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Brief Description: Concerning the taxation of cigarettes, vapor products, and other products
containing tobacco or nicotine.

Sponsors: Senate Committee on Ways & Means (originally sponsored by Senators Robinson,
Dhingra, Nobles, Saldafia, Trudeau and Valdez).

Brief Summary of Engrossed Substitute Bill

» Replacesthe varying rates of tax on tobacco and vapor products with a
single rate of 95 percent for all products that contain nicotine, except for
cigarettes.

» Addsanew tax on cigarettes of 9.875 cents per cigarette beginning
January 1, 2028.

» Dedicates the first $10 million collected per fiscal year from the new
cigarette tax to the Y outh Tobacco and Vapor Products Prevention
Account.

* Repealsthe milliliter vapor products tax.

» Dedicates thefirst $10 million collected each fiscal year from the tax on
vapor products to the Andy Hill Cancer Research Endowment Fund
Match Transfer Account.

 Dedicates any remaining collections, up to atotal of $20 million, to the
Foundational Public Health Services Account.

Hearing Date: 3/4/26

Staff: Rachelle Harris (786-7137).

This analysis was prepared by non-partisan legislative staff for the use of legidative
membersin their deliberations. Thisanalysisis not part of the legislation nor does it
constitute a statement of legidative intent.
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Background:

Cigarette Tax.
Two separate state taxes are imposed on the sale, use, consumption, handling, possession, or

distribution of all cigarettes. Oneisat the rate of 12.125 cents per cigarette. The other tax is 3
cents per cigarette. This creates atotal tax rate of 15.125 cents per cigarette, or $3.025 per pack.
Thisisin addition to retail sales and use, business and occupation, and litter taxes that may
apply. All revenues from the cigarette tax are deposited into the State General Fund.

Other Tobacco Products Tax.
Taxes are imposed on the sale, handling, or distribution of all tobacco products at the varying
rates as follows:
« for cigars except little cigars, 95 percent of the taxable sales price of cigars, not to exceed
65 cents per cigar;
* for little cigars, 15.125 cents per stick;
 for moist snuff:
» for cansthat weigh 1.2 0z or less, $2.526 per can; or
» for cansthat weigh more than 1.2 oz, $2.105 per oz; and
« for al other tobacco products, 95 percent of the taxable sales price.

The other tobacco products (OTP) tax revenues are deposited into the State General Fund. The
OTPtax isin addition to retail sales and use, business and occupation, and litter taxes that may

apply.

Vapor Products Tax.
Vapor products are subject to tax on the sale, use, consumption, handling, possession, or
distribution thereof asfollows:
9 cents per milliliter of liquid or solution for accessible containers of liquid solution that
are larger than 5 milliliters; or
o 27 cents per milliliter of liquid solution for all other vapor products.

Beginning January 1, 2026, the vapor products tax applies only to vapor products that do not
contain nicotine.

Vapor products include electronic cigarettes, cigars, cigarillos, pipes, or similar products or
devices, cartridges or containers of liquid nicotine, solution, or other consumable substances,
regardless of whether they contain nicotine.

Revenues from the vapor products tax are evenly split between the Andy Hill Cancer Research
Endowment Fund Match Transfer Account (Andy Hill Account), with acap of $10 million per
fiscal year, and the Foundational Public Health Services (FPHS) Account.

Andy Hill Cancer Research Endowment Fund Match Transfer Account.
The purpose of the Andy Hill Account isto provide matching funds to the Andy Hill Cancer
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Research Endowment Fund (Endowment). The Endowment was established to make grantsto
public and private entities, including commercial entities, for the promotion of cancer research in
Washington. Moneys in the account primarily consist of legislative appropriations of vapor
product tax revenue. Appropriations of vapor product tax revenues to the account may not
exceed $10 million per fiscal year.

Foundational Public Health Services Account.

The purpose of the FPHS Account is to fund foundational public health services administered by
the Department of Health. Moneysin the account consist of legidlative appropriations of
revenue from the tax on vapor products.

Y outh Tobacco and Vapor Products Prevention Account.

Fundsin the Y outh Tobacco and Vapor Products Prevention Account (Y outh Account) consist of
licensing fees and enforcement penalties collected on tobacco and vapor products. Up to 30
percent of the moneys in the account may be used for Liquor and Cannabis Board enforcement
costs. The Department of Health is directed to use the remaining 70 percent of account funds to
provide grants to local health departments or other local community agencies to develop and
implement coordinated tobacco and vapor product intervention strategies to prevent and reduce
tobacco and vapor product use by youth.

Tribal Compacting.

The Governor is authorized by statute to enter into compacts with federally recognized Indian
tribes in Washington regarding the sale and taxation of cigarettes and vapor products. The
Governor may delegate power to negotiate cigarette tax contracts to the Department of Revenue
(DOR).

Summary of Bill:

Cigarette Tax.
Beginning January 1, 2028, an additional tax isimposed on the sale, use, consumption, handling,

possession, or distribution of cigarettes at arate of 9.875 cents per cigarette. The additional tax
on cigarettes resultsin atotal tax rate of $5 per pack of 20 cigarettes. The first $10 million
collected in afiscal year from the new tax must be deposited into the Y outh Account. Any
additional revenues must go to the State General Fund.

Beginning January 1, 2032, the additional tax on cigarettes must be adjusted for inflation once
every four years using the consumer price index for the Seattle area as calculated by the United
States Bureau of Labor Statistics or its successor agency. The DOR may not adjust the tax rate if
the adjustment would result in atax rate that is lower than the applicable tax rate for the prior
year.

Taxation of Nicotine Products.
Beginning January 1, 2027, all the OTP tax rates and the vapor products tax are repeaed and
replaced with asingle tax of 95 percent of taxable selling price for al nicotine products.
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"Nicotine product” means any product that contains nicotine or a nicotine analogue, whether
derived from tobacco or created synthetically, and is intended for human consumption or
placement in the oral or nasal cavity or absorption into the human body by any other means. The
term does not include cigarettes or therapeutic nicotine cessation products approved by the
United States Food and Drug Administration.

"Nicotine analogue" means a substance that has a chemical structure substantially similar to the
chemical structure of nicotine or which has, or is represented to have, an effect on the central
nervous system that is similar to or greater than the effect of nicotine on the central nervous
system.

Preexisting Inventories. The nicotine products tax does not apply to any nicotine product for
which the OTP tax was paid by the distributor prior to January 1, 2027.

The nicotine products tax does not apply to any vapor products for which the vapor products tax
was paid by adistributor or retailer prior to January 1, 2026.

Vapor Product Tax Revenue Distributions.
Revenue from the tax on vapor products must be distributed as follows:
» 50 percent to the Andy Hill Account and 50 percent into the FPHS Account until
distributions to the Andy Hill Account reach $10 million each fiscal year;
 any additional revenue collected from the tax on vapor products must be deposited to the
FPHS Account until the total amount of distributions to the account reach $20 million each
fiscal year; and
* theremainder of revenue collected from the tax on vapor products each fiscal year must be
deposited into the State General Fund.

Beginning January 1, 2029, the DOR must annually adjust distribution amounts for inflation
using the consumer price index for the Seattle area as calculated by the United States Bureau of
Labor Statistics or its successor agency. The inflationary adjustment may not result in a
distribution amount that is less than the distribution amount for the prior year.

Tribal Compacting.

The Governor may consult with federally recognized Indian tribes to amend existing contracts
and establish future contracts related to cigarettes, nicotine products, and vapor product taxation.
The Governor may delegate the authority to renegotiate cigarette and vapor product tax contracts
with federally recognized Indian tribes to the DOR.

Appropriation: None.
Fiscal Note: Available.

Effective Date: The bill contains multiple effective dates. Please see the hill.
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