REGULATORY IMPACT STATEMENT

DEPARTMENT OF TAXATION AND FINANCE

1. Statutory authority: Tax Law, section 171, subdivison First; section 475 (not subdivided); and Chapter 85 of
the Laws of 2002.

2. Legidativeobjectives. Sections 171(First) and 475 of the Tax Law providefor reasonablerulesand regulations
relatingto the implementationand administrationof the tax on tobacco productsimposed by Article 20. On May 29, 2002,
Chapter 85 of the Laws of 2002 was enacted. Among its provisions, variousamendments (further described below) were
made to Article 20, Tax on Cigarettes and Tobacco Products of the Tax Law.

3. Needs and benefits. Among its provisons, Chapter 85 amended Article 20 of the Tax Law to increase the
excise tax on tobacco products from 20 percent to 37 percent of the wholesde price of such products, effective July 2,
2002. In addition, as a result of its amendments of the rates, Chapter 85 imposes a floor tax on tobacco products
possessed in New York State for sdeon July 1, 2002. Thisrule reflects the floor tax and sets forth the procedures by
which the floor tax isto be computed, reported, and paid.

All digtributors and deders, both wholesde and retail, must compute the floor tax at the rate of 17 percent of the
wholesale price of each tobacco product in inventory on which the tax was previously paid a the 20 percent rate.
However, ancethe tobacco products tax is not intended to be paid by retail deders, for purposes of computing the floor
tax due on the duly 1, 2002 inventory only, the rule provides an eection for retall dedersto compute such tax using 50
percent of the price that they sdl tobacco products at retail in New York State as the wholesde price. The eection
provided by this rule facilitates compliance with and the adminisiration of the tobacco products floor tax provisons at the

retall levd of trade.
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4. Cods It isedimated that the implementation of, and continued compliance with, the rule will impose no fisca
or non-fiscal costs upon regulated parties. Any costs incurred by regulated parties are the result of the enactment of
Chapter 85 of the Lawsof 2002. Chapter 85 increased therate of tax on tobacco products and requires deders, including
distributors to account for dl tobacco productsininventory as of the close of busnesson July 1, 2002, and to pay afloor
tax thereon.

It is estimated that there will be no fisca impact to this Department for the implementation and continued
adminigration of therule. It isaso estimated that the rule will have no fiscal impact on loca governments throughout the
state.

This andlyss is based upon the information and methodologies set forth above and upon discussions among
personnel fromthe Department's Office of Counsel, Office of Tax Policy Anaysis, Client ServicesDivison, Bureauof Fiscal
Management and Technica Services Divison.

5. Loca government mandates. The ruleimposes no mandates upon any county, city, town, village, school didtrict,
fire digtrict or other specid didtrict.

6. Paperwork: The rule imposes no paperwork requirements upon regulated parties beyond those required by
Satute.

7. Duplication: These amendments do not duplicate any existing Federa or State requirements.

8. Alternaives. Themgority of the amendments made by the rule are adirect result of statutory changes. Section
89.3(c)(2) of the rule dlowsretail dealersandectionindetermining the basis of the floor tax, whichisthe “wholesde price”
of the tobacco products. (See Needs and benefits above.) If this dection was not provided, retail dealers would have
difficulty determining the basis of the tax (i.e., the manufacturers price to digributors). 9. Federal standards. The rule

does not exceed any minimum standards of the Federal government for the same or smilar subject aress.
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10. Compliance schedule: Theincreasein tax on tobacco products enacted by Chapter 85 of the Laws of 2002,
requires dedlers, including distributors to account for dl tobacco productsin inventory as of the close of business on July
1, 2002, and to pay afloor tax thereon. For taxpayers paying the floor tax in ingalments, the satute requires thet the first

ingtdlment is due no later than September 20, 2002. The remaining baance of tax is due no later than January 20, 2003.



