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** Please see attached bill analysis.
We used the following to arrive at the revenue estimates above:
(1) Alcoholic beverage prices are from the 1999 American Chamber of Commerce Research Association survey for Anchorage.
(2) Price elasticity ranges from 1990 Congressional Office report: "Federal Taxation of Tobacco, Alcoholic Beverages, and Motor Fuels." 
(3) We assume that the tax is completely passed on to the consumer in the form of higher prices.
(4) We assume that in the first year of implementation, as a result of stockpiling,  the revenue increase would be 20 percent less
      (from our experience with the cigarette tax rate increase). 
(5) We assume that the tax becomes effective on July 1, 2001. 
(6) We assume that the decrease in consumption occurs as one-time effect and then does not change.
(7) We assume that only Alaska businesses take advantage of the lower tax rate on qualifying breweries.



Department of Revenue Bill Analysis
CSHB 225 (L&C) - Alcoholic Beverage Tax (April 19, 2001)

Section 1. Increasing the alcoholic beverage excise tax rate.

1. The bill creates a new tax rate category for “hard” cider.  We recommend that cider
be added to the listing of taxable beverages under (a) as well.

2. Based on experience with the 1997 increase in the tax rate on cigarettes and
tobacco products, the department would like to point out the following:

•  There is no provision in this bill to tax existing wholesale and retail inventory
in the state at the new tax rate.  When the cigarette and tobacco products tax
rates were increased, a significant amount of stockpiling took place within the
state.  The department estimates that approximately $7.1 million in revenue
was lost during the first six months of the tobacco tax increase due to
stockpiling.  We believe the same thing could happen if the alcoholic
beverage tax rate is increased.  If it is the intent of the legislature to tax
existing inventory at the new rate, there should be transitional language in the
bill requiring a “floor stock tax”.  A floor stock tax is a one-time tax paid by all
retailers and wholesalers in the state on existing alcoholic beverage
inventory. However, we believe that there would still be some stockpiling by
individuals.

•  There is no explicit provision for a person to pay the tax if they import product
from outside the state for personal consumption.  If it is the intent of the
legislature to put the tax burden on the consumer, a provision should be
made to make a person primarily liable for the tax if they are the first importer
of the product into the state for personal consumption.

•  Based on experience with the tobacco tax increase, the department believes
there would be an incentive to try to avoid the increased state excise tax.
The current tax rate is viewed by many as immaterial, but the higher rate
likely would result in an increase in tax avoidance efforts by some individuals.
As such, the department estimates it would need one full-time Revenue
Auditor III (Range 18) to provide additional enforcement to ensure that the tax
is enforced and that the state does not lose revenues.

Section 2.  Reduced rate for small domestic brewers

1. We have lowered the estimated tax revenue increase for this legislation to reflect
our best guess of the fiscal impact from the reduced tax rate for small Alaska beer
producers.  The fiscal note assumes that the in-state brewers are the only
beneficiaries of the section.



2. Section 2 incorporates provisions of the Internal Revenue Code that are applicable
to domestic (U.S.) beer producers.  The existing 35 cents per gallon tax rate would
be retained for certain brewers on the first 60,000 barrels (31-gallon barrels) sold in
Alaska.   Because qualification under this provision is dependent on the taxpayer’s
qualification under the federal rules, and the federal rules are restricted to domestic
producers, this provision could violate the United States Constitution.  This problem
could be resolved if the bill is amended to qualify brewers independent of federal tax
status, such that qualification were independent of state or country of origin.   One
consequence of such change could be increased administrative costs.

3. We are unable to estimate the number of out-of-state brewers that could qualify for
the reduced tax rate or the number that would qualify if constitutional problems were
fully addressed.  Neither can we estimate the volume of beer sold in Alaska by these
non-Alaska brewers.  However, the impact on revenue could be significant.  For
example, a brewer approaching the 2-million-barrel threshold that sells 60,000
barrels in Alaska would pay $651,000 compared to an unqualified brewer paying
$2,641,200 on its 60,000 barrels.

4. The document filed by a brewer with the federal Bureau of Alcohol, Tobacco and
Firearms claiming the reduced federal tax rate is titled “Brewer’s Notice of Intent to
Pay Reduced Rate of Tax.”  If the state is going to rely on this document, the exact
and correct title should be referenced.

5. This bill does not address breweries controlled by the same person.  As such, an
individual who owns two breweries could still qualify as a small brewery under
federal rules, but claim the reduced tax rate on over 60,000 barrels produced each
year.  To correct this problem, the following language should be considered:  “The
reduced rate of tax applies to the first 60,000 barrels of beer sold in Alaska during a
fiscal year by a controlled group of brewers.  In this subsection, controlled group of
brewers means two or more brewers in which the same person holds, directly or
indirectly, a 50 percent ownership interest.  In this subsection, person includes an
individual, corporation, partnership, association, joint venture, estate, trust, or
combination acting as a unit.”

6. The tax in current statute is on malt beverages.  However, “beer” is used for the
reduced rate of tax in this section.  “Beer” should be defined in the bill.

(prepared by Johanna Bales and Brett Fried, Tax Division)
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