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ALASKA STATE LEGISLATURE
HOUSE OF REPRESENTATIVES
RESEARCH AGENCY
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March 21, 1989

MEMORANDUM

TO: House Finance Fiscal Policy Subcommittee

FROM: Theresa Tanoury
legislative Analyst

RE: Revenue from Sales of Alcoholic Beverages 1n Alaska
Research Request 89.257

You requested a report on the revenue from the sale of alcoholic beverages In
Alaska. This memorandum provides information on the history of the tax, the
current tax structure, other states®™ alcohol tax rates, revenues from alcohol
taxes since 1983, license fee structures and various policy alternatives.

HISTORY OF THE ALCOHOL TAX

Alcoholic beverages have been taxed in Alaska since Prohibition was repealed
in 1933. The original tax rate was S0.05 per gallon of beer and wine sold.
No tax was levied on hard liquor until 1937,when a tax of $0.50 per gallon was
established. Prior to statehood, the tax rates were changed several times.
3y statehood, annual revenues from the tax wereabout $2 million.1

Tax rates on alcoholic beverages have been changed twice since statehood, in
1361, the legislature raised almost all taxes, 1including the liquor excise
tax, to provide the funds necessary to run the newly founded state government.

At that time, the tax rate of $4.00 per gallon of spirits was one of the
highest in the nation.

In 1981. the legislature acknowledged that alcoholism was a major problem m
Alaska. In 1983. the legislature increased alcohol tax rates with the intent
that proceeds support treatment and prevention programs related ta alcanol
problems. Bill sponsors Representatives Al Adams and John Jska argued that
the increased tax rate would help reduce consumption of alccnol and that

alcohol users should pay *or the costs af treatment and preventior of alcanol
abuse

*cor further Information on the history of the tax. see Mouse Research
Memorandum 37.212.
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Tax Increases were proposed in 1986. House Bill 609 would have Increased the
taxes to S0.64 per gallon of beer, SI1.56 per gallon of wine, and S6.00 per
gallon of hard liquor. The bill was opposed by the liquor Industry but
supported by those concerned with alcohol abuse. The bill was considered by

the House State Affairs and Finance Cainnlttees, but never advanced to the
floor.

PRESENT STRUCTURE OF THE ALCOHOL TAX

Except for changes in rates, the law requiring the payment of excise taxes on
alcoholic beverages has changed little since 1933. The current law, Alaska
Statute 43.60.010 < .040, vrequires that every brewer, distiller, bottler,
Jobber, retailer, wholesaler, or manufacturer who sells alcoholic beverages in
Alaska or who consigns shipments of alcoholic beverages into the state

1 pay an excise tax on every gallon of beer, wine and hard liquors
sold or consigned,

2) submit a monthly report and excise tax payment to the Department
of Revenue on all gallons sold or consigned, and

3) furnish a surety bond of 525,000.

ALCOHOL TAXES IN OTHER STATES

Tables 1 through 3 demonstrate how Alaska s excise tax rates on alcoholic
beverages compare with rates in other states. The tables refer to "license
states® and “control states.® In control states, alcohol is sold through
sta*e-owned facilities; iIn license states, an independent person or business

applies for « license to sell alcohol. Alaska®s ranking relative to alcohol
taxes in other states is shown below.

ALASKA S
ALASKA*"S PRESENT U.S. U.S.
RANK PATE HIGH LON
Beer 9/10 50.35/gal 51.05/gal 50.03/gal
Wire 23 0 35 3.52 0.04

Spirits 4 5.50 12.50 0.94
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ALCOHOL BEVERAGE EXCISE TAX RATES

TYPE OF STATE

CONTROL  LICENSC
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- UIHE
STATE WINE
*e K
MINNESOTA $3.52
FLCRIOA 3.50
NEVADA 2.95
I NOIANA 2.68
GEORGIA 2.54
UTAH 2.25
OKLAHOMA 2.38
COUTH OAXOTA 2.07
HAWAII 2.00
IOWA 1.75
LOUISIANA 1.58
VIRGINIA 1.52
NEBRASKA 1.35
OHIO 1.27
HAINE 1.24
TENNESSEE 1.10
SOUTH CAROLINA 1.08
MONTANA 1.02
MISSISSIPPI 1.00
WEST VIRGINIA 1.00
NEW MEXICO 0.95
NORTH CAROL IN. 0.91
"ALASKA” 0.35
ARIZONA 0.34
WASHINGTON 0.33
OREGON 0.77
MICHIGAN 0.76
ARKANSAS 0.75
KANSAS 0.75
CONNECTICUT 0.75
MASSACHUSETTS 0.70
NEW YORK 0.66
ILLINOIS 0.60
NORTH CAKOTA 0.60
VERMONT 0.55
TEXAS 0.52
KENTUCKY 0.50
WISCONSIN 0.45
10AHO 0.45
DISTRICT OF COLUMBIA  0.45
ALABAMA 0.45
MARYLANO 0.40
OELAUARE 0.40
MISSOURI 0.34
NEW HAMPSHIRE 0.30
NEW JERSEY 0.30
CALIFORNIA 0.30
COLORADO 0.23
RHCOE ISLAND 0.04
WYOMING

PENNSYLVANIA

the nigne*:

states u*ir>g a percentage tjrato system

rate >41 used.

ire amitted.

March 1589 <89,2579).
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REVENUE FROM ALCOHOL SALES

Table 4 shows the tax revenues raised from the sale of alcohol since 11983.
Consumption of alcohol steadily decreased after 1984, the year in which the
excise tax was most recently raised. Sevtral factors may have contributed
to the decrease, including population characteristics stricter driving-
while-iutoxicated laws, educational campaigns, etc. The increased
consumption dun..g 1984 may indicate that higher taxation did not deter
sales.

TABLE 4
TAX REVENUES FROM ALCOHOL SOLD IN ALASKA: FY 83 - FY 88
(In Mill ions of Dollars)

1973 1984 1985 1986 1987 1988
Beer $3.3 $4.7 $4.9 $4.9 $1.7 $4.5
Wine .8 1.3 1.4 1.3 1.3 1.2
Liquor 5.4 /.4 7.5 7.0 6.6 6.2
Total $9.5 $13.4 $13.8 $13.2 $12.6 $11.9

Source: Alaska (Department of Revenue, Research Secticn.

* % * + * * * * * *x * % * * * * * * %

In addition to excise taxes, alcoholic beverage distributors pay an annual
license fee and application fee. Table 5 provides the license fee schedule
and revenue for FY 88. Application fees are S100 for a new license, license
renewal, cr a license transfer. Application fees collected in FY 38 totaled
approximately $240,000.
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TABLE 5
ALCOHOLIC BEVERAGE LICENSE FEE SCHEDULE: FY 88 REVENUE
NUMBER OF ANNUAL FEE

type of License Vv licenses 1issued schedule fy 88 revenue
Brewery 2 $500 $ 1,000
Distiller 1 500 500
8everage Dispensary 689 1,250 854,643
Club 87 600 52,856
Common Carrier 158 350 50,000
Restaurant & Eating 319 300 96,566
Retail Liquor 474 750 356,041
General Wholesale 16 1,000 126,100
Maltbeverage Wholesale 7 20C 7,300
Public Liquor 1 400 400
Miscellaneous Revenue* 1,250 variable 66,984
Total 3,026 $1,612,400

*Revenue from one-time permits and other services from the Alcoholic Beverage
Control Board. Permits 1include Caterers, 636 1issued during FY 88; Special
Events, 97 issued during FY 88; Restaurant Designation, 503 issued during FY
88; and Restaurant Caterers, 14 issued during FY 38.

Source: Alaska Alcoholic Beverage Control Board

POLICY ALTERNATIVES

Recent research from the State Office of Alcoholism and Drug Abuse indicates
that "the state spends $11.42 in services for each $1.00 of revenue collected
@ alcoholic beverages." Policy alternatives aimed at increasing revenues
are discussed below.

"The E:onorrrc Cost of Alcohol m Other Drug Abuse 1in Alaska. State
Office of Alcoholism and Drug Abuse, Volume 1, February 1989.
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State Control of Alcohol Sales

Five states control the wholesale distribution of alcoholic beverages within

their boundaries. These states buy alcoholic beverages from manufacturers
and sell to privately owned, licensed retail outlets. Other states control
both wholesale and retail sales.

- .

A state7s”revenue potential in a control system depends upon the degree of
control and the rate of markup.. Of the five wholesale control states, all
five states control spirits and two states control both spirits and wine.
Markup 1is often 1in addition to excise tax, so the revenue potential in Alaska
could be the net gain from the markup process. The markup rates in the
wholesale control states range from 17.6 percent to 51 percent of the value of
the product.

Wyoming (whose sparse population and vast area are similar to Alaska) reported
1988 sales of 1,387,517 gallons of wine and spirits at a markup of 17.6 percent
of value; gross revenue from markup was $3.73 million, or approximately $2.69
per gallon. Based on similar wholesale value and sales of 2.5 million gallons
of wine and spirits annually, a 17.6 percent markup would net about $6.3
million per year in Alaska. Additional revenue could be collected by
controlling distribution of beer and/or applying a larger markup. Additional
markup could be captured by the state if retail sales were also controlled.
Costs of operations could be recovered through shipping and handling fees. In
Wyoming, such fees are approximately $3.00 per case.

Ho state has converted from a private sector system to a control system. Ted
Harris, a public relations consultant for the National Alcoholic Beverage
Control Association, statad that it would be politically difficult for a
license state to become a control state because it would transfer private
sector jobs and profits to the state. Alaska has 16 general wholesale
distributors and seven malt beverage and wine wholesale distributors.

The five states are lowa, Michigan, Mississippi, Ohio and Wyoming.
Michigan owns retail outlets but is considered a wholesale control state by the
Bureau of Alcohol, Tobacco, and Firearms because state sales equal less than
five percent of total retail sales. Tables 1 through 3 list those states that
control both wholesale and retail sales.

4Most control states do not operate as wholesalers for beer.
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Increase License Fees

A liquor license has no official monetary value. However, by limiting the
number of alcoholic beverage licenses issued, the state makes the licenses
valuable assets. The market value of a liquor license corresponds to the

present value of the expected revenue stream (net of costs) from liquor ,sales.
The actual market value of a license is unknown since transfer applications do
not include price of purchase. Collection of this information would give the
state access to the market value of liquor licenses and the ability to tax this
government-created wealth. Although license fees are intended to recover the
cost of administering the laws and regulations, they do capture some of the
value of the licenses. The license fee schedule could be easily modified to
capture a larger share of the wealth. License fees were last set in 1980.

Application fees were lasted increased in 1987, from $50 to $100. Over 3,000

applications were processed by the Alcoholic Beverage Control Board during FY
88.

Increase Alcohol Excise Tax Rates

There has been discussion of taxing alcoholic beverages according to alcohol
content rather than beverage type. Table 6 shows that taxing beer and wine
at a rate based on the equivalent alcohol content (relative to spirits) would
generate S4.4 million annually. Once equalized, rates should be raised by
equal percentage amounts if equalization is to be maintained. Total revenue
under any tax increase will depend not only on the tax rate, but on the volume
sold. Generally, a tax increase can be expected to reduce sales, so
projections based on current sales will tend to overstate actual 1income.
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TABLE 6
EQtALIZATION TO PRESENT TAX RATE OF SPIRITS
(In Mi 11 ions of Dollars)
Present New
Rate Rate Projected Revenue
JS/aal) (S/qalj Revenue Change
Beer 0.35 0.59 $7.5 $3.0
Wine 0.85 1.82 2.6 1.4
Spirits m5.60 5.60 6.2 0.0
Total $16.3 $4.4
* * * * * * * * * * * * * * * * * * * *

I hope this information is helpful. Please contact our office if the committee
members have further questions.
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THE FOLLOWING DOCUMENT HAS
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THE ECONOMIC COST
OF ALCOHOL AND

OTHER DRUG ABUSE
IN ALASKA

MYRA M. MUNSON, COMMISSIONER, DHSS

MATT FBJX, COORDINATOR
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