettes between fiscal 2008
and 2017, while revenues declined in the remaining 12 states. Tobacco tax revenue growth was particularly strong in
Florida, where revenues grefrom $0.5 billion in 2008 to $1.2 billion in 2017, of7 1B3percent. The strong growth in
Florida is largely attributable to legislated increases in tax rates on cigarettes and other tobacco products. If we exclude
Florida, inflationadjusted tobacco tarevenues for the rest of the nation shows a decline dfffercent, between fiscal
years 2008 and 2017.

The declines in tobacco tax revenues in recent years combined with the declines in cigarette consumption may have
been caused by consumers making ligiak choices and quitting smoking. However, some consummerghave simply

shifted to using eigarettes E-cigarettes have been gaining in popularity, perhaps because most states do tie¢tax

EAQGARETTES

Electronic cigarettes {eigarettes) and vapgoroducts were developed in China and introduced to the US market in 2007.
An ecigarette refers to the tool used to inha#m aerosolthat contains nicotine, while vaping products include both tools
used to inhale (e.g., a pipe, vape pen) and the cageithat contain the liquid solution with nicotine and other
chemicals'® Understanding and examining how states should tax or regulaiga&rettes depends critically amhether

they are seen as a devite helppeople stop smoking or as an alternative guat. In other wordsare ecigarettes more

like Nicorette or more like loose tobacco? The answer to this question affeatd how e-cigarettes should be subject to a

sin tax.
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As traditional cigarette consumption has declinedhia US the use of ecigarettes has increased. According to a study
by Wangand colleagues (20183;cigarette product sales significantly increased between 2012 and 2016, while prices
generally decreasedE-cigarettesare not currently regulated or taxeat the federal level beause Congress has not enacted

a specific tax for-€igarettes(US Government Accountability Office 2015)

Absentfederal regulationseveralstates and localities have passed legislation that regulates and taxes the salesand us
of e-cigarettes and vapor products. In 2010, Minnesota was the first state to include vapor products in its definition of
G20 KSNI G20l OORe staidlipgardmXingittes in ROLR As Béptember2019,the District of Columbia anti2
states California, Delawardllinois,Kansas, Louisiana, Minnesota, New JerSleyy MexicoNorth Carolina, Pennsylvania,
Vermont,and West Virginia had enacted taxes on vapor produstisch ag-cigarettes.Severother states Connecticut,

Maine, NevadalNew YorkOhio,Washington and Wisconsin recently enacted legislation to taxagarettesthat will take

effectin the coming monthsSome localities in Alaska, lllinois, and Maryland also tax vapor productgigarettest’

TABLES
ECigarette Excise T&ates ad Effective Dates as &eptember2019

State Effective date Tax rate

California April 2017 59.27% of wholesale
Connecticut October 2019 10% of wholesale; $0.4@I on ejuice
Delaware January 2018 $0.05/ml

lllinois July 2019 15% of wholesale

Kansas January 2017 $0.05/ml

Louisiana August 2015 $0.05/ml

Maine January 2020 43% of wholesale

Minnesota October 2012 95% of wholesale

Nevada January 2020 30% of wholesale

New Jersey September 2018 10% ofretail; $010/ml on e-juice
New Mexico July 2019 12.5% of wholesale; $0.50 peartridge
New York December 2019 20% of wholesale

North Carolina June 2015 $0.05/ml

Ohio October 2019 $0.10/ml

Pennsylvania October 2016 40% ofwholesale

Vermont July 2019 92% of wholesale

Washington October 2019 $0.09/ml;$0.27/ml on ejuice
West Virginia July 2016 $0.075/ml

Wisconsin October 2019 $0.05/ml

Localities Effective date Tax rate

District of Columbia 2015 96% ofwholesale

Juneau Borough, AK 2015 45% of wholesale

Mat-Su Borough, AK 2015 55% of wholesale

NW Arctic Borough, AK 2015 45% of wholesale
Petersburgh, AK 2015 45% of wholesale

Chicago, IL 2015 $1.50/container 451.20/ml
Cook County, IL 2015 $0.20/ml

Montgomery County, MD 2015 30% of wholesale

Source:State government agencies.

Some states tax vapor products ad valorem (i.e., as a percentage of the wholesale price of the pottrstfax
them per unit (i.e., on eactmilliliter of e-liquid or each milligram of nicotingable5). The main advantage of panit
taxation is that revenues are predictalilecausethe perunit tax is not sensitive to changes in price, while the main
disadvantage is that the tax rate does not automatically adjust to inflation @ogent tax rate increases, inflation will

erode the value of the tax. The main advantage ciatbrem taation is that the tax automatically adjusts with price
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changes, while the main disadvantage is thatvatbrem tax revenues are hard to predizcause othanges in the
underlying product prices (this is especially important farigarettes because prices hadeclined in recent yeardy
cigarette tax rates vary widely. Among the jurisdictions that tax the wholesale \ihkriBjstrict of Columbia has the
highest rate at 8 percent, followed by Minnesota at 95 percent. Chicago levies the highestqreainertax at $1.50, in
addition to $1.20 per milliliter.

E-cigarettes are still evolving as technology changiesited informationis available about the €igarette market and
actual tax revenues, which makes it hard to accurately forecast the revenue potential from tecigpayettes. Moreover,
increased regulation would potentially have a significant impact on thigarette marketThe wide disparities in tax rates
on e<cigarettes could potentially lead to@garette smuggling and tax evasion, and the high tax rates ¢eadttoa larger
black market, but it seems clear that not taxingigarettes while taxing tobacco might engage a shift in consumption

toward ecigarettes.

ACQLOSEROOK ATIGARETES: COST, CONSUMPTION, ANLGSLING

Median cigarette prices have seen periods of growth and stagnation betweehat®72017 Figure §, while cigarette
taxed consumption has seesteady declines since 198Bigure §. In 1971, the inflatioradjusted cigarette cost was £l

per pack in the median state, while in 2017 the inflatadjusted cigarette cost was 88 per pack for the median state.

FIGUREY

The Real Cost of a Pack of Cigarettes Has Incressedime
Inflation-adjusted cigarette cost per pack for a median state
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Source Orzechowski and Walker, The Tax Burden on Tobacco:A®@F0Analysis by the author.
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The inflationadjusted cigarette cost per pack was relatively stagnant between 1971 and th&98@} but it saw
substantial gravth between the late1980s and 2010. According to the Campaign for Tob&cbidS S YA R& X G CNRY
beginning of 1998 through 2002, the major cigarette companies increased the prices they charge by more than $1.25 per
pack (but also instituted aggressive rédaivel discounting for competitive purposes and to reduce related consumption
declines). In January 2003, Philip Morris instituted aébt per pack price cut for four of its major brands, to replace its
retail-level discounting and fight sales losseRtd & O2 dzy &G o6 N} Y Ra z | y R 8he ved priosotaypack Ra T 2

of cigarettes has been relatively constant between 2010 and 2017.

Per capita sales of taxed cigarette pabkse seersteep declinesverthe past four decades. The declinestaxed
consumption are partially attributable to declines in smoking prevalencethayt arealso attributable to tax avoidance
and evasionFurther, many state and local governments have enacted smoking bans in public spaces qast tiveo

decades, whih hasalsoreduced cigarette consumption.

FIGURES

Steady Deline in Cigarette Consumptiomsethe 1980s
Per capita sales of taxed cigarette packs
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Source Orzechowski and Walker, The Tax Burden on Tobacco;2@/QAnalysis by the author.
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Table6 shows state rankings based on five measures: (1) average cost per [2ibsigdrettes, (2) cigarettéaxed
consumption (pack sales per capita), (3) cigarette use for adult population (age db8and(4) cigarette state tax rate,
and 6) estimated smuggling raf€.Of particular interest in this table is the estimated smuggtitg 2° The estimates
reflect both commercial smuggling and casual avoidance and evasion of cigaretté'taxgeneral, higher smuggling rates
are associated with higher state cigarette tax rates amigher average cost of cigarettes per paCknversg, states with
alower average cost of cigarettes (or lower state tax rates) have lower smuggling rates. Other factors that influence the
amount of smuggling include tax rates in border statesy muchoft  a Gl 4§ SQ& LJ2 LJdzf | ( A &sfates & f 2 OF
with lower tax rates andthe availability of cigarettes from Indian reservatioSsates bordering Mexico and Canada also
have higher smuggling rat¢€haloupka, et al. 2015, LaFaive, Nesbit and Drenkard 20¥6nheim 2008)

As showrin Table §in 2017 New York had the highest average retail cost of cigarettes in the nation at $10.38 per pack
as well as the highest state tax rate on cigarettes at $4.35. Consequently, New York had the largest estroatet
smuggling rate in the nation. On the other hand, New Hampshire had the highest sales of cigarettes per capita in the nation,
likely driven by outbound smuggling, which was estimated to be the highest in the nation. In New Hampshire, the
prevalenceof cigarette smoking among adults was 15.7 percent in 2017, and it ranked 33rd among the states in its reported
cigarette use rateOutbound smuggling is the most likely explanation for the discrepancy between reported consumption

and observegurchases.
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TABLEG6
State Rankings, 201Tigarette CosConsumption, Use, State Tax Rate, and Smuggling

Average Cigarette Cigarette Cigarette Estimated

retail cost pack sales use, state tax smuggling
per pack ($) Rank| percapita Rank age 18+ (%) Rank rate ($) Rank rate (%) Rank

Median $6.38 40.9 17.2% $1.57 8.5%
Alabama 5.45 39 58.1 12 20.9 10 0.68 39 (2.5) 34

Alaska 9.25 5 329 36 21.0 9 2.00 13 no data
Arizona 7.10 15 22.5 46 15.6 35 2.00 13 39.3 5
Arkansas 5.96 32 52.4 16 22.3 5 1.15 33 6.3 26
California 7.66 11 20.5 47 11.3 49 2.87 9 44.6 2
Colorado 5.70 36 34.5 33 14.6 39 0.84 37 8.8 23
Connecticut 9.25 4 26.5 42 12.7 48 3.90 2 21.4 11
Delaware 6.62 20 72.6 5 17.0 27 1.60 24 (40.6) 46
Florida 6.01 31 40.6 26 16.1 29 1.34 29 15.2 16
Georgia 5.01 47 45.6 20 17.5 20 0.37 48 (4.8) 36

Hawaii 9.09 6 25.1 43 12.8 47 3.20 5 no data
Idaho 5.40 40 39.0 28 14.3 41 0.57 44 (26.8) 45
lllinois 7.55 13 30.7 38 15.5 36 1.98 18 17.2 15
Indiana 5.67 37 61.2 7 21.8 7 1.00 36 (18.8) 42
lowa 6.18 28 45.0 21 17.1 26 1.36 28 10.6 22
Kansas 6.01 30 34.5 33 17.4 22 1.29 31 21.8 10
Kentucky 5.18 45 85.6 2 24.6 2 0.60 42 (9.3) 38
Louisiana 5.84 35 57.6 13 23.1 3 1.08 34 11.8 20
Maine 7.07 16 49.6 19 17.3 23 2.00 13 8.3 25
Maryland 6.87 17 29.2 39 13.8 43 2.00 13 11.4 21
Massachusetts 9.40 3 24.3 44 13.7 44 3.51 4 25.0 8
Michigan 6.72 19 44.4 22 19.3 13 2.00 13 20.6 14
Minnesota 8.66 7 28.3 40 14.5 40 3.04 7 34.6 6
Mississippi 5.21 43 59.4 10 22.2 6 0.68 38 33 29
Missouri 4.82 50 79.5 4 20.8 11 0.17 50 (17.2) 40
Montana 6.54 21 411 25 17.2 24 1.70 21 21.3 12
Nebraska 5.50 38 43.4 23 15.4 37 0.64 40 (0.7) 32
Nevada 6.45 24 36.3 31 17.6 19 1.80 19 (11.9) 39
New Hampshire 6.45 25 87.3 1 15.7 33 1.78 20 (65.0) 47
New Jersey 7.58 12 27.3 41 13.7 44 2.70 10 (0.5) 31
New Mexico 6.53 22 24.0 45 17.5 20 1.66 23 40.8 4
New York 10.38 1 13.3 50 14.1 42 4.35 1 55.4 1

North Carolina 4.98 48 54.5 15 17.2 24 0.45 46 no data
North Dakota 4.97 49 65.2 6 18.3 18 0.44 47 (18.7) 41
Ohio 6.31 26 50.1 18 211 8 1.60 24 8.5 24
Oklahoma 5.93 33 60.5 9 20.1 12 1.03 35 1.0 30
Oregon 6.12 29 38.3 30 16.1 29 1.32 30 4.2 28
Pennsylvania 7.96 10 40.5 27 18.7 16 2.60 11 14.7 17
Rhode Island 9.43 2 34.2 35 14.9 38 3.75 3 14.4 18
South Carolina 5.14 46 55.5 14 18.8 15 0.57 44 (1.4) 33
South Dakota 6.46 23 41.6 24 19.3 13 1.53 26 135 19
Tennessee 5.21 44 59.2 11 22.6 4 0.62 41 (2.8) 35
Texas 6.24 27 319 37 15.7 33 1.41 27 252 7
Utah 6.79 18 18.4 48 8.9 50 1.70 21 221 9
Vermont 8.41 8 36.3 31 15.8 32 3.08 6 4.8 27
Virginia 5.22 42 60.8 8 16.4 28 0.30 49 (24.2) 44
Washington 8.18 9 17.0 49 135 46 3.03 8 42.8 3
West Virginia 5.88 34 82.2 3 26.0 1 1.20 32 (5.8) 37
Wisconsin 7.54 14 39.0 28 16.0 31 252 12 21.2 13
Wyoming 5.33 41 52.4 16 18.7 16 0.60 42 (22.4) 43

SourcesOrzechowski and Walker, The Tax Burden on Tobaccog20T0 (average cost per pack and cigarette pack sales per capi
Centers for Disease Control and Prevention (cigarette use), Campaign for T-6beed¢ids (cigarette state tax rate), and Mackinac
Center for Public Policy (estimated smuggling rate). Arslyy the author.

Notes:For estimated smuggling rates, positive percentages indicate inbound smuggling (into the state), and negative percentag
indicate outbound smuggling (out of the state). The Mackinac Center for Public Policy noted that theessimaggling rates were
SEOf dZRSR F¥2NJ b2NIK /I NRfAYyl 06S8S0FdzAS Al 61 & (KS &2 dzNWé&e &
excludedbecause ofhe challenges of modeling states that are noncontiguous.
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GAMBLING

AVAILABILITY XPANSION, ANDIRVENUES

Availability of StateSanctioned Gambling Activities
Gambling has a long history in the United States, going back to colonial times. However, it was tioé eatily 2@h

centurythat states started legalizing some forms of gambling, such as parimutuel betting.

Statesanctioned gambling has expanded over gast four decades. All states except Hawaii and Utah collect revenue
from one or more forms of gambling. In May 2019, 43 states allowed parimutuel betting, 45 states had legalized lotteries,

21 states had leglized commercial casino operations, and 12 states had racinos.

In Alaska, gambling operations are legal onl\Native Americameservatians, but another28 statesallow Native
American casinos as well ssme other type of sanctioned gambling activi§ative American casinos are run by tribes and
operated on reservations. In 1987, the Supreme Court recognized that Native American tribal entities could operate gaming
facilities free of state regulation. A year later, in 1988, Congress enacted the [@diaing Regulatory Act to provide terms
and conditions for gambling on Indian reservations. States usually do not have authority to regulate or profit from these
Indian casinos. However, some states have negotiated special rexgtrauimg agreements witthe tribes. Currently, there

are around 400 Native American casinos operated by over 200 tribes.

Box1 defines the different types of state sanctioned gambling.
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BOXL
Glossaryof Gambling

Commerciakasino:A private gambling facility that @n land,ariverboat, or adock and hosts slot machines, video games,
card games, or other games of chance such as keno, craps, and bingo. Nevada was the first state to legalize operations of
commercial casinos in 1931.

Fantasy sportsAtype of online game where participants assemble fantasyirtual teams and compete against each
20KSNJ 6 SR 2y I OldzZhf LINPFSaaazylt LXFT&@SNBRQ 2N iSIFyaQ ai
iGaming {nternet gamMding): Online casino gambling (including online pok Nevada was the first state to legalize casino

style online gambling in 2013, folled by Delaware and New Jersey.

Lottery: Gamesthat f f 246 LJ GNRya G2 3IdzSaa ¢AYyyAy3I ydzYo SNE ticRes) 2 G K SN
for cash pizes. New Hampshire was the first state to legalize modiewlottery operations in 1964. (Several southern

states authorized lotteries in the late 1800s to finance Reconstruction, but they were subsequently ended.) Some states
enacted legislation that allvsthe sale of lottery tickets over the internet.

Native Americancasinos:Gambling businesses that are run by tribes and operat®ative Americameservations States
usually do not have authority to regulate or profit from these casinos. Howevere states have negotiated special
revenuesharng agreements with the tribes.

Parimutuel wageringParimutuel wagering usually refers to gambling on an event such as horse racing, dog raglag, jai
or another sporting event with a relatively short ddian in which participants finish in a ranked ord&he amount
wagered determines thpayoutsto the winners.

Racino:Ahybrid ofa casino andaracetrack. In addition to racing, racinos also host other gambling activities such as slot
machines, video lééry terminals, and table games. The first racino began operations in 1992, when Rhode Island legalized
placement of video lottery terminals at catracks.

Sports betting:Sports bettingefers to the activity of predictingportsresults and placing a wager on the outcome. On May
14, 2018the Supreme Court overturned the federal restriction on state authorization of legal sports gambling. Several
stateshavelegalzed sports betting since then.

Videogaming devices / video lottery terminalé/LTs)3ecial gaming machines that can be programmed to carry a variety
of games, such as video poker. Some states count revenues generated from VLTs as lottery otivenstates count it as
part of racino or casino revenues.

Figure 9shows the legalization timeline for parimutuel betting, lotteriaad casino®r racinos. In general, it takes
months or even years of debate before any type of gambling activity is ledaim becomes fully operational. Parimutuel
0SGdAy3 2LISNIGA2ya SELIYyRSR Yzaite Ay (KS mdoonad FyYyR Ay N
(Rodriguez, Humphreys and Simmons 20U@{tery operations gpanded in the 1970s and 198@sd the expansions
appear to be mostly in response to the 1973 recession and the 1980 ddifbtecessions. Most states legalized casino and
racino operations since the 1990s, partly in response toptieeedingthree recesions.The Indian Gaming Regulatory Act
of 1988 and legalization of tribal gambliagoencouraged some state governments to consiégralizingcommercial

casinoqCalcagno, Walker and Jackson 20E®)ally, on May 14, 2018e Supreme Court overturned the federal
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restriction on state authorization of legal sports gambliSicethen, 10 states have legalized and started operations of
sports betting, seven other states have passed bills to legalize sports betting, an@rR6tbtates have introducezlich
bills.

FIGURE9
Legalization Timeline for Pamutuel Betting, Lotteriesand Casinos/Racinos

Number of states recession e Pari-mutuel e Lottery © Casino/Racino Legalization Date

50
45 ‘
40

35 P.. F.d

30 0ses™™® °
°
»s ...W- .
° °
20 . -
®
15 "
10 )

. — 4
0.—#’~. =

1900 1910 1920 1930 1940 1950 1960 1970 1980 1990 2000 2010 2020

Source Individualstate data.
Notes:Recessions periods shown for the last five recessions only.

The history of parimutuel betting goes back to colonial times, but the first state to formally legjalias Kentucky in
1906, with a few other states such as New York and Nevada following shortlyRtanutuel betting was legalized at
some point intime in about 43 states, but a few states had either repealed or ceased operatiinga?018 for example,
lawmakers in Tennessee repealed the Racing Control Act of 1987, which provided the regulatory framepamiknfduel

betting.?2 In addition, Kasas ceased parimutuel betting operations in 2QRansas Racing and Gaming Commission 2017)

New Hampshire was the first state, in 1964, followed by New York in 1967, to legalize roagdoitery operations.
Overall, the Northeastern states were early adopters of lottery operations, while Southern states generally adopted
lotteries much later. $ 1990, 32 states had legalized lotteries. Another five states legalized lottery operations between
1990 and 2000 and eight more states did so since 2001. Wyoming and Mississippi were the latest states to legalize lottery

operations in 2013 and 2018, respively.

Commercial casino and racino gambling are now legal in 25 states and operational in 24 states. Overall, casino and
racino operations are more common in the Southern and Midwestern states and far less common in the West. Only three
Western states Colorado, Nevada, and New Mexichave stateregulated casino or racino operations, but several
Western states have Indian casinos (which are regulated by tribal governments). Nationally, nine states allow operations of

both casinos and racinos: Indianawey Louisiana, Maryland, Massachusetts, New York, Ohio, Pennsylvania, and West
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Virginia. Nevada was the first state to legalize casino operations in 1931. No other state allowed commercial casino
gambling until New Jersey passed legislation in 1976. Joaitota and lowa were the next two states to legalize casinos in
1989. Another nine states legalized casinos between 1990 and 2007. Finally, eight morbatategalized casino
operations since 2008, mostly in response to fiscal stress caused by theR&wession. Arkansas is the latest state to
legalize casino operationm 2018. In general, northeastern states (except for New Jersey) have been late adopters of

casino and racino operations.

The expansion of lotteries and casinos contributed to desliin revenues from parimutuel betting (e.g., on horse and
dog racing). Therefore, many racetracks were converteddraoinog: racetracks that host electronic gaming devices such
as slot machines or VLTs. In recent years, racinos in some states sfaerating table games in hopes of generating more
revenue. Rhode Island was the first state to legalize racino operations in d9823 stateshavesincefollowed suit
Maine legalized racino operations in 2004 and casino operations in 2010, but it@Werted its only racino facility into a

casino. Rhode Island, the frontrunner of racino states, has also converted its racinos into casinos.

Why Do States Legalize and Expand Gambling?

States have been legalizing and expanding gambling activities patidour decades. When state finances are

constrained, legislators often turn to gambling to attract tourism and keep gambling residents and gambling revenue in
state (Calcagno, Walker and Jackson 2010, Etzel, ZairPong 1998)State voters and legislators may also turn to casinos
and racinosn hopes of stimulating economic development and revitalizing distressed economies. However, there is no
consensus on whether the operation of casinos and racinos lesidgproved economic developmeii€alcagno, Walker

and Jackson 2010, Gold 1993, Wohlenberg 198@ne studies have concluded that casinos and racinos create jobs and
improve the regional economies in whichethoperate(Cotti 2008, Rephann, et al. 1997, Walker and Jackson 2018r
studieshavefound that casinos and racinos simply alter the mix of employment and income among industries and do not

lead to eal economic growtlfFelsenstein, Littlepage and Klacik 1999, Truitt 1996)

Several states legalized and expanded various forms of gambling to help balance budgets in the aftermath of the Great
Recession and in hopesgdnerating new streams of tax revenues without increasing tax rates on income or sales. Three
states Arkansas, Mississippi, and Wyominiggalized lottery operations. Eight state#rkansas, Maine, Maryland,
Massachusetts, New York, Ohio, Rhode Island Vdest Virginia legalized commercial casino operations. Maryland and
Ohio also legalized racino operations. Several states legalized poker and other tableagéime@ casinos and racinos,
while others authorized online lottery operations (i.the sale d lottery tickets over the internet). Nework andhine other
statesagreedto create a new multistate lottery. A few states also introduced new forms of gambling such as video games,
sports betting, iGaming, and fantasy sports betting. Finally, several states are considering legalization of sportsrimetting s
the Supreme Courdverturned the federal restriction on state authorization of legal sports gambling in May 2018. Sports

betting is currently legal and operationalsevenstates and in the process of legalization in several other states.

The rapid expansion and geograplpiroliferation of gambling activities have led to increased interstate competition for

the gambling market.
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In addition to enacted proposals, gambling expansion propdsalefailed in a few states. For example, officials in
Hawaii, one of two states witno statesanctioned gambling, have introduced several measures since 2009 for the
legalization of gambling, but those measutes/enot beenenacted?? However, officials in Hawaii are once again debating

gambling legalizatigf and Hawaii may leave Utalone aghe solenongambling state.

Role of Gambling Revenues in State Budgets
An analysis of annual state and local government gambling revedata from lotteries, casinos, racinos, video gaming
machines, and parimutuels shows that with a few notablteeptions these revenues are a minor source of funding for

most states?®

In fiscal year 2017, state and local governments collecteds$fiBion from these major types of gambling.
Approximately 64) percent came from lottery operations, 30.5 percent aafrom casinos and racinos, 5.0 percent came
from video games, and ®percent came from parimutuel wagering. States can also raise revenue from Indian casinos.
However, states cannot tax Indian casinos directly, ey instead raise revenues pursuantegotiated revenuesharing
agreements with the tribes. Revenues from Indian casinos are not reported comprehensively and are considerably less than

revenue from stateegulated casinos. This report focuses on statgulated casinos only.

Gambling revenuelays a relatively small but politically important role in most state budgets. In fiscal year 2017,
gambling revenue from major sources represented 2.2 percent of total statesmurce general revenues. In 33 of the 47
states that have gambling operatisngambling revenue represented less than 3.0 percent of statesmunce general
revenues, and in anothelO states they were less than 5.0 percent of state esaurce general revenue¥he remaining
four stateg Louisiana, Nevada, Rhode Island, and Weginfat had much higher reliance on gambling revenue, and

revenues from casinos and racinos provided the largest share of total gambling revenusf thedk four states.

We analyzed two related measures of gambling tax and fee revenue in eacht@id, dzZRAy 3 (G KS adl §SQa
nationwide total and revenue per resident age 18 ander (Table7). States vary widely irheir shares of nationwide
gambling revenue. Gambling revenues in five stat€slifornia, Florida, lllinois, New York and Pennsylvaaia a
relatively large share of the national total, at 5.0 percent or above, but those figures are mostly driven by th@ states
comparatively high populations and level of economic activity. In fact, gambling revenue per résksotv the national
average in California and Florida. On the other hand, four smaller st®etaware, Rhode Island, South Dakota and West
Virginia constitute relatively small shares of the national total but rank well above national averages in gambling revenue

per resident.

Nationwide, gambling revenue amounted to $118 per adult resident (age 18ldrg in 201777 In five states
Delaware, Louisian Nevada, Rhode Island, and West Virgirgambling revenues amounted to over $250 per adult
resident. In 23 states, gambling revenue was $100 or less per adult resident, and in another 19 states it was less than $250.
Differences across states reflatifferent degrees of gambling tourism, different tax structures, and different preferences

for gambling options.
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TABLE?7
Gambling Revenue: Ranking the States

State share of gambling revenu€&\Y2017 \ Gambling revenue peresident age 18+

Percent Rank | Dollars Rank
United States 100.0% $117.8
Alabama 0.0 47 0.3 47
Alaska - -
Arizona 0.7 30 36.6 40
Arkansas 0.3 38 38.2 39
California 5.3 5 51.4 35
Colorado 0.9 28 57.8 34
Connecticut 1.1 25 118.6 20
Delaware 0.7 29 268.3 5
Florida 6.3 3 111.7 21
Georgia 3.7 12 139.3 19
Hawaii - -
Idaho 0.2 42 38.5 38
lllinois 5.3 4 159.8 15
Indiana 3.0 14 174.3 12
lowa 1.4 22 166.6 14
Kansas 0.6 32 79.8 27
Kentucky 0.9 26 74.2 30
Louisiana 35 13 286.9 4
Maine 0.4 36 105.1 23
Maryland 3.8 10 240.9 6
Massachusetts 3.8 11 203.7 10
Michigan 4.1 8 156.2 16
Minnesota 0.5 34 32.8 41
Mississippi 0.9 27 1111 22
Missouri 2.5 16 155.4 17
Montana 0.3 41 89.8 25
Nebraska 0.1 43 28.7 42
Nevada 3.0 15 381.8 2
New Hampshire 0.3 39 70.5 31
New Jersey 4.1 9 174.2 13
New Mexico 0.3 37 61.7 33
New York 11.1 1 211.3 8
North Carolina 2.1 18 78.1 28
North Dakota 0.0 45 15.0 45
Ohio 4.5 7 146.1 18
Oklahoma 0.3 40 25.4 44
Oregon 2.2 17 202.7 11
Pennsylvania 8.2 2 240.1 7
Rhode Island 1.2 24 428.2 1
South Carolina 1.4 21 104.8 24
South Dakota 0.5 35 204.3 9
Tennessee 1.3 23 74.3 29
Texas 4.5 6 64.0 32
Utah - -
Vermont 0.1 44 50.2 36
Virginia 1.9 19 84.7 26
Washington 0.6 33 28.4 43

SourcesState lottery and gaming regulatory agencies (gambling revenue data) and US Census Bureau
(population data). Analysis by the author.

Notes:Gambling revenue is based on the sum of tax anddgenues from lotteiles, casinos, racinos, video
gaming machines, and pariutuel betsfor fiscal yea2017. Alaska, Hawaii, and Utah are excludedause
gambling is not legal in these states. In Alaska, gambling is legal oNBtiee Americameservations.
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Table8 shows stateby-state inflationadjuged total and per adult (age 18 amdder) gambling tax and fee revenues

for fiscal years 2008 and 2017 and the growth rate for that period as well as the compound annual growth rate.

TABLES
Gambling Revensper AdultResident Declined Despite Overall Growth

Gambling real revenues ($ millions) Gambling real revenue peadult age 18+
Percent Percent
FY 2008 FY 2017 change, ZgOASCEE FY 2008 FY 2017 change, ZE):OAS???
2008-17 2008-17

United States $27,899  $29,567 6.0% 121.6 117.8 -3.1%

Alabama 31 12 (59.8) (9.6) 0.9 0.3 (61.9) (10.2)
Arizona 165.7 198.2 19.6 2.0 35.6 36.6 2.8 0.3
Arkansas 6.0 87.7 NM NM 2.8 38.2 NM NM
California 1,2921  1,560.3 20.8 21 47.4 51.4 8.5 0.9
Colorado 266.7 2515 (5.7) (0.6) 72.3 57.8 (20.1) (2.5)
Connecticut 333.1 335.8 0.8 0.1 1225 118.6 (3.2) (0.4)
Delaware 288.9 202.2 (30.0) (3.9 426.3 268.3 (37.1) (5.0)
Florida 1,644.2 1,874.7 14.0 15 113.3 111.7 (1.4) (0.2)
Georgia 9922 1,1011 11.0 12 141.2 139.3 (1.3) 0.2)
Idaho 41.6 49.1 18.0 1.9 374 38.5 2.9 0.3
lllinois 15645 1,580.2 1.0 0.1 163.1 159.8 (2.0) (0.2)
Indiana 1,189.6 886.8 (25.5) 3.2) 247.1 174.3 (29.5) (3.8)
lowa 426.3 401.8 (5.7) 0.7) 186.1 166.6 (10.4) (1.2)
Kansas 82.3 1755 1131 8.8 39.3 79.8 102.9 8.2
Kentucky 225.7 255.4 13.1 14 69.1 74.2 7.4 0.8
Louisiana 1,114.0 1,022.5 (8.2) (0.9 334.9 286.9 (14.3) (1.7)
Maine 83.4 113.7 36.4 3.5 79.5 105.1 32.1 3.1
Maryland 607.5 1,127.6 85.6 7.1 140.4 240.9 715 6.2
Massachusetts 1,048.1 1,118.2 6.7 0.7 208.0 203.7 (2.1) (0.2)
Michigan 1,2101 1,217.8 0.6 0.1 160.7 156.2 (2.8) (0.3)
Minnesota 134.1 140.0 4.4 0.5 33.8 32.8 (3.1) 0.3)
Mississippi 394.1 252.9 (35.8) (4.8) 180.2 1111 (38.3) (5.2)
Missouri 795.1 734.4 (7.6) (0.9) 176.9 155.4 (12.2) (1.4)
Montana 94.6 74.0 (21.8) 2.7) 125.7 89.8 (28.5) (3.7)
Nebraska 35.7 41.4 16.0 1.7 26.6 28.7 8.0 0.9
Nevada 1,120.7 874.8 (21.9) 2.7) 562.9 381.8 (32.2) (4.2)
New Hampshire 89.8 76.8 (14.5) 2.7) 88.1 70.5 (20.0) (2.4)
New Jersey 1,450.5 1,206.5 (16.8) (2.0) 218.6 174.2 (20.3) (2.5)
New Mexico 1241 99.0 (20.3) (2.5) 82.8 61.7 (25.5) (3.2)
New York 2,947.7 3,271.4 11.0 1.2 198.6 211.3 6.4 0.7
North Carolina 398.3 622.5 56.3 51 56.4 78.1 38.4 3.7
North Dakota 7.4 8.7 17.2 18 145 15.0 33 0.4
Ohio 780.9 1,3231 69.4 6.0 89.3 146.1 63.6 5.6
Oklahoma 96.8 75.6 (21.9) 2.7 35.1 25.4 (27.6) (3.5)
Oregon 795.4 663.4 (16.6) (2.0) 274.0 202.7 (26.0) (3.3)
Pennsylvania 1,971.3 2,4313 233 2.4 201.3 240.1 19.2 2.0
Rhode Island 409.8 363.8 (11.2) (1.3) 496.6 428.2 (13.8) (1.6)
South Carolina 303.4 410.5 35.3 3.4 87.8 104.8 19.3 2.0
South Dakota 159.6 134.3 (15.9) (1.9) 266.3 204.3 (23.3) (2.9)
Tennessee 327.2 386.7 18.2 19 68.8 74.3 8.0 0.9
Texas 1,197.0 1,340.3 12.0 13 67.9 64.0 (5.8) (0.7)
Vermont 25.8 25.5 1.2) (0.1) 52.5 50.2 (4.3) (0.5)
Virginia 520.6 558.3 7.2 0.8 86.8 84.7 (2.5) 0.3)
Washington 152.7 163.7 7.2 0.8 30.5 28.4 (7.1) (0.8)
West Virginia 811.4 536.3 (33.9) (4.5) 559.5 370.4 (33.8) (4.5)
Wisconsin 169.5 184.6 8.9 1.0 39.5 40.9 3.7 0.4
Wyoming 0.2 5.8 NM NM 0.5 13.2 NM NM

SourcesState lottery and gaming regulatory agencies (lottegsino, racino, and video gaming revenues) aS8ddénsus
Bureau (parmutuel gamblingand population data). Analysis by the author.

Notes:CAGR = compound annual growth rat®4 = not meaningful.

Total gambling revenues include tax and fee revenues fteries, commercial casinos, racinos, video gaming mashiand
parimutuel bets Revenues from Native American casinos are excluded.
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Inflation-adjusted gambling revenues greda0 percent between fiscal years 2008 and 2017, which translates into a
compound annual growth rate of 0.6 percent. However, despite overall growth, gambling revenues dedlipect8nt per

adult between fiscal years 2008 and 2017, while the compound amgraalth rate declined @ percent.

Gambling revenuesary widelyamong the states. Inflaticadjusted gambling revenues declined in 19 states between
fiscal years 2008 and 2017, while per adult revenues declined in 29 states. Indiana had the largest oheteirms of dollar
value, with revenues falling $2BY A f f A2y X 2NJ Hp ®p LISNOSyYyd Ay iipaithytheJSNR 2 RO
expansion of gambling in neighboring Ohio. In 2009, officials in Ohio legalized operations of both casiacsasdnd
opened the first facilities in 2012. In fact, Ohio had the largest growth in gambling revenues in terms of dollar value, with

growth of $54£.2 million or 694 percent between fiscal years 2008 and 2017.

States derive the bulk of gamblimglated revenues from three major sourcdstteries, casinos, and racinos. Casinos
experienced dramatic growth during the 1990s. In recent years, much of the growth has shifted to racinos as more states
have approved such faciliti@Parimutuel betting, onca major source of gambling revenue for states, now represents

less thanl percent of overall gambling revenue for the nation.

To get a clearer picture of the underlying trends in gambling tax and fee revenues collections, we provide more

detailed analysisf government tax and fee revenues from lottery and commercial casino/racino operations.

LOTTERIES

Lottery Operations Across the States

Lotteries arecurrentlythe primary source of gambling revenues for states, representing nearhtttinas of gambling
revenuesnationallyand over 95 percent of gambling revenues in 18 states. Lotteries are regulated or operated by state
governments. The gross revenue from lotteries is usually allocated among lottery administration, lottery prizes, and state
funds. Moststates transfer between 20 to 30 percent of the gross lottery revenues to the state f8tates normally put
revenues generated from the lottery in the general fund or in a dedicated fund for specific program areas, such as
SRdzOF G A2y I @S éngGindmgrialproteltidh IaNd nitdral resourcdsable9 shows how states allocate lottery

contributions to various government funds and programs.
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TABLE9

Lottery Contributions to State and Local Governments: Where BDaeSloney Go?

State ‘ s:_;r?zra);e Where does the money go?
General Fund; Healthy Arizona; Mass Transit; University Bond Rerithge Fund; Commerce Authorit

Arizona 1982 Arizona Competes Fund; Comppointed Special Advocate Fund; Economic Security Homeless Sen
Department of Gaming

Arkansas 2010 Education Trust Account

California 1986 Education Fund
GreatOutdoors Colorado; Conservation Trust Fund; Colorado Parks and Wildlife; Public School Ce

Colorado 1983 - o
Construction- Building Excellent Schools Today program

Connecticut 1972 General Fund (public health, libraries, public safety, education)

Delaware 1976 Gengral Fund (Edygation; Health a_nd Socia_l Servic_es; Natural Resources_ and Env_iron_mental Con
Public Safety, Judicial and Corrections; Various Children, Youth and Family Organizations)

Florida 1988 Educational Enhancement Trust Fund

Georgia 1994 Edwcation Account

Idaho 1990 State Permanent Building Fund; Public School Building Fund; Bond Equalization Fund

lllinois 1975 Common School Fund; Capital Projects Fund; Other State Funds

Indiana 1990 !3ui|d Indiana Fun_d (for reducing motor veh_iek_z:ise tax and funding parks, road_s and local
infrastructure projects); Local Police and Firefighters' Pensions; Teachers' Retirement Fund

lowa 1986 General Fund (education, natural resources, health and family services, .pu.blic safety); lovGLEJaN,
Fund; Veterans Trust Fund; Gambling Treatment Fund; Special Appropriations

Kansas 1988 Economic Dev_gl_opment Initiatives Fund; Qeneral Fund; Correctional Institutions Building Fund; Ju
Detention Facilities Fund; Problem Gambling Grant Fund

Kertucky 1989 General Fund (college scholarship and grant programs)

- Minimum Foundation Program ¢K2 public education); Department of Health and Hospitals, Office c

Louisiana 1992 - .
Behavioral Health (problem gambling)

Maine 1974 General Fund (locathools, higher education, health services, other programs)

Maryland 1974 Gengral Fund (pr&;lz and higher education, public health, public safety, environment); Maryland
Stadium Authority; Veterans Trust Fund

Massachusetts 1972 Lottery funds are not @anarked for specific programs. Lottery revenues are distributed to cities and
towns, allowing them to choose how they would like to spend the funds

Michigan 1973 School Aid Fund; General Fund; Community Health (gambling addiction programs)

Minnesota 1990 General Fund (education, local gov. _assistance, public safety, environmental protection); Game an
Fund; Natural Resources Fund; Environment and Natural Resources Trust Fund

Missouri 1986 Education

Montana 1987 General Fund

Nebraska 1994 Education Innc_)vation Fund; Environmental Trust Fund; Opportunity Grant Fund; State Fair; Compt
Gamblers Assistance Fund

New Hampshire 1964 Education Trust Fund

New Jersey 1971 Education; Higher Education; Human Servibéitary and Veterans Affairs; Agriculture

New Mexico 1996 Lottery Tuition Fund

New York 1968 Education

North Carolina 2006 Education

North Dakota 2004 General Fund, MuHiurisdictional Drug Task Force Fund, Compulsive Gambling Fund

Ohio 1975 Education

Oklahoma 2006 Education

Oregon 1986 Economic Development Fund (educatiqn; jpb creation and economic development; state parks;
watershed enhancement); General Obligation Bond Fund

Pennsylvania 1973 Local Servi(_:es, Senior Centers bfehls; LowCost Prescriptior_l Assistance; Free and Red#eed
Transportation; Property Tax and Rent Rebates; Care Services

Rhode Island 1974 General Fund (for human services, education, public safety, general government, debt services, ni
resources)

South Carolina 2002 Education

South Dakota 1988 GeneraI_Fund (cKL.Z education, .state un_iversities, technical institutes); Capital Construction Fund (w
and environment; ethanol fuel; state highway)

Tennessee 2004 Education

Texas 1992 Foundation School Fund; Fund for Veterans' Assistance and Other State Programs

Vermont 1978 Education

Virginia 1989 Education
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. Washington Opportunities Pathways Account; Education Legacy Trust Fund; Stadium and Exhibiti
Washington 1983 . . .
Center AccountEconomic Development; Problem Gambling
West Virginia 1986 Education; Senior Citizens; Tourism and State Parks
Wisconsin 1989 Funding for Property Tax Credits
Wyoming 2015 Lottery funds are distributed to counties and towns.

Sources{ G GS t20GSNE I 3SyOASaQ sSo0arisSa IyR NBLRNIAO®

Lottery State Revenue Trends

In the aggregate, statesaveraised $57% billion in revenues in real terms in the §&ar history of lottery operations.

Figure 10shows inflatioradjusted state lottery revieues for fiscal year 1970 through 20I&e figureshowsthe
number of states with lottery operations for each fiscal year. Growth in lottery revenues has often been drivew by
states beginning lottery operationsteep growth in 1980wasmostly drivenby new states creating lotteriefn total 15
states started lottery operations between fiscal year838nd 2018. However, lottery revenue growth wgsnerally

stagnantoverthe past decade.

FIGURE10

Not Much Growth irLottery Revenues Despite Expansion
Real lottery revenued$;Ysl970;2018 (billions of dollars)
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Source Statelottery agencies. Analysis by the author.
Notes:Labels indicate theumber of states with lottery operations for each fiscal year.

There is wide variation in lottery revenues across regions and among the $tgjese 11shows compound annual
growth rates in inflatioradjusted state lottery revenues by region between fiscal years 2008 and 2017. The Far West and
Southeast regions hathe strongest lottery revenue growth at 2.0 and 1.9 percent, respectively. Meanwhile, lottery

revenues declined in the Mideast and New England regions.
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FIGURE11

Regional Disparity in Lottery Revenue Growth Rates
Compoundannual growth rates in inflaticadjusted lottery revenues, FYs 200817
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Source Sate lottery agenciesAnalysishy the author.

Table10shows stateby-state inflationadjusted total and per adult (age 18 anltler) state lottery revenues for fiscal
years 2008 and 2017 and the real growth rate for that period as well as thpaaomd annual growth rate. State lottery
revenue collections exceeded $18.9 billion in fiscal year 2017, representing roughly 1.5 percent of total state government
general revenues from own sources. Inflatiadjusted state lottery revenues grewsercentbetween fiscal years 2008
and 2017, which translates into a compound annual growth rate of 0.7 percent. Despite overall growth, lottery state
revenues decline@.6 percent per adult between fiscal years 2008 and 2017, with the corresponding compound annua

growth rate declining by 0.3 percent.

Total inflatioradjusted state lottery revenues declined in 19 states between fiscal years 2008 and 2017, while per
adult revenues declined B9 states. Recent declines in state lottery revenues is partially attatile to increased
interstate lottery competition as well as the expansion of other gambling activities, whittay havdedto a shift in

spending from one type of gambling activity to another type.
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TABLE10

State Lottery Revenugeer Adult Resident Declined Despite Overall Growth
Inflation-adjusted state lottery revenues and growth rat€%,2008versusFY2017

Lottery real revenues ($ millions) Lottery real revenue perdult age 18+
Percent Percent
FY 2008 FY2017 change, 28(?8(?;{7 FY 2008 FY 2017 change, ZSOAB?E
2008-17 2008-17
United States $17,778  $18,929 6.5% 0.7% 77.5 75.4 -2.6% -0.3%
Arizona 165.2 198.1 19.9 2.0 35.5 36.6 31 0.3
Arkansas 0.0 85.2 NM NM 0.0 37.1 NM NM
California 1,252.1  1,545.5 234 2.4 45.9 50.9 10.9 1.2
Colorado 139.9 1335 (4.6) (0.5) 37.9 30.7 (19.2) (2.3)
Connecticut 323.6 330.0 2.0 0.2 119.0 116.6 (2.1) (0.2)
Delaware 45.1 50.3 11.4 1.2 66.6 66.7 0.2 0.0
Florida 1,467.6  1,656.3 12.9 14 101.2 98.7 (2.4) (0.3)
Georgia 9922 1,1011 11.0 12 141.2 139.3 (1.3) 0.2)
Idaho 39.7 48.5 22.0 2.2 35.7 38.0 6.4 0.7
lllinois 756.6 738.2 (2.4) (0.3) 78.9 74.6 (5.4) (0.6)
Indiana 248.2 288.0 16.0 1.7 51.6 56.6 9.8 1.0
lowa 64.7 80.8 24.9 25 28.2 335 18.7 1.9
Kansas 80.1 75.3 (6.0) (0.7) 38.3 34.2 (10.5) (1.2)
Kentucky 219.7 248.6 13.2 14 67.2 72.2 7.4 0.8
Louisiana 150.8 159.2 5.6 0.6 45.3 447 (1.5) (0.2)
Maine 56.6 58.2 2.9 0.3 54.0 53.8 (0.4) (0.0
Maryland 605.4 524.9 (13.3) (1.6) 140.0 1121 (19.9) (2.4)
Massachusetts 1,0441  1,039.7 (0.4) (0.0) 207.2 189.4 (8.6) (1.0)
Michigan 847.0 924.1 9.1 1.0 112.5 118.5 5.4 0.6
Minnesota 133.0 139.2 4.7 0.5 33.6 32.6 (2.8) (0.3)
Missouri 304.9 291.6 (4.4) (0.5) 67.8 61.7 (9.1) (1.0)
Montana 12.6 9.2 (26.9) (3.4) 16.8 11.2 (33.2) (4.4)
Nebraska 355 41.3 16.4 1.7 26.4 28.6 8.4 0.9
New Hampshire 86.5 76.1 (12.0) (1.4) 84.8 69.9 (17.6) (2.1)
New Jersey 1,008.7 994.0 1.5) (0.2) 152.0 143.5 (5.6) (0.6)
New Mexico 46.7 37.8 (18.9) (2.3) 311 23.6 (24.3) (3.0
New York 2,420.8 2,322.0 (4.1) (0.5) 163.1 150.0 (8.1) (0.9)
North Carolina 398.3 622.5 56.3 5.1 56.4 78.1 38.4 3.7
North Dakota 6.8 6.9 25 0.3 13.3 12.0 9.7) (1.1)
Ohio 768.7 739.4 (3.8) (0.4) 87.9 81.6 (7.1) (0.8)
Oklahoma 82.5 53.8 (34.7) (4.6) 29.9 18.1 (39.5) (5.4)
Oregon 78.9 68.7 (13.0) (1.5) 27.2 21.0 (22.9) (2.8)
Pennsylvania 1,061.3  1,045.7 (1.5) (0.2) 108.4 103.3 4.7) (0.5)
Rhode Island 68.1 55.9 (17.8) (2.2) 82.5 65.8 (20.2) (2.5)
South Carolina 303.4 410.5 35.3 3.4 87.8 104.8 19.3 2.0
South Dakota 13.0 12.3 (5.3) (0.6) 21.6 18.7 (13.6) (1.6)
Tennessee 327.2 386.7 18.2 1.9 68.8 74.3 8.0 0.9
Texas 1,183.4  1,334.0 12.7 13 67.1 63.7 (5.2) (0.6)
Vermont 25.8 255 1.2) (0.1) 52.5 50.2 (4.3) (0.5)
Virginia 520.6 558.3 7.2 0.8 86.8 84.7 (2.5) (0.3)
Washington 149.0 161.9 8.7 0.9 29.8 28.0 (5.9) (0.7)
West Virginia 75.0 62.8 (16.3) (2.0) 51.7 43.4 (16.2) (1.9)
Wisconsin 168.5 184.4 9.5 1.0 39.2 40.9 4.3 0.5
Wyoming N/A 2.6 NM NM N/A 6.0 NM NM

SourcesState lottery agencies and US Census Bureau (population data). Analysis by the author.
Notes: CAGR = compound annual growth rd®1 = not meaningful. N/A = not applicable.
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CASINOS ANDARINOS

Casincand Racino Operationscross the States

Commercial casinos/racinos are operated by businesses and taxed by the states. Before 1991, there were very few
commercial casinos across the country outside of Nevada and Atlantic City, New Jersey. About 5®palicent
casinos/racinos outside of Nevada have opened since 2001. In most states, casino/racino facilities are located near border

lines with other states to take advantage of crdmader consumers.

At the end of fiscal year 2018, commercial casino/raciperations were legal in 25 states and operational in 24 states.
Eight states legalized casino operations amet¢ states legalized racino operations during or after the Great Recession
(Tablel1l). In addition, some states introduced table games at their existing casiraino facilities in hopgof raising
more revenues. Finally, seven states had legalized sports betting at their casinos. At tifdiscal year 2018, there were

about 540 casinos/racinos operating in 24 states. Despite the recent expansion, Nevada is still home to more than 50

percent of all US casirandracino facilities.

TABLE11l
State Lottery Revenugeer Adult Resident Declined Despite Overall Growth
.Cas.mo Raqmo .Number. O QRN Casino/racino format as of July 1, 2018
legalization year legalization year casinos/racinos as of FY 201

Arkansas 2018 N/A not operational yet
Colorado 1990 33 Landbased
Delaware 1994 3 VLTor table games
Florida 2006 8 Landbased (3)racino (5)
lllinois 1990 10 Riverboat
Indiana 1993 2007 13 Riverboat 9), landbased (2), racio (2)
lowa 1989 1994 19 Riverboat (1)land-based (16), rano (2)
Kansas 2007 3 Landbased
Louisiana 1991 1997 20 Riverboat (15)land-based (1), racio (4)
Maine* 2010 2004 2 Landbased (2)
Maryland 2008 2008 6 Landbased (5)radno (1)
Massachusetts 2011 2011 1 Landbased (1)
Michigan 1996 3 Landbased
Mississippi 1990 28 Dockside (8), landbased (13)
Missouri 1993 13 Riverboat
Nevada 1931 289 Landbased
New Jersey 1976 11 Landbased 9), internet (2)
New Mexico 1997 5 Slot machines
New York 2014 2001 14 Landbased (4), VLTs (10)
Ohio 2009 2009 11 Landbasel (4), ramo (7)
Oklahoma 2004 2 Slot machines
Pennsylvania 2004 2004 12 Landbasel (6), raano (6)
Rhode Island* 2016 1992 2 VLTs otable games
South Dakota 1989 26 Landbased
WestVirginia 2009 1994 5 Landbasel (1), raino (4)

Source:State gaming regulatory agency information. Analysis by the author.
Notes:*Maine and Rhode Island converted existing racinos into casinos.
Shaded rows indicate casino legalization dates during or after the Great Recession. N/A = not applicable.
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Casino and Racino Tax Rates

All states tax casino/racino gaming revenuat is, wagers collectedfter payouts to winners. However, tax rates vary

widely across states. Some states have graduated tax structures depending on the casino or racinothefigsates levy

a flat taxrate on gross gaming revenues. In addition to tax rates charged on gross gaming revenues, some states also charge

admission fees, license fees, gaming device fees, or some other local &=1Q). Moreover, most states have adopted

different tax rates for table games, and those are usually at a lower rate.

TABLE12
Commercial Casino and Racino Current Tax Rates
State Leg:gtz:tlon Tax type ‘ Tax rates Tax rate details
Casino states
0.25% tax on $0$2 million
2.0% tax on $2$5 million
Graduated tax between 9.0% tax on $5%$8 million
Colorado 1990 | Graduated | 550 14 2006 11.0% tax on $8$10 million
16.0% tax on $10$13 million
20.0% tax on over $13 million
15.0% tax on $0 to $25 million
22.5% tax on $25 to $50 million
27.5% tax on $50 to $75 million
lllinois 1990 Graduated | Graduated tax between 15% to 50% 32.5% tax on $75 to $100 million
37.5% tax on $100 to $150 million
45.0% tax on $150 to $200 million
50.0% tax on over $200 million
15.0% tax on $0 to $25 million
20.0% tax on $25 to $50 million
Indiana 1993 Graduated | Graduated tax between 15% to 35% 25.0% tax on $50 to $7illion
30.0% tax on $75 to $150 million
35.0% tax on over $150 million
5.0% tax on $0 to $1 million
lowa 1989 Graduated | Graduated tax between 5% to 22% 10.0% tax on $1 to $3 million
22.0% tax on over $3 million
22% state tax
Kansas 2007 Flat Flat tax rate at 27% 3% local government tax
2% tax to fund problem gambling treatment
Flat tax rate at 21.5%
Louisiana 1991 Flat
Additional local government taxes
. Flat tax rate of 39% or 46% depending | 39% forHollywood casino
Maine 2010 Flat the casino facility 46% for Oxford casino
Maryland 2008 Flat Flat tax'rate between _40.75%_ 10 62.5%
depending on the casino facility
Massachusetts 2011 Flat tax rate of 25%
. 8.1% state share
Michigan 1996 Flat Flat tax rate of 19% 10.9% locashare
. 4.0% tax on $50,000/per month
Mississippi 1990 | Graduated f&iﬂf’fﬁifjﬁﬁﬂ?ﬁﬁ?};f 08%; | 6.09% tax on $50,000 to $134,000/per month
8.0% tax on revenue over $134,000/per mont
Missouri 1993 Flat Flat tax rate of 21%
3.5% tax on $50,000
Nevada 1931 Graduated | Graduated tax between 3.5% to 6.75%)| 4.5% tax on $50,0006134,000
6.75% tax on over $134,000
New Jersey 1976 Flat Flat tax rate of 9.25% 8% gross revenue tax

1.25% investment alternative tax
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37% for Tioga Downs casino

New York 2014 Graduated Flat tax_rate between _37% tq _45% 37% for del Lago resort and c_asino _
depending on the casino facility 39% for Resorts World Catskills casino
45% for Rivers casino and resort
Ohio 2009 Flat Flat tax rate of 33%
34% state tax
. 2% local share assessment
Pennsylvania 2004 Flat Flat tax rate of 54% 6% Economic Delopment& Tourism Fund
12% Race Horse Development Fund
Flat tax rate of 60.89% or 61.07% 60.89% at Twin River
Rhode Island 2016 Flat depending on the casino facility 61.07% at Tiverton
South Dakota 1989 Flat Flat tax rate of 9%
West Virginia 2009 Flat Flat tax rate of 53.5%
Racino states
Delaware 1995 Flat Flat tax rate of 39%
Florida 2006 Flat Flat tax rate of 35%
| Séoa/ft‘:;egyjtate tax between 25.0% tax on $0 to $100 million
Indiana 2008 Graduated - ) 30.0% tax on $100 to $200 million
Cou_n_ty wagering tax at 3%; 35.0% tax on over $200 million
Addition wagering tax at 1% )
Graduated state taketween 22.0% tax on $0 to $100 million
lowa 1995 Graduated | 22% to 24%, depending on various 24.0% tax on over $100 million
conditions also subject to other conditions
Louisiana 2002 Flat Flat tax rate of 18.5%
Maryland 2011 Flat Flat tax rate of 48.5%
Massachusetts 2011 Flat Flat tax rate of 49%

26% gaming tax
New Mexico 1999 Flat Flat tax rate of 46.25% 20% tax for racing purses
0.25% tax for problem gambling

Flat tax rate between 34% to 52.5%

New York 2004 Flat depending on the racintacility
Ohio 2012 Flat Flat tax rate of 33.5%
Graduated tax between 10% to 30%; 10.0% tax on $0 to $30 "."."'0”
9% to state racing commission; 15.0% tax on $30 to $4ﬁ|l||9q
Oklahoma 2005 Graduated Varying payments to horsemer; 20.0% tax on $40 to $50 m!ll!on
breeders and purses ’ 25.0% tax on $50 to $70 _m_llllon
30.0% tax on over $70 million
34% state tax
. 2% local sharessessment
Pennsylvania 2006 Flat Flat tax rate of 54% 6% Economic Delopment& Tourism Fund
12% Race Hordeevelopment Fund
West Virginia 1994 Flat Flat tax rate of 53.5%

SourcesState gaming regulatory agency information akmerican Gaming Associatiddtate of the States 2019, The AGA Survélyeof
Commercial Casino Indus(/ashington, DC: American Gaming Association, 2019
State casino tax rates range from as low as 0.25 percent in Colorado to as high as 62.5 percent in Maryland. The early

adopter states of commercial casinsgch adNevada and New Jersey have much lower tax rates than late adopter states
such afPennsylvard and Maryland. In fact, all states that legalized commercial casites2000 have tax rates at or
above 25 percentwhile earlier adopter states have lower tax rates. lllinois and Indiana are the only two early adopter
states with higher commercial das tax rates. In lllinois, the top tax rate is 50 percent for casinos with over $200 million
gross gaming revenues, while in Indiana the top tax rate is 35 percent for casinos with over $600 million gross gaming

revenues, but casinos with less than $2%liomi gross gaming revenues pay tax rates of 15 percent in both states.

The format of racinos evolved over time. Like casinos, many racinos now offer table dgéonesver, some racinos

are scaling back thelive racing eventghe two racinos in Rhode Island wete firstracinos, but they no longer offer any
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live racing events and have been converted to casinos. Racino tax rates, just like casino tax rates, vary widely across the

states.

The tax revenues collected from casiand racino operations are usually earmarked for various purposes including

education, infrastructure, property tax relief, tourism, and other state and local government services.

Casino and Racino Tax and Fee Revenue Trends

For this report, we obtainedetailed state data for casino and racino tax and fee revenues transferred to state and local
governments since the inception of casino and racino operations in each respectivéestzeptNevada for which

historical datavere not available.?® States irthe aggregate raised over $183 billion in revenues in real terms ipake40

years.

The overall growth in casino/racino tax and fee revenues has been relatively stagnanpasttiecade despite
widespread expansion of casinos and racinos across the n&iigure 12shows inflatioradjusted casino and racino tax
and fee revenues betweefiscal years 1978 and 2018.Higure 12we show the number of states with casinoracino
operations for each fiscal year. Before 1990, casinos and racinos were legal and operational in only two states: Nevada and

New Jersey. Since then, casino olimamperations spread in another 22 states between fiscal years 1990 and 2018.

FIGURE12

Not Much Recent Growth in Casino and Racino Revenues Despite Expansion
Real casino and racino revenu€¥,s1978&;2018 (billions otlollars)
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Figure 13showsthe cumulative percent change in inflatieadjusted casino and racino tax and fee revenues for all
states versus late adopter states. The blue line excludes casino/racino tax and fee revenues for Kansas, Maryland,

Massachusettsand Ohig becauseall four states started operation of casinos and racinos after fiscal year 2008. After
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excluding tax and fee revenues for these four states, revenues for the rest of the nation declined steeply, partictiarly in t
past five years. At thend of fiscal year 2018, inflatieedjusted casino and racino tax and fee revenues were 11 percent

below the prerecession levels in the early adopter states, and 6.1 percent above the prerecession level for the nation.

FIGURE13

Steep Declines in Casino and Racino Revenues in Early Adopter States
Cumulative percent change in inflati@djusted casino/racino taandfee revenues
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Source State gaming regulatoggencies. Analysis by the author.
Notes:Kansas, Maryland, Massachusetts, and Ohio are identified as late adopter states because they all started
casino/racino operations after fiscal year 2008.

Despite geographic expansion of casino and racino operations and despite efforts to make casirainasdmore
attractive, tax revenues from casino and racino operations did not pick up the growth that many state officials were hoping
for. Some states, including Colorado, Mississippi, and New Jersey, have seen some casinos close in recent years, mostly
because ofieclining revenues and competition from neighboring stafiesble 13 shows stateby-state inflationadjusted
total and per adult (age 18 aralder) casino and racino tax and fee revenues for fiscal years 2008 and 2017 and the overall
growth rate for that period, as well as the compound annual growth rate. The states are divided into two groups: those
that had casino or racino operations in péabefore fiscal year 2008lder) andthose that opened casino or racino facilities

in 2008 or latel(newer)

In fiscal year 2017, states took in about $9 billion from commercial casinos and racinos, representing roughly 0.7
percent of total state government general revenues from own sources. For the nation, the compound annual growth rate
was 0.7 percent betweefiscal years 2008 and 201Butthe compound annual growth rate was negative 1.1 in the older

casino/racino states.

Between fiscal years 2008 and 2017, inflataafjusted tax and fee revenues from casino/racino operations gréw 6.

percent or $53 million nationally, with growth of more than $3 billion in newer casino/racino states offsetting a decline
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of $0.8 billion in older casino/racino states. Declines were reported in 15 of 20 older casino/racino states, indicating that
casino operations in older smo/racino states have either reached saturation or been cannibalized by newer casino/racino

states.

TABLE13

Casino and Racino Revenyes Adult Resident Declined Despite Overall Growth

Inflation-adjusted casin@andracino tax and fee revenues and growth rate¥2008versusFY2017
Gambling real revenues ($ millions) Gambling real revenue per resident age 18+

Percent Percent
FY 2008 FY 2017 change, SACh FY 2008 FY2017 change, ZE):OAS?E

2008-17 200817 2008-17

United States $8,453 $9,026 36.0
"Older" casino/
racino states $8,453 $7,669 (9.3) (1.1) 89.4 75.9 (15.1) (1.8)
Colorado 123.7 117.4 (5.1) (0.6) 33.6 27.0 (19.6) (2.4)
Delaware 243.6 150.8 (38.1) (5.2) 359.5 200.1 (44.3) (6.3)
Florida 137.9 192.2 39.4 3.8 9.5 115 20.6 2.1
lllinois 798.4 475.3 (40.5) (5.6) 83.2 48.1 (42.3) (5.9)
Indiana 936.5 596.9 (36.3) (4.9) 194.6 117.3 (39.7) (5.5)
lowa 356.9 317.6 (11.0) (1.3) 155.8 131.7 (15.5) (1.9)
Louisiana 728.0 685.7 (5.8) (0.7) 218.8 192.4 (12.1) (1.4)
Maine 23.3 54.0 131.4 9.8 22.3 49.9 124.1 9.4
Michigan 353.7 290.2 (17.9) (2.2) 47.0 37.2 (20.8) (2.6)
Mississippi 394.1 252.9 (35.8) (4.8) 180.2 1111 (38.3) (5.2)
Missouri 490.2 442.8 (9.7) (1.1) 109.0 93.7 (14.1) 1.7)
Nevada 1,120.7 874.8 (21.9) 2.7) 562.9 381.8 (32.2) (4.2)
New Jersey 441.8 212.5 (51.9) (7.8) 66.6 30.7 (53.9) (8.2)
New Mexico 76.7 60.3 (21.4) (2.6) 51.2 37.6 (26.5) (3.4)
New York 491.6 933.0 89.8 7.4 33.1 60.3 81.9 6.9
Oklahoma 12.3 20.7 68.4 6.0 45 7.0 56.2 51
Pennsylvania 883.5 1,375.2 55.7 5.0 90.2 135.8 50.5 4.6
Rhodelsland 338.5 306.8 (9.4) (1.1) 410.3 361.1 (12.0) (1.4)
South Dakota 18.2 15.8 (13.1) (1.5) 30.4 24.1 (20.8) (2.6)
West Virginia 483.6 293.6 (39.3) (5.4) 3335 202.8 (39.2) (5.4)
N ey $1,358 63.4
racino states
Kansas 100.2 45.6
Maryland 601.6 128.5
Massachusetts 77.6 14.1
Ohio 578.2 63.8

SourcesState gaming regulatory agencies and US Census Bureau (population data). Analysis by the author.
Notes: CAGR = compound annual growth re&8éates that opened the first casino/racino facilities afiscal year 2008 are classified as
& y Sdagino/racino states.

The regional competition for casino tax dollars is at its height for the states iNdhtbeast. For example, when
Pennsylvania legalized operations in the 8Q@D0s, casino revenues in New Jersey saw dechmesofficials in New Jersey
blamed the new competition in its neighboring state. Pennsylvania enja/edom of tax revenue growth from
casinos/racinoshe next few years, untits neighboring statesOhio and Marylandegalized and opened their owgasinos
and racinosMoreover, the opaing of a new racino in New York City had a negative impact on revenbethifew Jersey

andPennsylvania.

Althoughthe expansion of casinos and racinos leads to some growth in total tax revenues, much of the growth appears

to come at the expense of edibished operations.
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SPORTSHTING

Sports betting refers to the activity of predicting results for spgdsesand placing a wager on the outcome. Sports
betting is the newest form of gambling activity spreading across the states following the SuprdeIC® & RS OA aA 2y

overturn the federal restriction on state authorization of legal sports betting on May 14, 2018.

However, sports bettingas beerpart of American culture for many decaddésough it has beemostly illegal except
in Nevada. In 194%Nevada was the first state to legalize and regulate sports betting. Rbrge years later, in 1992,
Congrespassed theProfessional and Amateur Sports Protection @&SPRA whichoutlawed sports ktting nationwide
and prohibited future state expansiasf sports betting, excluding Nevada, Delaware, Montana, and Oregon. Nevada was
ograndfathered i8 and wasessentiallythe only state where sports wagering was le@alaware, Montana, and Oregon

retained the right to operate sports lotteries.

PASPA was legally challenged in 2009 by officials in New Jersey who claintiked Enatvas unconstitutionally
discriminating among the states by allowing only four statesfter sports betting. Nearly a decade later, in May 2018, the
Supreme Court determined that PASPA was unconstitutiandbpened the doors for states to legalize sports betting

within their borders.

{K2NIfe FAEGSN G§KS { dzLINBrvoSed to Rgalzh Ppdrts bétizig AnyJEnE 2048Sebwaret & G I G
became the first state to legalize and offer sports betting outside of Nevada. In addition to Delawatber states
(Arkansas, lllinois, Indiana, lowa, Mississippi, Montana, New Hampshire]eé¥esy, New York, North Carolina,
Pennsylvania, Rhode Island, Tennessee, and West Virginia) as well as the District of Columbia have also legalized sports
0SGUAY 3T AAYOS (K SPAs oz AINEN2G1 hovnviasix Sates (ikidisAlytArdontana, New

Hampshire, North Carolina, and Tennessee)thedistrict of Columbia have not started to offer sports betting.

The rest of the states, except for Alaska, Florida, Idaho, Nebraska, Utah, Wisconsin, and Wyoming, have introduced but
not yet enacted laws for legalization of sports betting. It is only a matter of time until sports betting becomes legal and

operational in most states.

Despite states moving fast toward sports betting legalization, sports betting will not be a budgetisavé& & (| E
revenue [from sports betting]wf f | f 61 @& 0SS NB{ (Alxern2G10)B wilkcataibly genergtdsorge2 £ | G A f S
revenues for the early adopter states, which will likely deteriorate as legal sports betting spreads across the nation.

Moreover, revenus from sports betting coulflist siphon revenue frorother forms of gambling.
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STATE RELIANCERBVENUES FROM ALCOHOL, TOBACCO, AND GAMBLING

States vary significantly in their reliance on state revenues from alcohol, tobacco, and gaitddtiled.4 shows state

revenues from alcohol, tobacco, and gambling as a share of statesounce general revenues for fiscal year 2017.

Overall revenues from tobacco, alcohol, and gambling combined as a share of stasewra general revenues
average about 4.8 percent. Not surprisingly, given the quantities of alcohol and tobacco purchased for potential
consumption elsewhere and the lkaof income and sales taxes, New Hampshire ranked the highest, raising almost a
quarter of state revenues (23.2 percent) from sin taxes. Revenues from sin taxes represented more than 10 percent of total
state ownsources general revenues in foather states: Pennsylvania, Nevada, Rhode Island, and West Virginia. Revenues
from tobacco, alcohol, and gambling combined represented less than 5 percent of statsoomae general revenues in 30

states. North Dakota and California were at the bottom in termshefrtreliance on sin tax revenues.

Most states that have a high reliance on overall sin tax revenues also tend to have high reliance on gambling revenues.
In 25 states, sin tax revenues as a share of state-gaurce general revenues were lower in fispahr 2017than infiscal
year 2007. States that had expanded various gambling activities, particularly casiwgsowth in overall sin tax revenue

dependence.
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TABLE 14
Sin Tax Revenues aShare of Stat®wnSource General Revenu€s(2017

Tobacco Rank Alcohol Gambling Total

United States 1.4 1.2 2.2 4.8

New Hampshire 4.7 1 16.7 1 1.8 26 23.2 1
Pennsylvania 2.5 4 4.4 2 4.4 6 11.4 2
Nevada 2.0 14 0.4 36 8.7 1 111 3
Rhode Island 2.8 2 0.4 38 7.3 2 10.6 4
West Virginia 2.4 7 14 17 6.6 4 10.4 5
Louisiana 2.1 13 0.5 30 6.7 3 9.3 6
Michigan 2.4 6 3.1 7 29 18 8.4 7
Montana 2.4 8 3.8 4 2.1 24 8.3 8
Ohio 2.2 11 2.9 9 2.9 16 7.9 9
South Dakota 2.2 10 0.7 26 4.7 5 7.6 10
Mississippi 1.3 30 3.6 5 2.3 21 7.3 11
Oregon 1.1 36 2.8 11 3.0 15 6.8 12
lowa 1.5 26 2.3 13 2.7 20 6.4 13
Florida 2.1 12 0.6 29 3.3 12 6.1 14
Indiana 1.8 18 0.3 44 3.7 10 5.8 15
Delaware 1.9 16 0.4 39 3.4 11 5.7 16
Maryland 1.4 29 0.1 50 4.1 7 5.6 17
lllinois 1.6 22 0.6 27 3.3 13 55 18
Georgia 0.8 44 0.7 25 3.8 9 5.3 19
Maine 2.6 3 0.5 32 2.0 25 5.1 20
Texas 1.8 19 15 16 1.6 29 49 21
Missouri 0.6 47 0.2 46 4.0 8 4.9 22
Wyoming 0.5 48 2.8 10 15 30 4.8 23
Virginia 1.9 15 2.2 14 0.6 40 4.8 24
Vermont 0.8 43 3.8 3 0.2 45 4.8 25
Massachusetts 1.6 23 0.2 47 2.9 17 4.7 26
New York 1.2 33 0.3 42 3.1 14 4.6 27
New Jersey 1.6 25 0.3 41 2.7 19 4.6 28
Tennessee 1.4 28 1.0 20 2.1 23 4.6 29
Alabama 1.1 35 3.3 6 0.0 47 4.4 30
Utah 0.8 40 3.1 8 0.0 48 3.9 31
Connecticut 1.9 17 0.4 40 1.7 28 3.9 32
Kentucky 1.4 27 0.9 22 1.5 31 3.9 33
Idaho 0.7 45 2.3 12 0.7 39 3.7 34
North Carolina 0.8 41 1.1 18 1.7 27 3.6 35
South Carolina 0.1 50 1.1 19 2.3 22 3.6 36
Wisconsin 25 5 0.2 45 0.7 37 3.4 37
Kansas 1.0 38 1.0 21 1.3 32 3.4 38
Washington 1.3 32 15 15 0.5 43 3.3 39
Minnesota 2.3 9 0.6 28 0.5 44 3.3 40
Oklahoma 1.7 21 0.9 23 0.5 42 3.1 41
Arizona 1.6 24 0.4 37 1.0 34 3.1 42
Arkansas 1.7 20 0.5 34 0.7 38 2.8 43
Colorado 1.0 37 0.3 43 1.3 33 2.6 44
New Mexico 0.8 42 0.5 35 1.0 35 2.2 45
Alaska 1.3 31 0.8 24 0.0 48 2.2 46
Nebraska 0.9 39 0.5 33 0.6 41 2.0 47
Hawaii 1.2 34 0.5 31 0.0 48 1.6 48
California 0.4 49 0.2 48 0.8 36 1.4 49
North Dakota 0.6 46 0.2 49 0.2 46 1.0 50

Sources:State gaming regulatory agencies and US Census Bureau (tobacco, alcohol, audimergeneral revenues).
Analysis by the author.
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In addition to the new options for gambling anetigarettes, many state or local governments are turning to excise taxation
on consumption of new productsuch as marijuana, sugsweetened beveragesndopioids.Althoughless is known
about taxing thes activities, below we outline the current status of marijuana legalization and revenues and likely future

activity. We also provide the current legal status regarding the taxation of swgeetened beverages and opioids.

MARIJUANA

Marijuana Availability across the States
Marijuana is classified as a cannabinoid drug. Whether use of marijuana is safe and whether it is a substitute for opioids is

an ongoing subject of study for physicians and other experts.

Althoughmarijuana taxes are a relatively new state tax, the legalization, regulation, and taxation of marijuana in the US
has a long history on par withat of alcohol and tobacco. In the early 1930s, the Federal Bureau of Narcotics asserted that
marijuana regultion should be vested in the state governments 1937 however,the Treasury Department testified in
front of the Congresi favor ofestablishing a marijuana transfer tax. In the same year, Congress passed the Marijuana Tax
Act. The Actremained ingleS dzy GAf GKS / 2YLINBKSyaA@S 5NHZA ! o6dzasS ! OG 27
gl a tS3arftfte O2yiNRffSR GKNRAAK | GNIFyaFSNI Gl E (MustdNd 6 KA OK
1991) The Comprednsive Drug Abuse Act of 1970 introduced strict requirements for certain types of drugs, including

YINA2dZd Y ® ¢KS O2yiNRBOSNEE F NRdzyR YINR2dZd yI O2yiAydsSR | ¥F
Commission on Marihuana and Drug Abus@racY SY RSR WRSONAYAY I E AT FGA2YyQ 2F YI NR2

small amount for personal use. In 1977 the Carter administration formally advocated legalizing marijuana in amounts up to
Iy 2 diyubt® ¥991) Howeverthe attitudes shifted again in the late 1980s and early 1990s, and in 1990 Alaska passed

a ballot measure for recriminalization of marijuana possession.

In recent years, several states have legalized both medical and recreational marijuana. Califothafisisstate to
legalize medical marijuana in 1996, and currently medical marijuana is legal in 33 states. Medical marijuana, in general, is
not covered by health insurand®causat is illegal under federal law. Many states tax medical marijuanay éveugh

prescription medication usually is not subject to state taxes.

Colorado and Washington were the first two states to legalize recreational marijuana in November 2012. Currently,
recreational marijuana is legal in the District of Columbia and afe@st Alaska, California, Colorado, Maine, Massachusetts,
Michigan, Nevada, Oregon, Vermont, and Washington. As of May 2019, recreational marijuana is taxed and sold in seven
states: Alaska, California, Colorado, Massachusetts, Nevada, Oregon, and Véashialgie 15 shows the legalization and

start dates for recreational marijuana sales.

TAX POLICY CENTERRBAN INSTITUTE & BROOKINGS INSTITUTION 44



TABLE15

Recreational Marijuand&imeline

Recreational marijuana legalization date and operation start date

State Legalization date| Start date
Colorado Now12 Janl4
Washington Now12 Jutl4
Oregon Now14 Oct15
Alaska Now14 Oct16
Nevada Now16 Jubl7
California Now16 Janrl8
Massachusetts Now16 Now18
Maine Now16 TBD
Vermont 2018 (state legislature] TBD
Michigan Now18 TBD
District of Columbia Now14 TBD

SourcesState government agencies.

Recreational Marijuana Tax Rates

Given the current momentum of legalization of marijuana and the boom in tax revenue experienced by Washington and
Colorado, it is likely that more states will continue to legalize medical and recreational use of marijuana in the corsing yea
Legalizatiorof marijuana, particularly for recreational use, requires states to design a tax structure that generates revenues
to at least cover any increased social coBigt states taxng recreational marijuana too heavigould lead taax evasion

and causeusersto retreat back into the blacknarket. Theseconcernamirror those aroundobacco.

Recreational marijuana taxation is rather complicated and evolxdngstates are gaining more experience and
experiencinga steep learning curvas theyimplement legalization. Some states have already revised their tax structure

after legalization.

Tablel6 shows marijuana tax structures and rates fach of the seven states, where recreational marijuana use is
legal and taxed as of May 2019. States vary in terms of their marijuana tax straciitax rates. Alaska and California tax
marijuana by weight, while sbther states use an ad valorem taxe(i based on the price of marijuana sales). States levy
these ad valorem taxes on both the wholesale transaction (similar to some state alcohoMtaicsare likely passed oto
the consumer) and on the consumer purchase (similar to a general saje€tdifornia is the only state that imposes both
ad valorem excise taxes on marijuana sales as well as a tax based on marijuana weight. States also impose marijuana

application and license fees.

California, Massachusetts, Nevada, and Washington alsosieggeneral sales tax on marijuana purchases in addition
to their special marijuana taxes. Colorado does not impose its general state sales tax on marijuana, while Alaska and
Oregon do not levy broatlased sales taxes on any produétarther, most statesharge application and registration fees

on marijuana businesses.

Some states also allow their local governments to levy taxes on marijuana. Local governments in Alaska, California,
Massachusetts, and Oregon levy special marijuana taxes, andymaaihments in Alaska, California, Colorado, Nevada,

and Washington have the authority to apply their local sales tax on marijuana sales.
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TABLE16

Recreational Marijuand@ax Structure and Rates

Recreational marijuana state and lotak rates
Wholesale/

Retail cultivation State sales Local Local sales
excise tax Weight based tax excise tax tax
Mature bud/flower: $50 per ounce
Immature bud/flower: $25 per ounce
Trim: $15 per ounce
Alaska Clones: $1 per clone N/ A 0%5% 0%7.5%

Flowers: $9.25 per dryeight ounce
Leaves: $2.75 per dwyeight ounce

California 15% Fresh cannabis plant: $1.29 perounq¢  7.25% 0% 20% 0%2.5%
Colorado 15% 15% no 0%6.5%
Massachusetts 10.75% 6.25% 0%3% N/A
Nevada 10% 15% 6.85% 0%c1.25%
Oregon 17% N/A 0%3% N/A
Washington 37% 6.50% 0.5%3.1%

SourcesState government agencies.
Notes:N/A = not applicable.

Next,we provide abrief history of marijuana taxation in the seven states that impose taxes on marijuana and the

current tax structure.

In Alaska the initial tax on recreational marijuana was $50 per ounce of marijuana. Effective January 2019, sales and
transfers of recreational marijuarere subject to new tax rates: marijuana flowers or mature buds are taxed at $50 per
ounce; immature or abnormauds are taxed at $25 per ounce; trims are taxed at $15 per ounce; and clones are taxed at a

flat rate of $1 per cloné!

Californialevies excise taxes both on the cultivation and retail sale of marijuana. The cultivation tax is $9.25 per ounce
of flower, $2.75 per ounce of leaves, and $1.29 per ounce of fresh cannabis plant. In addition, there is a 15 percent tax on
G§KS NBGIFAET LINAOS 2F YIFINR2dzEyl ® . SIAYYAYy3I WIydz NBE MI HAHA
adjust the cuiivation tax rates to account for inflatiofCalifornia Office of the Governor 201@alifornia also levies its

state general sales tax (7.25 percent) on the purchase price of marijuana.

In Coloradq recreational marijuana WO K 8S&8 ¢SNB 2NRAIAylLFffe adzeSOG G2 GKS
percent state retail marijuana sales tax, and a 15 percent state marijuana excise tax on cultivators. However, just a few
years later, the state revised its tax structuréeEtive July 1, 2017, the state exempted marijuana purchases from its
general sales tax and increased its marijuana retail sales tax rate to 15 percent. The states maintained its 15 percent state

marijuana excise tax on cultivatots.

In Massachusettsthe state excise sales tax on recreational marijuana is 10.75 percent. The state also levies its 6.25

percent general sales tax on marijuana purchaSes.

Nevadaimposes a 15 percent excise tax on the first wholesale sale of marijuana by a cultivator andreetd pxcise
tax on the retail sale of marijuana to a customer. Nevada also imposes its 6.85 percent state general sales tax on marijuana

sales®
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Lawmakers ifDregoninitially proposed, and voters approved, taxing marijuana based on the type of prodaasuve
91 specified a harvest tax imposed on growers with the following rates: $35 per ounce on all marijuana flowers, $10 per
ounce on all marijuana leaves, and $5 per immature ptahtowever, before legal sale began, legislators replaced the
harvest taxwith a 17 percent retail tax on marijuana purchadestther, as of January 201/unicipalities can enact an

additional marijuana tax of up to 3 percent on purcha¥es.

In Washington lawmakers initially introduced a complex marijuana taxation structa@s percent tax on producer
sales to processors, another 25 percent tax on processor sales to retailers, and a further 25 percent tax on retaiter sales t
customers. Effective July 2015, Washington replaced this complicated tax structure with a 37 pemogrdna excise tax.
In addition, Washington also levies its 0.48%centgross receipts tax (known in Washington as the business and

occupation tax on production) and its 6.5 percent general receipts tax on marijuanasales.

As discussed above, marijumis taxedhd valoremin all states but Alaska, and California has kantad valorem and
weighto &SR GFE &GNHZOGdzNBd® ' R GFf2NBY (I EI GA2Yy Fef@adjand, £ & KI &
however,revenue growth potential should be viewed with cautioacausethe legal market is still limited and immatyre

and prices of marijuana may not always rise.

States should forecast marijuana tax revenues with caution, particularly as more states are moving toward legalizing
marijuana. The spread of marijuana legalization means the tourism demand for manjaarhédecline while irstate
consumption would likely growMoreover, the spread of marijuana legalization would likely lead to a substantial drop in
wholesale prices, bt could also mean higher rates of tax evasion, particularly if states end up withdisggepancies in

marijuana tax rates justas we have seen with tobac¢bDavis, Hill and Phillips 2019)

Widespread marijuana legalization has the potential to decrease tax revenues raised by alcohol and tobacco excise

taxes,becausemarijuana consumption could partially function as a substitute for alcohol and tobacco consumption.

Recreational Marijuana State Tax Revenue Trends
For this report, we obtained detailed marijuana state tax revenue data in the states where retaiff satreational

marijuana is legal.

Figure 14shows state tax revenues from recreational marijuana by fiscal year. State tax revenues from recreational
marijuana grew substantially between fiscal years 2014 and 2018 as retail markets grew and asatasrallstved retail
sales of recreational marijuana. State tax revenues from recreational marijuana grew to nearly $1 billion in fiscal year 2018

in the six states where sale of recreational marijuana was legal at the end of fiscal year 2018.

In fiscal year 2014, Colorado was the only state with taxable recreational marijuana sales, collecting $24 million in tax
revenue. By fiscal year 201f8;e other states had joined Colorado and marijuana tax revenue had grown to nearly $1
billion. Washingbn started retail sales of recreational marijuana in fiscal year 2015, Oregon in fiscal year 2016, Alaska in
fiscal year 2017, and California and Nevada in fiscal year 2018. Finally, Massachusetts started the retail sales afalecreatio

marijuana in Noveiner 2018.
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FIGURE14

State Tax Revenues from Recreational Marijuana Reached $&a8ijlion inFY2018
Marijuana state tax revenues, inception througk2018
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Source State governmenagencies. Analysis by the author.
Notes:Local government tax revenues and license/application fees are excluded.

Figure 15shows state tax revenues from recreational marijuana from inception through the end of fiscal year 2018 by
state. AlthoughColorado was first, Washington has raised the most tax revenue from recreational marijuana, surpassing
$1.0 billion during the firstour years of legal sales of recreational marijuana, between fiscal years 2015 and 2018. Colorado
collected $770 million from fiscal year 2014 to fiscal year 2018. The other four states combined raised less than $400 millio

in state tax revenues from regational marijuana from inception through end of fiscal year 2018.

Table17 shows state tax revenues from recreational marijuana by state and by questeell as total tax revenues
from inception through end of calendar year 2018. This table includes two additional quarters of data covering the last half

of 2018. States collectively raised $2.9 billion in revenues from recreational marijuana sind@imcep

State tax revenues from recreational marijuana will continue to grow, particularly direetexpansion of legal
marijuana marketnto additional statesHowever, annual growth rates will likely weaken with tiraad state revenues

from marijuana wilcontinue playing only a small role in state budgets.
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FIGURE15

Tax Revenues from Recreational Marijuana from Inception thréif©018 by Sate

Marijuana state tax revenues, inception througk2018
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Source State governmenagencies. Analysis by the author.
Notes:Local government tax revenues and license/application fees are excluded. For Nevada, general sales tax
revenues are excluded. Tax revenues for Washington include medical marijuana.

TABLE17

OR

CcoO

Stateby-State Tax Revenues from Recreational Marijuana
Marijuana state tax revenues, inception through calendar year 2018 (thousands of dollars

WA

Year/Quarter AK CA Cco MA NV OR WA Total

2014 Q1 7,612 7,612
2014 Q2 15,970 15,970
2014 Q3 21,671 4,979 26,650
2014 Q4 22,341 12,928 35,269
2015 Q1 26,460 19,650 46,109
2015 Q2 31,923 35,115 67,038
2015 Q3 36,850 44,259 81,109
2015 Q4 35,178 50,358 85,536
2016 Q1 39,910 6,843 54,524 101,277
2016 Q2 44,763 13,810 66,050 124,623
2016 Q3 53,544 19,559 81,874 154,977
2016 Q4 87 55,388 19,943 90,009 165,427
2017 Q1 342 53,439 14,246 90,904 158,931
2017 Q2 744 61,094 16,516 97,977 176,332
2017 Q3 1,669 67,448 13,265 18,380 105,328 206,091
2017 Q4 2,266 65,387 17,112 19,504 103,313 207,581
2018 Q1 2,569 60,900 63,688 18,596 21,471 103,716 270,941
2018 Q2 2,981 80,200 67,244 20,787 22,849 108,158 302,219
2018 Q3 3,999 100,800 69,779 23,476 24,512 115,237 337,804
2018 Q4 5,009 111,900 65,819 678 24,042 25,395 112,300 345,142
Total sinceinception 19,667 353,800 905,508 678 117,278 223,028 | 1,296,680 2,916,639

Source:State government agencies.

Notes:Local government tax revenues and license/application fees are excluded. For Nevada, general sales tax revenues aréax(
revenues for Washingtom¢lude medical marijuana
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NEW AND EMERGINNS

Officials in state and local governments amnstantlylooking for options to raise revenues without increasing tax rates on

sales or income. Sometimes, they turn into taxing new products or activities titerght to be immoral

Some governments recegtturned to imposing a tax on sugsweetened beverages, most commonly knowraas
6soda taxx diming toreduce consumption of drinks with added sugar. Proponenta ebda tax argue that the primary goal
is to offset the growing economic costs of obesity while discouraging unhealthy diets. Some economists argue that soda
taxes are regressivzecausehese drinks are more likely to be consumed by low@ome householdgHill and Davis
2016) Moreover, sugasweetened beverages are often taxed based on drink volume rather than sugar content, which
means consumers will pay an equally high tax price for both-sigiar and lowsugar drinks. Sevak economists
recommend thatsugaéd 6 SSG Sy SR 06S@OSNI 3Sa aK2dAZ R 0SS GFESR o6laSR 2y
0SGUSNI g @& (2 RAAO2dzNI 3S &dz3I NJ O2y adzYLIiA 2y (Br&hds; Masrdh G KS
and Rueben 2016)

Denmark was the first country to impose taxes on stgyaeetened beverages the 1930s, but they repealed the tax
in 2014. Currently 39 countries around the world impose taxes on swgeetened beverages, 22 of igh enacted such
taxes in the past five yeafdllcott, Lockwood and Taubinsky 2018here is a global as well as state and local movement

toward taxing sugasweetened beverages with the hopes of fighting obesity and achidéatihier populations.

In the United States, sugaweetened beverages are ntatxedat the federalor statelevel.But seven cities in four
states levy a special tax dimem (Table18). Officials in Cook County, lllingigassed a 1 cent per ounce soda tax in
November 2016 but repealed it in October 2017.

In addition totaxes on sugasweetened beverages, 23 states and fistrict of Columbia either fully or partially

exempt groceries from sales taxes but do not classify ssyyaetened beverages as grocerisgsales tarsapplyto them.

TABLE18
SugarSweetened BevageTax Effective Dates and Tax Rates &eptember2019

Localities Legalization date Effective dat Tax rate

Albany, CA November 2016 April 2016 1 cent ($0.01) per ounce
Berkeley, CA November 2014 January 2015 1 cent ($0.01) per ounce
Oakland, CA November 2016 July 2017 1 cent ($0.01) per ounce

San Francisco, CA November 2016 January 2018 1 cent ($0.01) per ounce
Boulder, CO November 2016 July 2017 2 cents ($0.02) per ounce
Philadelphia, PA June 2016 January 2017 1.5 cents ($0.015) per ounce
Seattle, WA June 2017 January 2018 1.75 cents ($0.0175) per ounce

SourceLocal government agencidsote: Cities ardhyperlinked to respective sugaweetened beverage tax guidelines

Finally, some states are alsonsideringhe possibility of taxingpioids In recent months, 14 states taintroduced
legislation for taxing prescription opioids. However, New York is the only state to enact a measure to tax prescription
opioids, effective July 1, 20£80fficials in favor of taxing prescription opioids argue that it will help address thédopio
crisis.Butcritics argue that the opioid overdose epidemic is largalysed byonsumption of illegal opioids and only
marginallycaused byprescription opioidsAt present, there is no consensasundthe desirability of taxing prescription

opioid sales.
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https://www.albanyca.org/departments/finance/sugar-sweetened-beverage-tax
https://www.cityofberkeley.info/uploadedFiles/Finance/Level_3_-_General/Frequently%20Asked%20Questions%20Edited%20Version%20111015.2.pdf
https://www.oaklandsodataxnews.org/sodataxbasics/
https://sftreasurer.org/sugary-drinks-tax
https://bouldercolorado.gov/tax-license/finance-sugar-sweetened-beverage-tax
https://www.phila.gov/services/payments-assistance-taxes/business-taxes/philadelphia-beverage-tax/
https://www.seattle.gov/business-licensing-and-taxes/business-license-tax/other-seattle-taxes/sweetened-beverage-tax

CONCLUSION

Althoughstates can and do raise revenue from sin taxes, they should be mindful about the limitations of these taxes. The
longerterm growth patterns for sin tax revenue have often been weak and liméad,they will likely stay that wagbsent
policy change¢sud as increased tax ratgsEven in states where sin tax reventese grown they often make up only a

small part of state budgets. Taxes on sin goods and services are often just-testmosblution to state budget gaps.

Revenue gains from sin taxes aisually shodived andcancreate longetterm fiscal challenges for statégevenue

growth from sin taxes deteriorates over time or requitggher tax rates to maintaia certain levelAnd higher tax rates

can decrease consumption, which lowers taxeeue.

One lesson from the implementation of sin taxes is that when the tax is based on the quantity of goods sold, rather
than on their value, tax revenue is driven by consumption until states change tax Sates opingto increase tax rates
on singoods, such as tobacco or alcohol, often leadetiucedconsumption as some consumers either quit or reduce
their intake of tobacco and alcohdoreover, tax rate increases on these products may also lead to shifts in consumer

behavior, consumption ofleernative products, and tax evasion through smuggling from nearby jurisdictions.

Revenues from sin taxes showed mixed growth in the past decade. The growth in alcohol revenues is largely
attributable to growth in alcohol consumption, particularly wine apdrits. On the other hand, the weakness in tobacco
tax revenues over the past decade is largely attributable to the overall decline in tobacco consumption. Falling cigarette

consumption might also reflect a shift in usage afigarettes or other tobaccproducts.

The growth in gambling revenues is attributablete expansion of gambling activities, particulatte legalization of
casinos and racinos in some states as well as the introduction of new gambling activities, such as tablesdgmes
games and sports betting. However, states considering further expansions of gambling stomgidiermarket competition
within the state and among neighboring states. The revenue trend analysis shows that in the lpthg mrowth in state
revenues from gabling activities tends to slow or even reverse and decline. The gambling revenue deterioration is partially
caused byompetition with other states for a limited market (saturation) and competition between different forms of

gambling (substitution).

Finaly, the growth in aggregate recreational marijuana revenues is attributable to the growth of legalization across
states, but the current states taxing marijuana sales will likely face falling revenues as more states legalize recreational

marijuana usage.

In sum, sin taxes offer only limited revenue potential to governmdbixpandinghe consumption of sin goods and
services has social and economic costs and benefits that often are hard to quantify and measure. Taxing sins is
understandably appealing to fadials wishing to raise revenue without raising taxes on income or sales, but the{@nger
revenue picture is uncertajmnd potential economic and social costs and benefits associated with these revenue sources
require careful consideratiorGreater gependence on these revenues can also set up odd incentizesusepart of the

reason for taxing some of these activities is to discourage consumption and use, not to maximize revenue.
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NOTES

11n this report, tax revenues for alcohol, tobacco, and gambling exclude District of Columbia.

2 A proof gallon refers to a liquid gallon that is 50 percent alcohol by volume.

N
>

3C2NJ Y2NB AYTF2NNIGA2yS 4SS al A&aG2NAOFE ¢+ E wlhidiSazé 1f02Kz2f | yR
https://www.tth.gov/tobacco/94a01_4.shtml

ot

41n this report, for alcohol state revenues the author repoaggregated revenue data for alcohol taxes, license fees, and liquor store
revenues. Alcohol taxes are applicable to both license and control states. License fees are applicable to license steltds tqlyor
store revenues are applicable to contsthtes only.

5For more detailed information on the history of excise tax rates on alcoholic beveragdgsegdeohol Policy Information Systes
https://alcoholpolicy.niaaa.nih.gav

6 Note that theauthors used population age 14 and above to calculatecapita consumption rateBecausemost selfreported surveys
indicate that many people below the legal drinking age and alaged 4 have been consuming alcohol.

7”The compound annual growth ratettee average annual growth rate over a specified period of time.

8 Alcohol revenuewumbers in this report may differ from the numbers reported by the Census Blrezausethe author made several
adjustments based on data directlytrieved from individuaktates.

9C2NJ Y2NB AYF2NNIGA2YyS &S8S G[Ald2N) ¢ E whtiGS / KEy3aSazé LEftAYy2AA
http://www.revenue.state.il.us/Publications/Bulletins/2010¥2010-04.pdf

0{ 8§85 G9EOAEAS ¢MBIWBEIES 2N ODE t NP RddKidaEcessdd ISepleinber2q, 20E% NJ ¢ 206+ 002
https://www.tobaccofreekids.org/assets/fasheets/0169.pdf
1Seeh NI SOK 2 6 & 1 A The Yaik Buddentof TobkECo: ddistorical Compilation,-k970m €entérs for Disease Control and

Prevention, National Center for Chronic Disease Prevention and Health Promotion, accessed September 20, 2019,
https://chronicdata.cdc.gov/Policy/ThéaxBurdenon-Tobaccel970-2018/7nwe3aj9/data

121n early 1990s, several states sued the major cigarette manufacturers to recover Medicaid and other costs that statesfamcurre
treating smokers. On November 23, 1998, the majgarette manufacturers, along with 46 states entered into the Tobacco Master
Settlement Agreement, which is the largest civil litigation settlement in US history and requireb#eesd industry to pay the settling
states billions of dollars annually.

13SeeOrzechowskiand Walker ¢ ¢ KS ¢ E . &NRSY 2y ¢2o0l 002

14 Tobacco tax revenue numbers in this report may differ from the numbers reported by the Census IBeceasehe author made
several adjustments based on data directly retrieved from individtzées.

15These states might have increased the rates on other tobacco products, which we did not track.

688 q2KIFIG FINB 9t SOUGNRYAO / A3l MBieusBdIEne 2008, G A2yt LyadAaddziS 2y 5|
https://www.drugabuse.gov/publications/drugfacts/electronigarettese-cigarettes

7C2NJ Y2 NB RSGigatettefTaxZStateSvéith Llaws TaxidgEI | NBi iSax 9yl OGSR | a LawfCenddaf S wmp X
Mitchell Hamline School of Laagcessed September 20, 20b&ps://www.publichealthlawcenter.org/sites/default/fés/Stateswith-
LawsTaxingECigaretteslune152019.pdf

1B{8§S G{GFGS /AILNBGGS 9EOAAS ¢ | EFreelkisSciessed/Septembey20,R919,4>¢ / | YLI A3y
https://www.tobaccofreekids.org/research/factsheets/pdf/0097.pdf

Intable 3, all measures pertain to cigarettes only, with the exception of tobacco tax revenuggttah to all tobacco products (both
cigarettes and other tobacco products).

20The Mackinac Center for Public Policy has been providing estimates for state cigarette smuggling since 2008. For thtienatedt e
cigarette smuggling rates, sééps://www.mackinac.org/smokes#map
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https://www.ttb.gov/tobacco/94a01_4.shtml
https://alcoholpolicy.niaaa.nih.gov/
http://www.revenue.state.il.us/Publications/Bulletins/2010/FY-2010-04.pdf
https://www.tobaccofreekids.org/assets/factsheets/0169.pdf
https://chronicdata.cdc.gov/Policy/The-Tax-Burden-on-Tobacco-1970-2018/7nwe-3aj9/data
https://www.drugabuse.gov/publications/drugfacts/electronic-cigarettes-e-cigarettes
https://www.publichealthlawcenter.org/sites/default/files/States-with-Laws-Taxing-ECigarettes-June152019.pdf
https://www.publichealthlawcenter.org/sites/default/files/States-with-Laws-Taxing-ECigarettes-June152019.pdf
https://www.tobaccofreekids.org/research/factsheets/pdf/0097.pdf
https://www.mackinac.org/smokes#map

NOTES

21 The author did not revieiwhe model independently but believes the results generally are consistent with academic research on this
topic.

22 See State of Tennessee, Pulilitpter No 74, Senate Bill No 638&tps://publications.tnsosfiles.com/acts/109/pub/pc0074.pdf
23 For summary of bills, sebe Hawaii Coalition against Legalized Gamblitig://hcalg.org/legislature.

24SeeH.B.1107,30th Leg., Reg. Sess. (HI 20b&ps://www.capitol.hawaii.gov/session2019/bills/HB110pdf.

25|n this report gambling revenues refer to revenues from various taxes and fees transferred to state and local governments.

26\We obtained lottery revenue data since inception from individual state lottery agencies, except for New York whisinig daita for
fiscal years 196&0. We also obtained casino and racino revenue data since inception from individual state gaming regulatory
agencies or other state agencies, except for Nevada which is missing casino reverhefalahtscal year 1982/ideo gaming
revenue data were obtained from individual state gaming regulatory agencies, while parimutuel wagering data were obtairtbd fro
US Census Bureau.

27In most states the legal gambling age is either 18 or 21 ysavge adjust the gambling r&nue to state populatiosage 18 owolder.

28 Several states with racino operations host VLTs. In this report, revenues from VLTs are included in casino/racino rezzliaesfe,
Maryland, New York, Ohio, Rhode Island, and West Virginia. In addition, lottery revenues for Oregon exclude n@remidsd gaming
machines, which are reported separately, under video gaming machines.

29The author was unable to obtain data for Nevada for fiscal years¢B233

30 In New Mexicosports betting is legal only &tative Americarcasinos.

3{ 88 dal NE2dzZ Yyt &1 5 S LMAcoEhs¥dS¢plemi2ef20,0@H Sy dzS =
http://tax.alaska.gov/programs/programs/index.aspx?60000

2{8§8 gal Nh2dzZ yI ¢+ E 51 (} Zé adceade@IeptatnBer HRDWONIL YSYy i 2F wS@SydsSs
https://www.colorado.gov/pacific/revenue/coloradonarijuanatax-data.

B SS q[SAdely al 44l OKdzaSGdGa ¢ E wl (5353 accessed Septédnbez20520103 5 S LI NI Y Sy i
https://www.mass.gov/servicaletails/learnaboutmassachusetttax-rates

¥ 88 acClva T2Nl alNR2dzZryl 9&ail of A&KY Sofabsed Septdmber 2020BF b SSF R 5 S LI
https://tax.nv.gov/FAQs/Retail_Marijuana.

B 8§88 @alSlt &adz2NB h@antéol CorlBsSi@agcedsed IBafz@mider 20,
2019, http://www.oregon.gov/olcc/marijuana/Documents/Measure91.pdf

6{ S§S dGal NhA2dz Yy ¢+ EZé h NeStafiafed M&NE, 2008y Sy (i 2F wSOSydzsSs
http://www.oregon.gov/DOR/press/Documents/marijuana_fact_sheet.pdf

{SS acCl!va 2y al Nkh2dz yl ¢ 2| &KAafcadser Bepteriber®® 2009 Ij dz2NJ I YR /I yyl 60Aa
https://lch.wa.gov/mj2015/faqs_-b02#Financial

BC2NI Y2ZNB AYTF2NNI BAZBYESESH S@Hh LIRNL R { BE OBE 5 SactedsBd\SEpyeinbe22®, 2009, E G A 2 Y
https://www.tax.ny.gov/bus/oet/oetidx.htm
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http://tax.alaska.gov/programs/programs/index.aspx?60000
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