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SUMMARY:

House Bill 4485 would amend the Tobacco Products Tax Act to remove the sunset (expiration
date) on the current 50-cent per-cigar tax cap, thereby making the cap permanent.

The act levies a 32% tax on the wholesale price of cigars, non-cigarette smoking tobacco, and
smokeless tobacco, but limits the per-cigar tax to 50 cents until October 1, 2021. The existing
50-cent cap means that the amount of tax imposed on any cigar with a wholesale price of
$1.5625 or more is the same (because the cap has been reached), which means that the tax rate
declines as the wholesale price of a cigar increases. Eliminating the sunset date would allow
the cap to remain in law indefinitely.

MCL 205.427
BACKGROUND:

The bill is a reintroduction of Senate Bill 304 of the 2017-18 legislative session.* That bill was
passed by the House and Senate but was vetoed by Governor Snyder. In his veto message, the
governor stated that he believed it was appropriate to allow the cap to expire in 2021, thereby
returning the tax to 32% of the wholesale price.?

FISCAL IMPACT:

As written, the bill would have no immediate impact on tobacco tax revenue, since the cap is
slated to remain in place through FY 2020-21.

In both 2018 and 2019, approximately 4.9 million “capped” cigars were sold, with total
wholesale prices of about $21 million per year. Assuming these trends continue, beginning in
FY 2021-22, when the cap is scheduled to sunset, tobacco tax revenue would be about $4.3
million less per year if the cap remains in place and becomes permanent.

Revenue from the 32% wholesale tax on other tobacco products is distributed such that 25%
accrues to the general fund, while the remainder is earmarked to the Medicaid Trust Fund.

Legislative Analyst: Jenny Mclnerney
Fiscal Analyst: Jim Stansell

m This analysis was prepared by nonpartisan House Fiscal Agency staff for use by House members in their
deliberations, and does not constitute an official statement of legislative intent.
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