Straus
Tobacconist

To: Members of the Senate Finance Committee

From: Jim Clark — President of Straus Tobacconist

Date: June 1, 2017

Re: Tax-Cap for Cigars & Increased Revenue for the State of Ohio

Straus Tobacconist Background Information:

My name is Jim Clark, and | am the president of Straus Tobacconist located in downtown Cincinnati. My
shop dates back to 1880, and is the third oldest tobacco shop in the country. | am currently celebrating my
39" year with Straus having started as a staff accountant and working my way up to own the business. As
the owner of a small business, I've faced many challenges to my store’s 137 year history and continued
success, but not as great as the possibility as being put out of business by out-of-state, non-tax paying
competitors.

OTP Tax View:
Cigar store owners across the state, including myself, are against any increase to OTP tax. We all
appreciate the legislature removing the proposed OTP tax increase language from the budget.

In addition to removing the OTP tax increase language, | would like to ask the members of the Senate to
look at the current business environment | face as a small business owner here in the state of Ohio.

There is a giant lack of competition with cigar sales between Ohio’s small businesses and online stores
that face no sales tax and no OTP tax. My small businesses can’t survive if we stay on this route. We will
be forced to close due to a lack of competition.

Also, the state of Ohio is going to see less and less OTP revenue.

The OTP rate for cigars is currently at 17%, and while | appreciate the legislature not raising it, | am asking
for your help with making our small businesses more competitive because the current 17% is big cost
disadvantage.

Real Life Example:
Below please see a table of the cost of cigars from my Ohio store compared to an online store.
ROMEO Y JULIETA 1875 CHURCHILL - Manufacturer’s list price for a box of 25 cigars is $105.49.

_ My Store Online

Purchase Comparisons (Attachment 1) (Attachment 2)
Add Ohio OTP Tax $17.93 $0.00
Freight / Shipping Charged $2.10 $6.99
Total Cost for Ohio Retailer $125.52 n/a
Store’s Sale Price $200.25 $109.99
Add Sales Tax $14.02 $0.00
Total Price Paid by Consumer $214.27 $116.98




As you can see, | sell the same product but have to charge almost double.

The current OTP tax rate on cigars drives almost ALL large purchases of cigars out of Ohio, out of my
shop, and to the online stores, that pay no tax.

If you Senators were buying any product that you wanted, why would you ever go someplace that charges
you almost double for the exact same product? I'm guessing you probably wouldn't.

Solution and Request:
| am asking you to consider creating a $0.40-$0.50 OTP tax cap per cigar. (See attachment 3 for
language)

o Eight other states have passed a cigar OTP tax cap (See attachment 4)

o Cigar tax-caps have led to increased sales for small business owners

e NOTE: Consequently, cigar tax-caps have led to increased revenue for the state via increased
sales in state

e After implementing a tax-cap on cigars, in Wisconsin, cigar tax revenues to the state nearly doubled
in just two years! (See attachment 5 for Wisconsin OTP revenue — pre and post cigar tax)

Why Cigars Should be Taxed Differently:

The reason for having a different tax (or tax cap) applied to cigars is simply because the sales dynamics
around cigars and the products themselves are different from the other products lumped into the OTP
category.

Premium cigars are found mostly in premium cigar shops and are kept in climate-controlled humidors. All
the other items in the OTP category (smokeless, dip, etc.) can be found in several types of stores — ranging
from convenience stores to gas stations where profits can be made up on other items.

Also, cigars are allowed to be shipped across state lines from online shops based in states where there are
no OTP taxes.

When competing with online stores in other states, small businesses like mine cannot compete with online
retailers that ship from areas with no excise taxes (no sales or OTP) on cigars.

Currently, over 60% of cigars purchased by Ohioans are purchased out-of-state stores.

e The State of Ohio is missing out on all of that tax revenue to other states.
e Shops like mine are losing all of those sales to online stores and are suffering

Conclusion:
By instituting a $0.40-$0.50 per-cigar tax cap on cigars, the state will accomplish 3 goals:
1. Increased revenue to the State of Ohio
2. Increased sales in Ohio small businesses
3. A more competitive environment for small business cigar stores in Ohio vs. online stores.

Thank you for your consideration. Please do not hesitate to contact me if you have any questions.

Jim Clark
straustobacconist@fuse.net



mailto:straustobacconist@fuse.net

ATTACHMENT 1

traus
Tobacconi

Fine Tobacconists since | 880

Straus Tobacconist - Cincinnati
410 Walnut St.
Cincinnati OH 45202

Wwww.e-straus.com
(513) 621-3388

Ticket # 10028507 User: JCLARK
2/1/2017 5:22:43 PM

Name: Jim Clark
Item Qty Price Total
Description
RyJ Churchill 25 8.90 222.50
Romeo y Julieta Churchill
Discount (10% Box Discount) -22.25
Subtotal 200.25
Tax 14.02
Total 214.27
Tender:
CASH 214.27

Number of line items purchased: 1

Thank you!

Total discount -
Remember to LIKE us on Facebook to You saved 22.25
keep

up-to-date on what's happening!


http://www.e-straus.com/

ATTACHMENT 2

o
T ORDER CONFIRMATION
i | 1911 Spillman Dr. : 2
lg;%giéRS | Dere #26 Order Confirmation # CI009468854

TIONAL
=~ === Bethlehem, PA 18015 February 1st, 2017
1-888-244-2790

Bill To Ship To Shipping Preference Payment Type
JIM CLARK JIM CLARK CI Saver Shipping $6.99 Credit Card: ...3387
410 Walnut St 410 Walnut St Estimated delivery date for Expires: 07/2020
CINCINNATI, OH 45202 CINCINNATI, OH 45202 in-stock items is 2-6 Business Amount: $116.98
(513) 702-1947 (513) 702-1947 Days.
Cart Items Item # In Stock Price Qty Total
Romeo y Julieta 1875 Churchill _ 5
BOX OF 25 W6-170127-32 In Stock $109.99 1 $109.99
Notes: Sub-Total  $109.99
= Contact us via the Customer Service Request Form or call us toll-free at 1-888-244-2790. g
= Customner Service Hours: CI Saver Shipping $6.99

- Monday through Friday, 7:00am to 11:00pm ET Sales Tax $0.00

- Saturday, 9:00am to 7:00pm ET

- Sunday, 9:00am to 5:00pm ET Order Total $116.98

= All orders may be subject to authorization.
= Remittance of any taxes on orders shipped outside of Pennsylvania is the responsibility of the purchaser.

= Any order changes/additions/cancellations can only be requested through telephone contact with our Customer Service Department

no later than 11:00pm ET. Customer Service can be reached at 1-888-244-2790.



ATTACHMENT 3
SC4977X2

the tax has not or will not be paid by another distributor,
including a retail dealer that has filed a signed statement with a
manufacturer in which the retail dealer agrees to pay and be
liable for the tax that would otherwise be imposed on the

manufacturer by section 5743.51 of the Revised Code.

(L) "Taxpayer" means any person liable for the tax imposed by

section 5743.51, 5743.62, or 5743.63 of the Revised Code.

(M) "Seller" means any person located outside this state
engaged in the business of selling tobacco products to consumers

for storage, use, or other consumption in this state.

(N) "Manufacturer" means any person who manufactures and

sells cigarettes or tobacco products.

(O) "Importer" means any person that is authorized, under a
valid permit issued under Section 5713 of the Internal Revenue
Code, to import finished cigarettes into the United States, either

directly or indirectly.

(P) "Little cigar" means any roll for smoking, other than
cigarettes, made wholly or in part of tobacco that uses an
integrated cellulose acetate filter or other filter and is wrapped
in any substance containing tobacco, other than natural leaf

tobacco.

(Q) "Premium cigar" means any roll for smoking, other than

cigarettes and little cigars, that is made wholly or in part of

tobacco and that has all of the following characteristics:

(1) The binder and wrapper of the roll consist entirely of

leaf tobacco.

(2) The roll contains no filter or tip, nor any mouthpiece

consisting of a material other than tobacco.
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ATTACHEMENT 3 continued

SC4977X2

(3) The weight of one thousand such rolls is at least six

pounds.

(R) "Maximum tax amount" means fifty cents plus the tax

adjustment factor computed under this division.

In April of each year beginning in 2016, the tax commissioner
shall compute a tax adjustment factor by multiplying fifty cents
by the cumulative percentage increase in the consumer price index
(all items, all urban consumers) prepared by the bureau of labor
statistics of the United States department of labor from January

1, 2015, to the last day of December of the preceding year and

rounding the resulting product to the nearest one cent; provided,

that the tax adjustment factor for any year shall not be less than

that for the immediately preceding year. The maximum tax amount

resulting from the computation of the tax adjustment factor

applies on and after the ensuing first day of July through the

thirtieth day of June thereafter."

In line 102424, after "cigars" insert "or premium cigars"

Between lines 102431 and 102432, insert:

"(3) For premium cigars received by a distributor or sold by

a manufacturer to a retail dealer located in this state, the

lesser of twenty-two and one-half per cent of the wholesale price

of such premium cigars or the maximum tax amount per each such

premium cigar."

In line 102459, after "cigars" insert "or premium cigars"

Between lines 102467 and 102468, insert:

"(3) For premium cigars, whenever the premium cigars are

delivered to a consumer in this state for the storage, use, or

other consumption of the premium cigars, the lesser of twenty-two

and one-half per cent of the wholesale price of such premium
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ATTACHEMENT 3 continued
SC4977X2

cigars or the maximum tax amount per each such premium cigar."
In line 102508, after "cigars" insert "or premium cigars"
In line 102511, reinsert "thirty-seven"; delete "forty-nine"
Between lines 102512 and 102513, insert:

"(3) For premium cigars, the lesser of twenty-two and
one-half per cent of the wholesale price of the premium cigars or

the maximum tax amount per each premium cigar."
In line 110686, after "5741.23," insert "5743.01,"

In line 126842, after "sections" insert "5743.01,"

The motion was agreed to.

SYNOPSIS
Tax on premium cigars
R.C. 5743.01, 5743.51, 5743.62, and 5743.63; Section 803.280

Places a ceiling on the amount of excise tax on "premium
cigars" of 50¢ per cigar, effective July 1, 2015. Under the
pending bill, the rate of tax on other tobacco products is
increased from 17% to 22.5% of the wholesale price of the product.
The same rate would apply to premium cigars, but the maximum tax

would be 50¢ per cigar.

Requires the Tax Commissioner to annually increase the 50¢

rate at the same rate as an increase in the Consumer Price Index.

Defines a premium cigar as a roll of tobacco with (1) a
binder and wrapper consisting entirely of leaf tobacco, (2) no tip
or filter or mouthpiece that is not made of tobacco, and (3) a

weight of at least six pounds per 1,000 rolls.
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ATTACHMENT 4

STATES WITH A PER CIGAR TAX:

1. Michigan
http://www.leqgislature.mi.gov/(S(014da445znyjul55vuiasu3dj))/mileg.aspx?page=getObject&objectName=mcl-205-
427
(9) Beginning July 1, 2004, for cigars, non-cigarette smoking tobacco, and smokeless tobacco, 32% of the
wholesale price. However, beginning November 1, 2012 and through October 31, 2016, the amount of tax levied
under this subdivision on cigars shall not exceed 50 cents per individual cigar.

2. Connecticut
http://www.cga.ct.gov/current/pub/chap 214a.htm#sec 12-330a
(2) Notwithstanding the provisions of subdivision (1) of this subsection, in the case of cigars the tax shall not exceed
fifty cents per cigar.

3. Washington
http://app.leq.wa.gov/RCW/default.aspx?cite=82.26.020
(1) There is levied and collected a tax upon the sale, handling, or distribution of all tobacco products in this state at
the following rate:
(a) For cigars except little cigars, ninety-five percent of the taxable sales price of cigars, not to exceed sixty-five
cents per cigar;

4. Oregon
https://www.oregonlegislature.gov/bills laws/lawsstatutes/20130rs323.html
(1) A tax is hereby imposed upon the distribution of all tobacco products in this state. The tax imposed by this
section is intended to be a direct tax on the consumer, for which payment upon distribution is required to achieve
convenience and facility in the collection and administration of the tax. The tax shall be imposed on a distributor at
the time the distributor distributes tobacco products.
(2) The tax imposed under this section shall be imposed at the rate of:

(a) Sixty-five percent of the wholesale sales price of cigars, but not to exceed 50 cents per cigar;

5. Arkansas
http://www.lexisnexis.com/hottopics/arcode/Default.asp
(B) (i) The total amount of the excise or privilege taxes levied under 8§ 26-57-208, 26-57-803, 26-57-805, and 26-
57-807 on cigars shall not exceed fifty cents (50cent(s)) per cigar.
(ii) If the total amount of the excise or privilege taxes levied under 88 26-57-208, 26-57-803, 26-57-805, and 26-57-
807 on cigars would exceed fifty cents (50cent(s)) per cigar, the excise or privilege tax rates under 88§ 26-57-208,
26-57-803, 26-57-805, and 26-57-807 shall be reduced proportionally.

6. lowa
https://research.legis.iowa.gov/document?name=453A&type=code&year=2014&docld=773503BF-47B2-44E2-
B85C-C2650E464516&uniqueld=773503BF-47B2-44E2-B85C-C2650E464516%20#453A
a. Ataxis imposed upon all tobacco products in this state and upon any person engaged in business as a
distributor of tobacco products, at the rate of twenty-two percent of the wholesale sales price of the tobacco
products, except little cigars and snuff as defined in section 453A.42.

b. In addition to the tax imposed under paragraph “a”, a tax is imposed upon all tobacco products in this state and
upon any person engaged in business as a distributor of tobacco products, at the rate of twenty-eight percent of the
wholesale sales price of the tobacco products, except little cigars and snuff as defined in section 453A.42.

c. Notwithstanding the rate of tax imposed pursuant to paragraphs “a”and “b”, if the tobacco product is a cigar, the
total amount of the tax imposed pursuant to paragraphs “a” and “b” combined shall not exceed fifty cents per cigar.

7. Rhode Island
http://sos.ri.gov/documents/archives/regdocs/released/pdf/ DOTAX/7784.pdf
(b) Cigar Tax Rate. The tax rate for cigars is eighty (80%) of the Wholesale Cost, with a
maximum tax of no more than fifty cents ($0.50) per cigar. If the wholesale value of the
cigar is $0.63 or more, then the maximum tax due on that cigar is fifty cents ($0.50).



http://www.legislature.mi.gov/(S(014da445znyjul55vuiasu3j))/mileg.aspx?page=getObject&objectName=mcl-205-427
http://www.legislature.mi.gov/(S(014da445znyjul55vuiasu3j))/mileg.aspx?page=getObject&objectName=mcl-205-427
http://www.cga.ct.gov/current/pub/chap_214a.htm#sec_12-330a
http://app.leg.wa.gov/RCW/default.aspx?cite=82.26.020
https://www.oregonlegislature.gov/bills_laws/lawsstatutes/2013ors323.html
http://www.lexisnexis.com/hottopics/arcode/Default.asp
https://research.legis.iowa.gov/document?name=453A&type=code&year=2014&docId=773503BF-47B2-44E2-B85C-C2650E464516&uniqueId=773503BF-47B2-44E2-B85C-C2650E464516%20#453A
https://research.legis.iowa.gov/document?name=453A&type=code&year=2014&docId=773503BF-47B2-44E2-B85C-C2650E464516&uniqueId=773503BF-47B2-44E2-B85C-C2650E464516%20#453A
http://sos.ri.gov/documents/archives/regdocs/released/pdf/DOTAX/7784.pdf

ATTACHMENT 4 continued

8. Wisconsin
https://docs.legis.wisconsin.gov/statutes/statutes/139/I11/76
(1) An excise tax is imposed upon the sale, offering or exposing for sale, possession with intent to sell or removal
for consumption or sale or other disposition for any purpose of tobacco products by any person engaged as a
distributor of them at the rate, for tobacco products, not including moist snuff, of 71 percent of the manufacturer's
established list price to distributors without diminution by volume or other discounts on domestic products and, for
moist snuff, at the rate of 100 percent of the manufacturer's established list price to distributors without diminution by
volume or other discounts on domestic products.

The tax imposed under this subsection on cigars shall not exceed an amount equal to 50 cents for each cigar. On
products imported from another country, not including moist snuff, the rate of tax is 71 percent of the amount
obtained by adding the manufacturer's list price to the federal tax, duties and transportation costs to the United
States. On moist snuff imported from another country, the rate of the tax is 100 percent of the amount obtained by
adding the manufacturer's list price to the federal tax, duties, and transportation costs to the United States.


https://docs.legis.wisconsin.gov/statutes/statutes/139/III/76

ATTACHMENT 5

Wisconsin Tobacco Products

by return sed date _ -
Month Year Tobacco Moist Snuff Cigars Totals Cigar
Received Received s s Share
2 2008 § 30001855 § 106847712 § 484,74354 §$ 2,763,139.21 18%
3 2008 $ 22175183 $ 179986295 $ 52442512 $ 2,546,039.90 21%
4 2008 $ 36838502 $ 2567,15396 $ 607,44695 $ 3,542,985.93 17%
5 2008 $ 46505746 $ 224463533 $ 69894760 $ 3,408,640.39 21%
6 2008 $ 54972917 $ 281663030 $ 66155227 $ 4,027,911.74 16%
7 2008 § 50350822 $ 247265045 $ 87772382 $ 3,853,88249 23%
8 2008 $ 60771349 $ 231500862 $ 767.907.31 $ 3,600,629.42 21%
9 2008 § 40149578 $ 223240096 $ 85305957 $ 3,486,956.31 24%
10 2008 $§ 40254920 $ 248649037 $ 78173339 $ 367077296 21%
11 2008 § 65195804 $ 204989400 $ 46281522 $ 3.164,667.26 15%
2008 12 2008 36913838 § 2286,10166 $ 44110117 $ 3,096,341.21 14%
Slenr $ 4,851,20614 $ 25239,30572 $ 7,161,466.96 $ 37,261,966.82 19%
g 2009 $§ 51520804 $ 200144492 $ 64169501 § 3,158,347.97 20%
TaxCapz 20098 47171689 § 255321869 $ 54999797 $ 3,574,933.55 15%
Adopted3 2009 $ 309062314 $ 192583368 $§ 65292155 § 2969,378.37 22%
4 20098 9866920 $ 188104184 $ 58362497 $ 2563,336.10 23%
5 2009 $ 95707301 $ 226034227 $ 45060554 $ 3,668,020.82 12%
6 2000 $ 75920388 § 231800095 $ 88848456 $ 3,9656098.39 22%
7 20098 76200214 $ 285317680 $ 1,01191333 $ 4,627,09227 22%
8 20098 75121684 $ 227637986 $ 121866511 $ 424626181 29%
9 2000 $ 144461714 $ 260690681 $ 128468195 $ 533620590 24%
10 2009 $ 65182860 $ 264773063 $ 1,17682002 $ 4,476,379.25 26%
11 2009 § 59640061 § 264216479 $ 92074110 $ 4,168315.50 22%
12 2009 $ 57490596 $ 193449600 $ 65138602 $ 3,160,787.98 21%
$ 7,973,474.54 $ 27,900,746.24 $10,040,537.13 $ 45,914,757.91 22%
1 2010 $§ 32375101 $§ 89363400 $ 36451291 § 1581,897.92 23%
2 2010 $ 121069100 $ 382412000 $ 159871200 § 663352300 24%
3 2010 $ 98363000 $ 425473548 $ 1710067.00 § 694844148 25%
4 200§ 97910776 $ 391569600 $ 151840317 $ 641320693 24%
5 2010 $ 68445200 $ 251390100 $ 137208000 $ 4,570.413.00 30%
i 8 2010 % 115885800 $ 256448300 $ 1,365937.50 $ 5087.278.50 27%
2Years 7 2010 $ 83562800 $ 350526300 $ 177562600 $ 6,116,517.00 29%
Later, 8 2010 § 85453700 $ 3036611.00 $ 136191850 § 5253,066.50 26%
Cigar Tax® 2010 § 58899900 $ 2923259.00 § 1,54878500 $ 5061,043.00 31%
Revenuel® 2010 § 27329600 §$ 1,467.00 $ 60400 $  275367.00 0%
Moask 2010 $§ 25003000 $ 55104400 $ 22014400 $ 1,021,218.00 22%
s . 2010 $§ 136649300 $ 1,94426300 $ 95699100 $ 4,267,747.00 22%
Doubled $ 9,507,481.77 $ 29,928476.48 $13,793,761.08 $ 53,229,719.33 26%



