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Prepared by:

Steven E. Kettel

Income and Excise Audit Division
April 25 1989

CSSB 253
ANALYSIS:

The estimates which have been used for purposes of this fiscal note is
conservatively the least amount of revenue which can be expected, given
an anticipated drop in consumption.

Our estimates assume that as the tax rates on alcohol increase,
consumption will decrease proportionately as follows:

All figures 1in gal lons:
(Approx 6tf/drink)

1988 Consumption SB 253 i0l/drink 15g!1/drink
Beer 12,839,437 12,599,821 12,289,503 11,934,614
Wine 1,432,635 1,355,431 1,283,270 1,198,215
Liquor 1,098,357 1,078,357 899,596 739,836
Tax Revenues $11,862,342 $17,370,885 $26,441,111 $36,166,296
Increase 5,508,543 14,578,769 24,303,954

Although there are several regional and national studies which have tried
to accurately measure the effect that tax increases have on consumption,
similar studies have not been conducted with Alaska specifically in

mind. We believe the method chosen presents a very conservative estimate
of the increase in tax revenues for this proposal. We believe our method
presents the minimum tax revenues that would be generated if the tax hike
proposal is adopted. Assuming that consumption remained static, tax
revenue increases would approximate $5.9 million under the present SB
253, $17.7 million at the 10£ per drink scenario and $32.3 million at 15f
per drink.

DEPARTMENT POSITION

The Department does not oppose this legislation at this time,



ri'rr

Original sponsor: Finance Committee
1 IN THE SENATE BY THE FINANCE COMMITTEE
2 CS FOR SENATE BILL NO. 253 (Finance)
3 IN THE LEGISLATURE OF THE STATE OF ALASKA
4 SIXTEENTH LEGISLATURE - FIRST SESSION
5 A BILL
6 For an Act entitled: "An Act relating to taxation of alcoholic beverages,
1 and imposing additional vreporting vrequirements on
8 sales and shipments of alcoholic beverages; and
9 providing for an effective date."”
10 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
n * Section 1. AS 43.60.010(a) is amended to read:
©» (a) Every brewer, distiller, bottler, jobber, retailer, whole-
13 saler, or manufacturer who sells alcoholic beverages in the state or
14 who consigns shipments of alcoholic beverages into the state, whether
15 or nc-t the alcoholic beverages are brewed, distilled, bottled, or
16 manufactured in the state, shall pay [ON ALL MALT BEVERAGES (ALCOHOLIC
17 CONTENT OF ONE PERCENT OR MORE BY VOLUME), WINES, AND HARD OR DIS—
18 TILLED ALCOHOLIC BEVERAGES,] the following taxes:
19 (1) malt beverages at the rate of 655 [35] cents a gallon or
2 fraction of a gallon;
2 (2) wine or other alcoholic beverages of 21 percent alcohol
2 by volume or less, at the rate of $2.00 [85 CENTS] a gallon or frac—
23 tion of a gallon; and
24 (3) other alcoholic beverages having a content of more than
25 21 percent alcohol by volume at the rate of $6 .00 [$5.60] a gallon or
26 fraction of a gallon.
21 * Sec. 2. AS 43.60.010 is amended by adding a new subsection to read:
28 (c) The tax imposed by (a) of this section applies to

29 (1) malt
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percent or more by volume;
(2) wine; and
(3) hard or distilled alcoholic beverages.
Sec. 3. AS 43.60 is amended by adding a new section to read:

Sec. 43.60.025. ADDITIONAL REPORTING REQUIREMENTS ON SALES OF
ALCOHOLIC BEVERAGES. (a) In addition to the report required under
AS 43.60.020(a), a primary source of supply may not sell or ship
alcoholic beverages 1into the state unless the sale or shipment 1in—
cludes an 1invoice from the primary source of supply to a wholesaler
licensed under AS 04.11.160. The 1invoice must include an account of
the alcoholic beverages sold or shipped and the names and addresses of
the primary source of supply and the wholesaler.

(b) On or before the 10th day of each month, wholesalers and
primary sources of supply shall mail to the Department of Revenue,
postage prepaid, a copy of the invoices covering sales and shipments
during the preceding month.

(c) In this section

(1) "primary source of supply” means the distiller, pro—
ducer, or owner of the alcoholic beverage at the time it became a
marketable product, and the bottler, prime importer, trademark owner,
brand owner, or a person who 1is authorized in writing to act as the
exclusive agent of a distiller, producer, owner, or bottler;

(2) "wholesaler” means a person licensed under AS 04.-

11.160.

* Sec. 4. This Act takes effect July 1, 1989.
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Original sponsor: Finance Committee
IN THE SENATE BY THE FINANCE COMMITTEE
CS FOR SENATE BILL NO. 253 (Finance)
IN THE LEGISLATURE OF THE STATE OF ALASKA
SIXTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act relating to taxation of alcoholic beverages;

and providing for an effective date."”
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 43.60.010(a) 1is amended to read:

(a) Every brewer, distiller, bottler, jobber, retailer, whole—
saler, or manufacturer who sells alcoholic beverages 1in the state or
who consigns shipments of alcoholic beverages 1into the state, whether
or not the alcoholic beverages are brewed, distilled, bottled, or
manufactured in the state, shall pay [ON ALL MALT BEVERAGES (ALCOHOLIC
CONTENT OF ONE PERCENT OR MORE BY VOLUME), WINES, AND HARD OR DIS—
TILLED ALCOHOLIC BEVERAGES,] the following taxes:

(1) malt leverages at the rate of Gi_[35] cents a gallon or
fraction of a gallon;

(2) wine or other alcoholic beverages of 21 percent alcohol
by volume or less, at the rate of $2.00 [85 CENTS] a gallon or frac—
tion of a gallon; and

(3) other alcoholic beverages having a content of more than
21 percent alcohol by volume at the rate of $6 .00 [$5.60] a gallon or
fraction of a gallon.

* Sec. 2. AS 43.60.010 1is amended by adding a new subsection to read:

(c) The tax imposed by (a) of this section applies to

) malt beverages having an alcoholic <content of one
percent or more by volume;

(2) wine; and

-1- CSSB 253 (Fin)



3) hard or distilled alcoholic beverages.

* Sec. 3. This Act takes effect July 1, 1989.

CSSB 253(Fin)
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Original sponsor: Finance Committee

IN THE SENATE BY THE FINANCE COMMITTEE
CS FOR SENATE BILL NO. 253 (Finance)
IN THE LEGISLATURE OF THE STATE OF ALASKA
SIXTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act relating to taxation of alcoholic beverages;
and providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS A3.60.010(a) is amended to read:

(a) Every brewer, distiller, bottler, jobber, retailer, whole—
saler, or manufacturer who sells alcoholic beverages 1in the state or
who consigns shipments of alcoholic beverages into the state, whether
or not the alcoholic beverages are brewed, distilled, bottled, or
manufactured in the state, shall pay [ON ALL MALT BEVERAGES (ALCOHOLIC
CONTENT OF ONE PERCENT OR MORE BY VOLUME), WINES, AND HARD OR DIS—
TILLED ALCOHOLIC BEVERAGES,] the following taxes:

(1) malt beverages at the rate of 65 [35] cents a gall.on or
fraction of a gallon;

(2) wine or other alcoholic beverages of 21 percent alcohol
by volume or less, at the rate of $2.00 [85 CENTS] a gallon or frac—
tion of a gallon; and

(3) other alcoholic beverages having a content of more than
21 percent alcohol by volume at the rate of $6 .00 [$5,601 a gallon.

* Sec. 2. AS 43.60.010 1is amended by adding a new subsection to read:

(©) The tax imposed by (@) of this section applies to

) malt beverages having an alcoholic content of one
percent or more by volume;

(2) wine; and
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Original sponsor: Finance Committee
IN THE SENATE BY THE FINANCE COMMITTEE
CS FOR SENATE BILL NO. 253 (Finance)
IN THE LEGISLATURE OF THE STATE OF ALASKA
SIXTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act relating to taxation of alcoholic beverages;
and providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 43.60.010(a) 1is amended to read:
(a) Every brewer, distiller, bottler, jobber, retailer, whole-

saler, or manufacturer who sells alcoholic beverages 1in the state or
who consigns shipments of alcoholic beverages into the state, whether
or not the alcoholic beverages are brewed, distilled, bottled, or
manufactured in the state, shall pay [ON ALL MALT BEVERAGES (ALCOHOLIC
CONTENT OF ONE PERCENT OR MORE BY VOLUME), WINES, AND HARD OR DIS—
TILLED ALCOHOLIC BEVERAGES,] the following taxes:
(1) malt beverages at the rate of $1.60 [35 CENTS] a gallon
or fraction of a gallon;
(2 wine or other alcoholic beverages of 21 percent alcohol
by volume or less, at the rate of $4.80 [85 CENTS] a gallon or frac—
tion of a gallon; and
A3) other alcoholic beverages having a content of more than
21 percent alcohol by volume at the rate of $15.30 [$5.60] a gallon.
* Sec. .2 AS 43.60.010 1is amended by adding a new subsection to read:
(c) The tax imposed by (a) of this section applies to
(D) malt beverages having an alcoholic content of one
percent or more by volume;
(2) wine; and
(3) hard or distilled alcoholic beverages.
CSSB 253(Fin)
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Sec. 3. This Act takes effect July 1, 1989,
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* Sec. 2. AS 43.60 is amended by adding a new section to read:
Sec. 43.60.025. ADDITIONAL REPORTING REQUIREMENTS ON SALES OF
ALCOHOLIC BEVERAGES. (a) In addition to the vreport required under

AS 43.60.020(a), a primary source of supply may not sell or ship

alcoholic beverages into the state unless the sale or shipment

includes an 1invoice from the primary source of supply toa wholesaler
licensed under AS 04.11.160. The 1invoice must include an account of
the alcoholic beverages sold or shipped and the names and addresses of
the primary source of supply and the wholesaler.

(b) On or before the 10th day of each month, wholesalers and
primary sources of supply shall mail to the Department of Revenue,
postage prepaid, a copy of the 1invoices covering sales and shipments
during the preceding month.

(c) In this section

(1) "primary source of supply”™ means the distiller, pro-—
ducer, or owner of the alcoholic beverage at the time it became a
marketable product, and the bottler, prime importer, trademark owner,
brand owner, or a person who 1is authorized 1in writing to act as the
exclusive agent of a distiller, producer, owner, or bottler;

(2) "wholesaler™ means a person licensed under AS 04.-

11.160.
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25 * Sec. 2. AS 43.60 is amended by adding a new section to read:
% Sec. 43.60.025. ADDITIONAL REPORTING REQUIREMENTS ON SALES OF
a ALCOHOLIC BEVERAGES. (a) In addition to the report required under
AS 43.60.020(a), a primary source of supply may not sell or ship
alcoholic beverages into the state unless the sale or shipment
1 includes an invoice from the primary source of supply to a wholesaler
2 licensed under AS 04.11.160. The 1invoice must 1include an account of
3 the alcoholic beverages sold or shipped and the names and addresses of
4 the primary source of supply and the wholesaler.
5 (b) On or before the 10th day of each month, wholesalers and
6 primary sources of supply shall mail to the Department of Revenue,
! postage prepaid, a copy of the invoices covering sales and shipments
8 during the preceding month.
o (c) In this section
10 (1) "primary source of supply"”™ means the distiller, pro-—
u ducer, or owner of the alcoholic beverage at the tinme it became a
L marketable product, and the bottler, prime importer, trademark owner,
13 brand owner, or a person who 1is authorized 1in writing to act as the
1 exclusive agent of a distiller, producer, owner, or bottler;
1 (2) "wholesaler™ means a person licensed wunder AS 04.-
10 11.160.
17
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The Taxes of Sin

Drinkers

Do Smokers and

/

WiilardG. Manning. PhD; Emmett B. Keeler. PhD; Joseph P.Newhouse, PhD;  "v,
Elizabeth M. Sloss, PhD; JeffreyWasserman. PhD

Pay Their Way?

SPp®

Aoty

We estimatethe lifetine, discounted costs that smokers and drinkers impose on™/ the smoker dOES not pay higher premi-
others through collectively financed heal th insurance, pensions, disability insur-
ance, group, life insurance, fires, motor-vehicle accidents, and the criminal
justice system. Although nonsmokers subsidize smokers “medical care and-
group life insurance, smokers subsidize nonsmokers “pensions and nursing - * not contrast the medical and other ex-

home payments. On balance, smokers probably pay their way at the current -

7. umsthatreflect his or her higher costs,

the remainder of the cost, $4500, Is a
component of external costs,

\ Jb estimate external costs, we should

- ;penses of smokers to nonsmokers, be-

level of excise taxes on cigarettes; butone may, nonetheless, wish to raise those ~ "cause nonsmokers differ from smokers
taxes to reduce the number of adolescent smokers. Incontrast, drinkers do not

pay theirway: current excise taxes on alcohol cover only about half the costs™5%

imposed on others.

POd(r)]R he%llth Ir(tabrts such a% sm?krnlg
ndheavy drinking, cany. costs noton
?orsmoers and hgav drlrnkers butfo)r
everyone else as well. Concemn aborlrt
these costs has prompted not ony
health-promotion efforts, but also pr r[)
posals o increase poth federal and state
excise taxes on cigarettes and alconol.
F?r such taxes to be at an economicall
fficient level theY must at |east cover
th ecosés to others at arise from smok
heavy drink rng We term the
{_:o ts tto thhersbexterlr)t Itcosts in con-
rast to those borne by the smoker o
Ergsat\gy drinker, which r/ze term Interna
Some external costs are obvious, for
exa rPe the dama%e causedb drunk
drivi gand passrve mo rng ot ers are
more su te for examge the h g
medrca coss of smokers that arg fi-
nanced by health rnsurance remrumg
and ar | taxes. Suc lums an
pa ro taxes are the sa e orsmo ers
and nonsmokers (unlike individual life
rnsurance mpremrum CAs a result non-
smokers may subsidize smoking.
Our purpdse In this article 1S to rtruan
tify external costs. Earljer estimates of
thé costs ofsmoking and drrnkrng 4(Of-

Fo lUryol

n o
% | IlvglrSI

JAK'A. March 17. 1989—Vol 261. No 11
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(0( 10

=53

1604

{JAMA. 1989261:1604*1609)

frceo Tfechnolo Assessment unpub
ata 1985) are not suitable for
analysrs of taxes because they do not
always drstrngursh between rnternal
and éxternal costs, nor do the%/ calculate
the Iifetime costs of poor health habits.

METHODS ‘e
External Coots and Their Estimation

We illustrate our conceptual frame-
work in terms of smoking, but the same

prrncrples apply to o0r analyses of

Taﬁtleg 1 rllustrates the division be-

smoi In_the case of alcohol abuse,
wealso consrderthe costs of motor-vehi-
cle accidents and criminal | ustrce
One goal of an economically efficient
tax on smoking or tobacco is to have the
smoker bear the costs that he imposes
on other% when decrarnrtr whether or
how much to smoke. Costs Imposed on
other famrlr{ members, however, are
difficult to classify as internal or exter-
nal because It 1S not clear whether those
coats would, inany event, be taken into
gccount b¥ the smoker. If they woulrt
e, then they are Internal costs. A
thngh our hase-case estimates clﬁssrf?/

such costs as Internal, we show the e
ect of tre?trn certain o /sts borne by
ot er family members as c/.temal.

Asrm eexa ZEle thatconsrdersonly
medical costs may clarify the division
petween rnternal and xternal cost
Suppose a worker h asagroug health
rnsurance olrcy that pays 75% of his
br s, and suppose that smokrn
cr%arettes r ayrarses med r

med r
apac
cal bills eamountt ewor

er pays, ), IS a
component of rnternal costs Because

n the rnterna and external costs of

In other ways that affect the various
components of cost such as medical ex-
penses. For example, according to the
-1983 National Health Interview Surveg
HIS), those Who never smoke are 1
rmes lore likely than current smokers
toh'ave more than a high school educa-
tion. Rather, we contr st smokers to
hypothetrcal group of “nonsmoking
smokers,” peoBIe who are Iike smokers
In age, sex, education, drrnkrng habits,
and several other WaKS described here-
n, exceP have never
msoked! b test how sensrtrve our esti-
mates are to differences between smok-
Ing and not smoking, however, we also
contrast medical and other 'costs of
smokers to those of actual nonsmokers.
Our methods estimate Irfetrme Costs
b% trackrnﬁ exgendrtures or two hypo
thetical cohorts of men and women from
Years to death. One cohort
o es he other does not. We develop
e tabfes for each cohort showing the
Pro a rrtré of surviving to each” age
rom age 20 years. These tables come
from applying estimates of the r Ifrtrve
rrsk ofsmokr gto the 1980 life tables of
OtP tion." Relative risk was
estrmated Pyrng the 1984 Centers
forDrsease ontrol health risk apprais-
al program* to the ever smo ers rn our
samEIe twice—once with their actual
smo rng status and once with their
smoki Og status changed to "never
smoke
In Judging any policy that has long
term effects, it IS important to discount
future costs, thereby making costs that
oceur at different times commensurate.
A dollar received today IS wort more
thanadollarrecerved 15years from now
even wrthout inflation).”A current dol-
r can be inves ed and earn rntereft 30
that at the end of 15 years it will be
worth more than $2 (at 5%). because the
proRer rate ofdiscount is controversjal
we have computed results for rates that
span the range between 0% ana Ott.
The expected net external costs per
pack are the sum ofthe Immediate costs

SmTax—Manning ¢
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o pack and the cumulating lif™ e
osts per pack. We assume"that the
rusts of fires, motor-vehicle accidents,
and criminal justice are immediate; Ie,
each cigarette or ounce; of ethanol has a
certain probability of causing such costs
In the immediate Perrod after purchage,
but once the cigarette is smoKed of the
alcohol consuméd, the probability drops
quickly to zero.” For stich costs, we r
vide estimated national annual costs by
the annual packs (or excessounces). The
cumulative net lifetime external costs
are given by the following:

V-5 X AU O

%

P 2 5-a x PtAXH)tx CXH)r
where 5 indicates the annual discount
factor (Lt1+rj) 1f r is the discount rate;
P‘KA H), the probability of surviving
from age 20 years to at €ast age tyears;
condrtronal on smokrng C(/f), the annu
al costs mrnus tax l& remrums or

mo er ﬁ’L roba-
|rtyo survr a ars 0]
at least age t e rs condi trona on not
smoking; 4 Vitf), .the annual costs
Minus faxes and premiums for smokers
ofa ﬁlet ears If they had never smoked.
te xterna co ts come from collec-
fivel Y financed programs, including
health insurance, pensions, sick |eave,
disability rnsurance and group life in-
surance. These programs are financed
P taxes and premitims that do not dif-
rentiate between smokers and non
smokers, ~ Because _smokers _ have
shorter |ife expectancies, they will Pay
less of the taxes and premiums t at f
nance these Program Th simplify the
calculation of how much smokers and
nonsmokers pay annually to finance
these ﬁrograms we assume that each
8\/ h/St %same groportron of earnings,
ere the proportion IS ust enough 0
finance these programs. Te Iscount-

ed, expected lifetime costs per pack are:

caIcuIated by dividing the lifetime costs
r¥r he exoected number of packs
stoked inalifetime.

In estimating the external costs of
smoking and drinking, we relied on self-
reported consumption. Because peaple
underreport their consumption, we
have cofrected for the différence be-
tween actual and re orf(ed use. The re--

ported number of Bac S per darr Was-
multhhe bd/ 15, and rerforéed alcohol. :
cons mptro Was multiplied by
Our f rgures for pensron income have '
been orrected for a- 21% rate of
underre ortrn

ure trmat sare based on data from
a number of source The primary
source for those under age 60 Xears IS
The RAND Corporatrons Health In-
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Table2 —Extema) Costs per Pack of Cigarettes*
Qlacount Rats
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e 0% af o0
Resrarrentpenuonr 18 04 -002
r Dffercedboeogas § 13 006 b7
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surance Experrment (HIE), taecau £ o
its detailed Information regardin

Its and the megdical reasons for th utr |-
zation of medrcal carel* Because per
sonsa%e 62%earsoro dergtthetrmeo
enro ent were excluded from the

X H E sample of 5809 persons, we used
* (lata regardrng Persons greater than,

6 NS e nlmation r

ganlihg.health habit3, health care use
and work [oss, in a sample 0224 [)
sons. In addjtion, we compared the
NHIS results for noneldel ersons
*with those from the HIE. We have in-
fiated alLcost data to 1986 dollars using
the consumer price index. .

We estimated drfferences in spendrng
for medical care servi es] between th ose
with and wjthout each-habit. Such dj
ferences,.of course, may or may not e
- caused by. the habit. We addressed this
" ambiquity In two ways, First, we con-
trolled for the confounding characteris-
tics described In the next section. Sec-
ond, although our hase-case estimates
include all medical services except ma-

. ternrt}/ services and well care, weexam-
Ined their sensitivity to consrderrn%
only costs that arise from diagnose

thought to be directly related to Smok-
rngand excessive drinking, sych as can-
cerofthe lung and crrrhosrs ofthe liver.

In addition” to_medical expense, we
estrmated the difference in d P{s lost
rom work between persons with
wrthout gach habrﬁ controll rng for the
con oundr tgvarrab esdescribe herern
The co lec vey financed cost of da¥
lost from work was computed b)(
plying the daily wage by 0.38, the em-
ployers” average share of the cost of
work loss through covered sick leave. 1l

When estimating the cost ofdrrnkrn%
we controlled for smoking status, and
conversely Had we-not done so, we
would have attrihuted some of the coatg
of smoking to drinking If smokers ten
to drink heavily. We Classified persons
as former cigarette smokers,, current
clgarette smokers, currentprpeorcrgar
smokers, and never smokers ehsed on
their responses to a smoking |story
questionnaire filled out af the time of
enrollment In the study. We clasirfred
persons as abstainers formerdrrn ers
and current drinkers based on respons-
es to the same uestronnarre We col-
lapsed Information regnr Jing t e cur-
rent drinkers' consumption™ of beer,
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wine andsprrrtsrntoasrn?Ie variable-
monthIchtohnsurnptront 0 ehanol |r%
ounces.” Within the. categary of curren
drinkers, heavy Hrrnﬁerg rtelude those
who report an average of two qr more
drinks daily (five or more actual drinks
d ally, with allowance, for underreport-

ing). Because light drinking may not be
harmful, we calCulate the cst per ounce
in excess of two reported drinks per
day.a" Thus, the drinking analogue of
nonsmokmg ‘'smokers are” “controlled"
heavy drinkers: ie, we estimate the ef-
fect 1" hypothetically reducing the con-
sumption of those with morethan two
rePorted drinks per day to two reported
drinks per day.

Our base-case analysis also controlled.

for health insurance overarT;e a%e SeX,
race, education, the use of seat belts,
family income, exercise, seff-assessed
measures of physical, mental, and gen-
eral health, and tamrlzsrze We included
education and seat helt use to measure
attrtudes that may differ between those
with varyi f? health habrts—attrtudes
that may affe

smoking and drinking.

Pensions and Other Costs

In addition to the costs of medical care
and work loss, we calculated the other

ct work Jobs and use of
medrca services, independently of

smo rnP 0J drun e
- ess It IS often necessary, |mprcrtlrfor

components of cost shown in Table 1
Data re?ardmg pension and disability
Ea ments b a%]e se>& and e ucatrP
i tus come’from the Current Popula
tion Survey. That survey-Is also the
source of eamings,data which we useto
calculate taxes to finance the programs
QOur estimate of annual propery loss
* from fires that are assocra‘e with crg
rette smoking Is S340 million (in 1986
doIIarsg Because of fire-insurance, we
have assumed these, costs are entirely

"~ external, hut our estimates are not sen-

sitive to this assumPtron

Our estimates of certain annual ex-
temaI costs of alcohol abuse are as fol-'
lows: gropert damage. from motor-ve-
hrele ccidents, S3.G hillion, and from
fires, $507 million: criminaljustice, S3,1
Prllron and social progrartns $54' mil-

It is extremely difficult, and to some
distastefu], to pl ceadollarvalue onthe
" innocent lives Tost due to frres passive

k driving. Neverthe-

hcrtly, {0 place a valie mn lives Jost"
when'judging the merits of alternative
pob cres for example, policies leading to
air pollution control or mcreased allfo-
mobile safety, For this analysis, we in-
' ciude an ex ||crt value for the lost lives
to avoid the systematic undereountm%
ofthe costs o Society that would occuri
* Wwe included only the differences in use
ofmedical care, Sick leave, etc. m
b define a value for innocent lives
lost because of fires, passrve smoking
nd drunk drrvrnﬁ we used a met had
ased on the willingness tq Pa for
small chan ein the probabrlrsy ofsur
viving.: Th rsyre savaueof 6G mil-
lion per life (around $10 per hour, usrnq
gears of lifeexpectancy discounted a
%), considerably more than the value
of lost_earnings, We believe earnings
are an rnapproPrr te measrf]re ofth {)val
Ue oflife, I part, because they attribute
a rela}trvelly low value to those who are
out ahor force."

RESULTS
Smoking

External Costs Per Pack of C:. a*
rettes.—IT costs afe not discounteq
each acko %garet es increases medi-
cal costs b ut saves SL.S2 In
publicand prrvate pensions due toa 13-
mrnute reduction” In life _expectancy.

Overall, there rganet sayings of $0.41
per pack in undiscounted cdsts (Table

Results change markedlz I costs are
discounted at 5%, Jargely because pen
SI0N COStS change from -S1.52 (at 02
to -$0.24 ((jat %) per pack. Pension
are reeerve late inlife, S0 dis ountrng
dramatically decreases the differentia
between smokers and nonsmoking
smokers. Using a5% discount r.r e
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total external costa per pack are $0.15
and they rise to 02 per pack at a 10%
drscoun rate. marn re]ason these
resuts are so muc lower than, for ex-

am(ﬁ]e the estrmate from the Office of

nology Assessment of $2,17 per
pack unpublrshed data, 1985) is our
exclusion of changes n lifetime eam-
rngs from smoking, which are internal

%ensrtrvrty of Costs to Assump-
tions.—Cledrly, the magnitude of any
subsidy from nonsmokers to smokers rs
sensitive to the discount rate esgecra ly
below 5% (Figure). Table 3 shows the
effect of varying’ other assumptions.
For comparison,” the first column  re-
Beats the results from Table 2 for a 5%
Iscount rate. To test how sensitjve the
results are to the data source selected,
we used NHIS data toryoun as well as
old persons (Tahle 3, cofumn2). Medrca
costs per pack do not change, but cov
ered sick leave costs rise t0 $0.05
gac an the total net COStS rrse from

1510 $0.20 per pack.

b test how sensitive the results are
to different assumptions about how
smokrng affects health, we contrast
smokers with actual never smokers
ratherthan nonsmokrn? smokers (Tabl e
3, column 32 The resuy ts are reIatrve XV
Insensitive to this modification also; e
ternal costs rise to $0.28 per pack. This
figure probab|¥ overstates the true
costs because Jt treats all the drfferences
between smokers and never Smokers,
except wa ﬁs as causaII?/ relateq t0
smoking, Whereas smokers maZ ave
different patterns of medical use and
retirement for reasons unrelated to
smokrn? As another test, we restricted
rrnoedrcat rcgstshtto tttaosee arresrnt trong drag

ses thou rela
he Th habr%s medical costs fell $%11

able 3, column 4). The estimates de-

£
gcrrbed herein assted that a cohort of.

nonsmokrn%smokers would retire In a
manner similar to people who never
smoked. However, We also computed
effects on taxes and pensions, assuming
that the pattern of retrement among
nonsmoking smokers would be the samé
as amonq Smokers; ie, quitting would
not affect age of retrrement able 3,
column 4).
tions leads to a_ lower boundary of
$0 15 (at ah% drscount rate) on Costs

FrnaII%/ the last column in Table 3
gives to a costs: that is, rtrncludes the
portrono costs that are financed %/
Person It oes not, however, in ude
he costs of premature mortality and
suffering, which 1swhy a questionmark
aglg)ears In the lower right comer of the

Other Costs of Smoking.—Our esti-
mates of the costs of smoking in Table 2
do not include the adverse effects of

ombining these agsump--

Table 4. —Exteral Costs ol Heavy Onnkers per Excess Qunoe*

T

gl]

J

passjve. smokrn? on those outside the
smokers family. Passive smoking
causes an estimated 240%I ? cancer
eats per gear and it has_also been
linked to re uced | ung functron among
children of smok ers Hg \HCI enc
ofrespiratory problems for childrenan
others, as WeII as the displeasure of con-
umrnq unwanted cigarette smoke."
Most these costs are Wrthrn the famjly
and are internal or external costs de-
pendrn? on the extent to wnich the
smoker considers the welfare of others
In his famrlrr when he smokes. The frrI;
res, In Table 2 assume that such cos
are internal. If, however, we treat the
COStS of the 2400 deaths as enfirely ex-
ternal and se an estimate ofwrllrngness
Ir)a for, owermortalrt 1516
er re externa 0Sts per pack
wou rise §0
Because deaths in smoking-related
fires are also almost entrrelK within the
family, we have treated the costs as
internal and did not inglude them in our
estimates. However If we were to treat
the costs_of. such deaths as external
some bQ0 oeople in 1984 (J. Hall, oral
communication, Aug 13, 1987), “we
would increase the external costs of cig-
arettes by $0.09 per rz)ack orcigarettes,
The smoker losos 28 discounted min-
utes of life exRectancy (ata 5% discount
rate) for each pack smoked (Table 2)
which accounts for $0.93 of discounted
Wa es (many of the lost minutes gccur
nen not working). Using our estimat-
ed wrlIrngness to Ray for Iowermortalrtx
0f$10 per hour, the 28 minutes Is wort
aPorOXématel '$5. Although we consid-
b an Internal cost, 1t may none-
theless be relevant to an economically
Ff{rcrent tax, a point we will come to
ater
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Heavy Drinkin
External l\ﬂedrcal and Pension
Costs Ber Excess Ounce of Alcohol.—
Using undiscounted values, each excess
ounce of alcohol, e, those consumed in
excess of two reported drinks per da¥
has external medical and pension costs
0 % .63 and causes a loss of 20 minutes
of life_expectancy (Table 4, column la)1
At a 5% discount rate, external medical
an ensron COStS Eer excess, ounce fall
.20, In contraSt to smoking, heavy
drrnkr /grncreases all categories ofcosts
Eat a 5% (liscount rate), even pensions,
ecause t]he lar He e fects ofearly r trre
ment which triggers pension and dis-
aPr rt¥ 8 }/]ments outwe O%h the shorter
kers. At a 10% rate of dis-
%ount medical and pension costs fall to
er excess qunce.
Bef re discussing the other costs of
drin rngshown In Table 4, we describe
the sensitivity of our estimates of medi-
cal and pension costs_to different as-

sumptions (Table 5)( For convenience,

the first column of Tahle 5 repeats the
results from Table 4 for a 5% discount
rate. Medical and pension costs are not
sensitive to the source of data (Table 5,
column 2), nor do they change much if
we compare heavy drifkers With actual
abstainers and Irght drinkers, rather
than hyBothetrca controlled drinkers
(cutting back to tworeported drinks per
dlay among those consuming more than
that amount) (Table 5, column 3), nor do
they change when drinking Is not treat-
d a? a cayse of disability retirement
Tanleo, column4),

Restricting medical costs to those
arrsrng from™diagnoses thought to be
related to poor health habits makes vir-
tuaII?/ no difference to our estimates
(Table 5, column 4), implying that the

SinTax—Manning atat 1607
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Table 6.—Sensitivity ot Medical and Pension Costs (in 1966 DoUart) par Excess Ounce ot Ethanol to

Assumptions, 5% Dieooum Rate

AbtData From

Base Notaarel Heallth Loner Total
Costs Caae™  IntervievSurvey Drlrters Boundt  Coats*
Medical and permon asts, S
. Vedical careperecesssare's 0.10 0.11 007 on 0.16
Sice lae 0.6 1 0.10 0.6 0.13
Group telneurane 0.2 0.00 0. 0.2 0.2
Nursinghome 1 1 -oot 1 1
Retirerent pereianl 0.08 0.6 -0.15 0.06 0.08
Taxeson euragi. S -0.08 -0.06 -0.14* 0.8 -0.64>>
Netnedical and p#‘imcmamr
EX0eSS QUCE, 1 028 023 020 0.15 7
Ufaeqectancyatage 20y per
EXCESS QUNCE, MIN -8

| | %&WWWW

ety Wl and dental care
.00b.
A oSl ebdal liogk cki
fig Ings.

medrcal costs shown |n the first column
are arg g ue to | erencesrn medical
use that are related to habits. In con-
trast, the external costs. of smoking are
sensitive to the definition of relevant
medical costs, sugdestrn tat the
broader definition 0f smo mg ectﬁ
may overstate medical costs and tota
external costs.
Other External Costs.—Although
our estimates include the additional
probabjlity that a drinker will be killed
In a trafficaccident, they do not account
for the deaths of innocent bystanders
and nondrrnkrng passengers in such ac-
cidents. The Départment of Transpor-
tatron estrmates that about 7400 of the
Peo ple who died n alcohol-relat-
ed tra Ic accidents in_1985- were not
drinking.1 Based n awrllrnﬁness to pay
fora human r e of $1.66 miflion and the
estrmate volume of drinking from the
83 NHIS. the value of the 7400 lost
Irves 15$0.58 per excess ounce of ethanol
Table 4, bottom). This figure is low
8c|ause it étoesﬁnot mcludte mfedrcal dis-
ability, and suffering costs of survivin
nond¥ vrctrmg ? fcohotjrelateg
accrdents nthe other hand, the figure
15 high to the extent that not all drink-
IncgohelfitEd accidents are caused by

[n addition, there are annually $7.2
billion of other corts described prevr-
ously herern prrncrpally costs of the
criminal justrce SY em"and property
damage in alcohot-related mgtor -vehi-
gle accidents. These costs add another

0.35 perexcess ounce.

Sensitivity ol Results

Although $0.15 per pack of cigarettes
and %1 19 per excess ounce ofalcohol are
our est estimates of the external eco-

«e it

s PR

nomrc COStS ofsmokrn% and heavy drink-
? the values are se srtrve to four fac-
tors: discount rate, value assigned to
lives ioBtin drunk driving-related accr
dents, amount of underreportrn%
treatment of persons who die 0f Causes
related to Ioassrve smoking and fires.
Discount Rate.—The sensitivity to
the discount rate is more rt)ronounced
Wrth smoking, where the es rmated ex-
.temal costfs would be almost$0 20 lower
er pack If we used a 3% rather than a
% discount. Thesensrtrvrtyofdrrnkrng
costi to drscountrno IS much less. F
smoking, consumpion starts early, but
deaths come much later than in the case
of drinking. The shorter the time be-
tween consu gtron and death, the less
sensitive estimates are 10
drscountm\9
Dollar Value of Life.—Because the
assumed value oflife Is on the low end of
estimated values, our estimates of
drinking costs are conservative.
Underreporting—Assuming  that
the reported level of consumption were
closerto the actual level ofconsum tion
would raise our estimates of the exter-
nal cost, because we would inflate the
level of reported packs and ounces by a
smaller factor when comp utrnq costs
Bver pack and ounce. For examP
eassume resoondents reported 60h
therractueh cohol consumptron w
would ave multiplied Teporte
ounces b 167 (100/60) rather than 2.5
100/40) to esérmate actual ounces, and
he estimated cost per excess ounce
would beSO%S ( 1= 15)h|9her n
the case 0 alg ho our cost est mate IS
conservatrve ecauset e4 % figure we
se |s at]the ow end of the estimates
oun Inthe literature.*
Within-Ramily Cost* —We ignored

. smo er,
- nalwould more t

pS™

(

costs of $0.23 per pack associated with
Jeaths caused.by passive smokmg and
Ires because we assumed they were In
the fam Il and taken into account by the
efiningthese costs as exter-
andouble our estimat-
ed external cost ofsmoking.

QOur estimates are relatively insensi-
tive to otherassum tions. Because the
external costs of drnkrnq are ommat
ed by costs associated with drunk driv-
Ing, Such costs are reIatrveIK Insensitive
to"discounting (tFrgure) The choice of
data used to estinate effects (HIE vs
NHIS) has little effect on the results.

Our estimates of the external costs of
alcohol were made erexcess ounce, but
EXCISe taxes apE per ounce, not per
excess ounce. Forty percent of. total
consumption re resen S 0UNCES in ex-
cess of two reported drinks per day (five
actual drinks per day, given our esti-
mate, of underreporting). To convert
our figures erechss ounce to figures
8ero nee, one should multiply the bg

-0.4, reducing the estimated cost 0f$1.1

per excess otince to $0.48 per ounce,

Our estimate of the external cost of
smokrng $0.15 per pack, IS WeII below
the cur ent avera gstatg Uplus ederal
excise and saest Xes 0 er ac

32 of the $0.37 are excise taxes) x*
owever the 0.37 tax rate approxi-
mate¥ uas the estimated external
cost 01 $0.38 If we Were to treat all lives
lost to gassrve smok mg and fires as ex-
ternal Costs. By contrast, our estimate
of the external cost of alcohol, $0.48 per
ounce, 1s well above the current average
state lus federal) excise and sales tax-
0.23 per ounce.lL (The averag.
excise tax Is taken across distilled spir-
Its, wine, and beer where the excise
taxes are $0.25, S0.03. and $3.09 per
ounce of ethanal, res ectrvely[) Thus,
smokers probabl¥ pay enough' taxes to
cover the net costs thiej impose on oth-
ers, but heavy drinkers do not.

We noted IN the introduction that eco-
nomically efficient excise taxes should
at_least ‘cover external costs. By this
criterion, taxes on alcohol are tod low;
whether cigarette taxes are. hir,
enougn de enas on ones aP praisal
three” oth er arguments for axatron .
cigarettes and alcohol. (Each of th"se
arguments would further strengthen
the case for i mcreasrng alcohol taxegs.

The first argument takes cognrza e
of the re%ret xpressed by most smok-
ers and their attempts to quit. Smoking
tends to start in adolescence or. early
adulthood, at a time when individuals
are not well informed and may not ap-
Precrate the consequences of their ac-
lons.” Cigarettes (ang.alcohol) are ad-
dictive, so1t1smore difficult to quit than
to avoid starting the habit. Because
over85% of smokers begin smokmg be-
ore age 20 years” anti"some evidence

5
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r20 years of ade who smoke is sen-

-ur%gesta that the gpro|>ortron of Cnose

. bootlegging across state lines,

T

sitive to taxes,3" Aigher taxes may de-
crease the pumber of individuals who
become addicted.

Some ma¥see thrsar?umentas ater
nalistic, but It Is not g
tastes of the individual at mptrng to
uit; those taftes arguably deternfine
the.economical Iyeffrcrentt X. It eloss
Inlife expectancy 0f28 minyges pe (p %ck
IS relevant to economic effic
cause of later regret an econ mrcallg
efficient tax would be on the order of3
per pack, the estimated value of the 28
minutes.
A second and related reason to tax
crgarettes Is thal many adults do not
recrate the risks. Desprte the warn
”d% abels on cigarettes, 20% to 25% of
tsmo erss the)(]do .not nowthe
rsks of smoking 3A her tax would
deter Initiation o smokrng thus com-
pensatrng forany undervalued risk.

A third reason to txx addictive com
modlities Is that such taxes are likely to
lead to a relatively small change in”be-
havror among thase aread addicted.

pep for”example, there Were no
ral costs, no xﬁrorance and no re-
retassocrated with smoking. From the
oint of view of rarsrng reve ue |t ma
still be Wrse to tax qg rettes b p}sg
13 preferable to tax 1tems for whic
havior does nof change; there is less
indyced inefficiency.3” This argument
could also gustrfy higher cigarette taxes
than at present
Desprte the uncertﬁrntres su 1ound
mgou estimates, In the case of alcoho
the difference between the ﬁctual tax
and external costs is s Iarge that, Inour
VIEW, astrong case can be made for an
increase In federal alcohol taxes. The
tax Increase should occur at the federal
evel not the state level to_prevent
e caseTl
Is especially trong for rarsranr taxes on
beer and viine, which, as noted previ-
ous %herern are much Iowert Der ounce
of ethanol) than t%xes on dis |||eds
Its. Strategies such as banning.adve trs '
Ing or promotrng negatrve advertrsrng
ma%be]com plementary.3
the degree that external costs of'
alcoho) abuse stem from people who-
drink in bars and restaurants and then
drive home whjle mtoxrcated there | |s a
case for an additional tax on alcohol sold
by the drrnk We have net tried to ascer-
tain w at rtron of external costs®
stem from o consumed inbars and'
restaurants relatrve to that consumed in

IdeaIIy society WouId tax drunk driv-
ers 10 force them to pay the external
costs of drunk driving rather than:tax
alc hoI Th some extent, socret)/ does so T
with fines, suspension of vrnq
censes, jall sentences and civil liabrlity.

JAMA. March 17. 1989-Vol 261. Na.1T
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However the present Ie%al system does
not make, nor could It reasonabl y make
drunk dhvers hear full the ext mal
costs of their actions, espyecra In those
cases where there is a Joss of innocent
lives.3 For example, liability insurance
partralh{ shields drunk drivers.

We close_ by considering two argu-
ments  against hgher excise taxes.
First, tobacco and alcohol taxes consti-
tute a larger proportron cfthe income of
the poor than of the well-to-do."4” How-
ever, alcohol and tobacco taxes each
supply 0 lhl 1%ottederal revenues. Asa
result, rather small changes mthe Indj-
vrdual income tax structu e could read!-
3/ compensate for the g fecto rncreased

XCISe taxes on the distribution of in
come, If that were deemed desirable.
Drinkers and smokers_ would still pay
more, but Iow Income individuals, ss a
group nee not ag ﬁ
Second, light drinkers may arque
that the |mpose ew or no external
cost% ért would unf a”MW a high
tax burden. There are fwo fesp onses
First, suppose that a given amount of
revenue to finance government expen-
diture must be raised from various tax-
es, mcludrng excise taxes onalcohol. As
agroup persons whose consumption of
aIcoho IS below the po ulation average
o 171 ortg drin sEover four actyal
drinks) Ber a will benefit from shift-
Ing more of th e tax burden to alcohol
taxes”and away rofm tother tjaxltes eg,
roll taxe act, of a us
Hrr k three?ourtrhsdrrnk[ess than
amount. Second, to the degree t at
higher taxes defer alcohol abuse, the
resulting decrease in external costs will
offset increases In the tax burden of
Ight drinkers. .

Because excise taxes must be Bropor
tional 10 consumptron and because the
external costs of smoking and drinking

e not prop rtional to” consumption

there will not be, In practice, a ta that
does not leave. someone subsrdrzrng
ﬁomeon else. The task of etermrnrnd

owsuc subsrdreswrll Ip] falls to oy
political Institutions. We hope our esti-
mates- contribute to more informed

decisions.
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Tobacco, alcohol

and the price paid

A new RAND Corp. study provides a novel
examination of the consequences for society of
tobacco and alcohol. The study found that smokers, in
a macabre sort of way, pay for the social costs of their
habit. Drinkers, on the other hand, cost society much
more than they pay in alcohol taxes.

From the study’s conclusions, one could construe
that smokers are doing the rest of society a favor —
dying, as they do, prematurely and thus not collecting
pensions and Social Security. This scenario has 1
quicker-dying smokers subsidizing the pensions and
nursing-home care of longer-living nonsmokers.

But don't rush out and hug the next smoker you
see. For the study gives little weight to other, less
obvious costs of smoking. The costs to society — the
health woes of "passive smokers" and lost ,
productivity from smokers who, studies show, stay |
home sick more often than nonsmokers — are
substantial. In addition, the simple nuisance of
cigarette smoke to others probably has no
measurcable economic value — but takes a toll
psychologically.

Regarding alcohol, the case is clear: Drinking
extracts a huge price from drinkers and others. The
costs of higher health and disability insurance
premiums and damage to innocent victims of drunken
drivers dwarf the amount drinkers pay in alcohol
taxes. In fact, the RAND study says, alcohol taxes
would need to be at least doubled before they would
cover those costs.

The study will likely lend support to efforts to
raise alcohol taxes — but a more attractive
consequence would be if it provides a boost to the
struggle against alcohol abuse. The personal and
family toll taken by alcohol abuse have long been
recognized. And a demonstration of just how
financially costly the problem is to the rest of society
adds more compelling reasons why the struggle is not
in vain.

—
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HISTORY OF EXCISE TAX ON INTOXICATING LIQUOR

IN THE TERRITORY AND STATE OF ALASKA

The liqguor excise tax is levied on every brewer, distiller,
bottler, jobber, retailer, w holesaler or manufacturer who sells
or consigns for shipment into Alaska intoxicating ligquor. All
except the retailer, who has secondary liability, are
considered primarily responsible for the tax payment. The rate
of the tax is 955 per wine gallon of wine or other liguor
having no more than 21 per cent alcohol by volume , and

per wine gallon of liquor having greater than 21 per cent
alcohol by volume.

Those liable for the Alaska tax are required to make monthly
statements and payments to the Commissioner of Revenue, who is
responsible for the administration of the liguor tax. There
are no exemptions, as such, in the tax law , but a tax credit is
allowed for any liqguor sold to authorized beverage dispensers,
such as a post exchange, on m ilitary or governmental
reservations. N ational Guard wunits not on active duty and
civilian clubs Jlocated on federal reservations are required to

pay the tax (1960 Opinions of the Attorney General No. 16).

HISTORICAL AND LEGAL BACKGROUND

The first liquor excise tax was enacted by the Territory of
Alaska in 1933. This was a 5£ per gallon levy on 3.2 beer and
wine. In 1937 the tax was broadened and the rates raised.

The 1937 rates were 5zf per gallons of beer. 15£ per gallon of

wine, and 50jzf per gallon of liquor.

The 1945 tax raised the tax on liquor to $1.60 per gallon.

The 1947 rates were: 10fi per wine gallons of malt beverages
with at least one per cent alcoholic content, 25 per wine

gallon wine or other ligqguor having no more than 21 per cent
alcohol by volume and $3.00 per wine gallon of liquor having
greater than 21 per cent alcohol by volume.

The 1957 amendment increased the 1945 tax rates to 25£ for malt
beverages, 50£ for wine or other liguor having an alcoholic
content of 21 per cent or less by volume, and $3.50 for liquor

with more than 21 per cent alcohol.

H -tS -rv AV 0O F TA Y F 3 [ |



HISTORY OF EXCISE TAX ON INTOXICATING LIQUOR

IN THE TERRITORY AND STATE OF ALASKA
(continued)

The 1961 amendment increased the 1957 tax rates to 60jzf for wine

or other ligquor having an alcoholic content of 21 per cent of
less by volume, and $4.00 for Jliqguor with more than 21 per cent
alcohol.

The 1933 amendment increased the tax rates to 350 a gallon on

ralt beverages. 850 a gallon on wine or liquor having an
alcoholic content of 21 per cent or Jless by volume, and $5.60
for liqguor with more than 21 per cent alcohol.
nor? m2-0*
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Prepared by:

Department of Revenue

Income & Excise Audit

April 10, 1989
W tr""6JAR0NCS N eBlev” A1, T3S?1"eAU9I,St,e 1983 L1lguOr H -00 t0 $5-60'
#gjuor 1981-82 1982-83 1983-84* 1984-85 1985-86
Volume 85,258,552 82,220,299 $7,436,207 $7,546,817 $6,960,890
(Wine Gallons) ’ ’ ’ ’ 1,404,777 1,347,646 1,243,016
Wine
Tax
Volume ’ 202’22; $ 837,069 $1,253,169 $1,396,303 $1,348,944
1,343,7 1,395,116 1,518,110 1,642,709 1.586.993
Beer
Tax
Volune 52,980,287 $3,302,614  $4,706,163 $4,865,060 4,851,902
*Year the tax changed. Because two tax rates are Included In thic war fh<
dollar -

amount cannot be found by multiplying gallons by the rate.



SUMMARY
OF ESTIMATED ALCOHOL/DRUG RELATED COSTS
TO ALASKANS

STATE COSTS: AMOUNT:

ASSISTANCE PAYMENTS: $ 14,731,829
SOCIAL SERVICES: 30,107,726
CRIMINAL JUSTICE SYSTEM: 130,441,069
DEPARTMENT OF PUBLIC SAFETY: 20,578,163
STATE HEALTH/MEDICAL CARE: 3,842,490
TOTAL STATE COSTS : $ 199,701,277

NET REVENUE TO STATE:
Licensure Fees and Taxation $ 14,871,860

TOTAL COSTS LESS REVENUES: $184,829,417

The State Spends $13.42 in Services/Costs for Each
$1.00 of Revenue Collected for Alcoholic Beverages.

COST TO RESIDENTS:

Lost Alaskan 1Income $ 40,804,800
Property Loss 36,752,917
Excess Medical Costs 16,567,798
TOTAL COSTS: $ 94,125,515

TOTAL COSTS TO THE
STATE AND RESIDENTS: $278,954,932

SOAI>A c¢c5~/VA?2/?/e/- Costs to A 1A sKAMS
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The Challenge of Providing
Health Care to Alaskans

A Report of the
Governor's Interim Commission on Health Care

September 1988

For further information contact:
Department of Health and Social Services

P.O. Box H
Juneau. Alaska 99811
(907) 465-3030
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issue immediately and submit proposed legisla-
tion to the Legislature.

Mandatory Insurance for

Substance Abuse and Mental Health

Findings

* Individuals should bear the cost of their mental
health and substance abuse treatment when
able io do so.

sEmployment-related insurance provides a
means by which people can assume more re-
sponsibility for their own care.

Recomme idation

The Commission supports the concept of
mandatory provision of inpatient and out-
patient substance abuse and mental health
treatment in employer-offered health insur-
ance packages.

1988 Legislative Update: The Legislature
passed two pieces of legislation that go a great
distance toward implementing this recommenda-
tion. Senate bill 363 (Chapter 150 SLA 1988J
requires that group health insurance policies
include coverage ofsubstance abuse treatment.
Senate Bill 67 required group health insurance
policies to include coverage of mental health
treatment. Governor Cowper vetoed this legisla-
tion, citing the additional expense to employers
and the potential that some employers would
drop healti' coverage altogether.

Like other health care, substance abuse care
and mental health treatment are the responsibility
of the individual and family first, and the respon-
sibility of the community, including employers,
second. For this reason, the state should require
individual and employer participation in financing
mental health and substance abuse treatment by
mandating its coverage in all employer-offered
health insurance packages. The package of ben-
efits and the level of coverage should reflect the
need for care across the continuum of services,
the types of providers available within the com-
munity, and the price of services. The package

should be developed by the Legislature and the
administration working closely with the business
sector to ensure that the health insurance pack-
age, including treatment for substance abuse and
mental health, is affordable.

Cost: Including these treatments in insurance
packages that currently do not cover them will
increase the price of insurance. The amount of
increase will depend on the level of coverage
mandated. Coverage requirements should provide
for a meaningful level of treatment without ser-
iously jeopardizing the affordability of health
insurance coverage. The state will face additional
costs to the extent that it must improve its own
group health insurance package.

Implementation: Legislation is required to
mandate the inclusion of substance abuse and
mental health treatment in group health insur-
ance. The Legislature should pass such legislation
at the earliest opportunity.

"By and large, a lot of medical conditions
which we treat in expensive acute-care
hospitals ... are related to a person’s
alcohol consumption.”

George Mundell,
State Office of
Alconol and Drug Abuse

Alcohol and Tobacco Taxation

Findings

» Alcohol and/or tobacco use can lead to numer-
ous health problems that increase the overall
cost of health care in Alaska.

1Consumption of alcohol and tobacco is price-
sensitive, especially among adolescents.

1Taxation of alcohol and tobacco discourages
the use of these products while increasing
revenues to government.

 Inequities exist in current state alcohol and
tobacco taxes. Wine and beer are not taxed
at the same rate as spirits; tobacco products
other than cigarettes are not taxed at all.

Chapter VI11



Recommendation

Taxes should be used to increase revenue and
decrease consumption of substances with
negative health consequences. The Commis-
sion recommends the following actions:

The state should raise the tax on beer and
wine to equal the tax on spirits;

the state should institute a tax on tobacco
products other than cigarettes; and

local governments that have not already
done so should be encouraged to tar tobac-
co and alcohol and dedicate the revenues
to specific health services.

1988 Legislative Update: Senate Bill 339
Chapter 125 SLA 1988) contains a provision
instituting an excise tax of 25 percent of the
wholesale price on tobacco products other than
cigarettes.

Taxing alcohol and tobacco products helps to
raise revenues while discouraging the consump-
tion of products that have a serious negative
impact on health. Both alcohol and tobacco are
associated with health problems that account
for substantial government health costs.

In recent years, consumers have shifted their
consumption of alcohol away from spirits (hard
liquor) and toward beer and wine. Yet spirits
currently are taxed at a higher level (based on
alcohol content). By equalizing the tax, the state
would discourage consumption of all alcohol
products to 'the same extent. Furthermore, evi-
dence suggests that use of alcohol among teen-
agers is extremely sensitive to price; therefore,
raising the tax on wine and beer could reduce
alcohol abuse among teenagers.

Currently, the state taxes cigarettes alone among
tobacco products. Yet the use of other tobacco
products, especially chewing tobacco, has in-
creased, and these other products also have
negative health consequences. The state should
discourage all tobacco use by taxing all tobacco
products.

Local taxation of tobacco and alcohol offers
municipalities a method of enhancing their fund-
ing of health services. Unlike the state, local
governments are not necessarily prohibited from

dedicating these revenues to health care; there-
fore, the communities can forge a direct link be-
tween the sale of products with harmful health
consequences and the level of health funding.

Cost: These proposals would produce increased
government revenues. Increasing the tax on beer
and wine would raise an estimated S3.5 million
annually, and the tax on tobacco products would
raise between $600,000 and $1 million.

Implementation: The Legislature should raise
the tax-on beer and wine and institute a tax on
tobacco products as soon as possible. Local
governments not already doing so should give
immediate consideration to taxing tobacco and
alcohol.

27.
Medicaid Coverage for

Prescription Drugs

Findings

» Alaska is the only state that does not cover
prescription drugs under Medicaid.

» General Relief Medical, funded entirely by the
state, pays for prescription drugs for Medicaid
recipients in Alaska.

» Adoption of the Medicaid prescription drug
option would save the state about $2 million
per year because of the federal matching funds
it would receive under the Medicaid program.
This change would not affect clients.

Recommendation

The state should adopt the Medicaid option
for coverage of prescription drugs.

1988 Legislative Update: A provision of |,
Senate Bill 255 (Chapter 120SLA 19881 adoptm
ed the Medicaid prescription drug option for i

one year.

Cost: Adopting the prescription drug option
should save the state approximately $10 million
over the next five years.

Implementation: The Legislature should adopt
the prescription drug option as soon as possible.

Sharing the Cost 47



COMMISSION MEMBERS AND STAFF

Members:

Rep. Mark Boyer, Fairbanks

Judy Bush, Fairbanks

Mim Dixon, Fairbanks

Rep. Johnny Ellis, Anchorage

Sister Barbara Haase, Ketchikan
Sen. Willie Hensley, Kotzebue
Sharon Jean, Soldotna, Chairperson
Sen. Lloyd'Jones, Ketchikan

Norma Lundy, Anchorage
Commissioner Myra Munson, DHSS
Tom Senter M.D., Anchorage, Vice-Chairperson

Staff:

Jay Livey, Special Assistant, Department of Health and Social Services (DHSS)
Lynn Hutton, Research Analyst, Division of Mental Health, DHSS
Dave Williams, Planning Section Chief, Division of Budget and Finance, DHSS

Writer:
Jonathan Sherwood

The Commission formed into two committees to consider specific issues and recommendations.
In addition to Commission members, each committee included a representative of the Medical
Care Advisory Committee (MCAC). These committees were as follows:

Committee on Long Term Care

Rep. Mark Boyer

Mim Dixon

Sen. Willie Hensley

Norma Lundy, Chairperson
Commissioner Myra Munson
Vance Sanders, MCAC

Committee on the Indigent and Medically Underserved

Judy Bush, Chairperson
Rep. Johnny Ellis

Sister Barbara Haase
Shawn Hadley M.D., MCAC
Sen. Lloyd Jones

Tom Senter M.D.
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FINANCEDIVISION

P.0.BOX WF
JUNEAU, ALASKA 99811

B.DEETANDALDTCOVMTTEE PHONE: (907)465-3795

MEMORANDUM

DATE: April 11, 1989

TO: Senator Johne Binkley, Co-Chairman
Senate Finance Committee
kl
FROM: Cameron Kashani, Fiscal AnalystO
Legislative Finance Division

SUBJ: Alcohol Tax

The general features of a sumptuary tax include efficiency, equity,
elasticity, administrative, compliance, and political considerations.
Excise taxes are not very elastic, especially with respect to alcoholic
beverages. Estimates of the price elasticities of demand for alcoholic
beverages are highly variable, with beer typically having the lowest
elasticity and wine having the highest. Since demand is price
responsive, excise taxes would reduce consumption, but at a marginal

rate.

Although sumptuary taxes are regressive, the primary goal of this
kind of taxation is to reduce use of alcohol and tobacco —
consequently, promoting equity by reducing the external costs that
users impose on others. Efficiency 1is also promoted through
additional revenues for external costs that otherwise would be
ignored by individuals who decide to use alcohol.

Alcoholic beverage taxes are being reduced to insignificance by
inflation. This trend will continue unless tax rates are either indexed
or adjusted for inflation through periodic legislative action. In
Alaska, the real tax burden on alcoholic beverages has fallen since
1961. The tax revisions made in 1983 did not compensate for
inflation erosion of the real value of the excise tax on alcoholic
beverages, since 1961, Anchorage CPI-U has increased by more than

200 percent.



Further inflation-induced erosion of these taxes can be Ilimited by
indexing the existing or proposed tax rates on Anchorage CPI-U or
employing ad valorem tax rate(a tax on the dollar value of retail or
wholesales of alcoholic beverages) instead of per unit taxes.

Note that indexation would not increase the prices of taxed products
relative to the average of other prices and money income.



STATE OF ALASKA BILL VERSION: SB 253

1989 LEGISLATIVE SESSION PUBLISH DATE: 3/31/89
FISCAL NOTE

REQUEST:

Revision Date: Agency Affected: Revenue

Tltle:State and municipal taxation of BRU: Income & Excise Audit

alcoholic beverages & tobacco products

Sponsor: Finance Components: Operating

Requestor: Finance Committee

EXPENDITURES/REVENUES: (Thousands of Dollars) -~

1 1 FY 90 1 FY 91 1 FY 92 I FY 93 1 FY 94 1 FY 95
1 OPERATING 1 i | | 1 1
| PERSONAL SERVICES 1 o 1 o 1 O 1 0 | 0 ! 0
| TRAVEL I o 1 o 1 0 1 0 | o0 i 0
| CONTRACTUAL I 5.0 1 0 1 0 1 0 | o | .0
| SUPPLIES 1 o 1 o 1 0 1 0 | o 1 0
| EQUIPMENT i 0 ! 0 1 O 1 0 | 0 I 0
I LANDS & STRUCTURES 1 0 ! 0 1 0 1 0 1 0 1 0
! GRANTS, CLAIMS 1 o 1 0 1 0 1 0 1 0 1 0
1 MISCELLANEOUS 1 o 1 0 1 0 1 o | o [ O
1 TOTAL OPERATING ! 0 1 0 1 O 1 0 1 0 1 0
1 CAPITAL 1 0 1 0 1 0 1 0 1 0 1 0
1 REVENUE 115067.3 115067.3115067.3115067.3115067.3115067.3
FUNDING: (Thousands of Dollars)
| GENERAL FUND 1 0 1 0 1 0 1 0 1 0 1 0
| FEDERAL FUNDS 1 0 ! 0 1 0 1 0 1 0 i 0
| OTHER 1 o 1 0 1 0 ' o | 0 | ©
1 TOTAL 1 o 1 o 1 0 1 0 1 0 1 0
POSITIONS:
| FULL-TIME 1 0 1 0 0 1 0 1 0 1 0
| PART-TIME 1 0 1 0 1 o | o0 1 0
1 TEMPORARY 1 0 0 1 0 1 0 1 0
ANALYSIS: See attached.
Prepared Bv: Steven E. Kettel Phone: (907) 465-2320
Division: Income and Excise Audit Date: April 5. 1989
Approved by Commissioner: Hugh Malone Date: April 5. 1989
Agency: Department of Revenue

Legislative Sponsor Os/IGIs>#//1&1'1] alel ]

Requestor _c/ Y

Office of Management and Budget L -

Impacted Agency(les)
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Prepared by:

Steven E. Kettel

Income and Excise Audit Division
April 5, 1989

ANALYSIS

Section 1 and 2 provide that sales tax rate limitations Imposed upon
boroughs do not apply to taxes imposed on the sale of cigarettes and
tobacco products.

Section 3 increases the states additional cigarette tax levy from 5 1/2
mills (.0055) per cigarette to 15 mills C015) per cigarette. This
amounts to a tax increase of 19?1 per standard pack of cigarettes. When
coupled with the dedicated 2 1/2 mill cigarette tax at AS 43.50.090 the
total tax on cigarettes with this increase will be 17 1/2 mills (.0175)
or 350 per pack. Annual increase in tax estimated at $9,128.7.

Section 4 increased the alcohol beverage taxes at AS 43.60 as scheduled
below:

PRESENT
LIQUOR TYPE OLD RATE NEW RATE TAX COLLECTIONS SB 253 TOTAL
Mﬁlt Beverage 350/gal 650/gal 4,493.8 3,851.8 8,3"!,.6
Wine 850/gal $2.00/gal 1,217.8 1,647.5 2,865.3
Hard liquor $5.60/gal $6.00/gal 6,150.8 439.3 6,590.1
Totals 11,862.4 $5,938.6 $17,801.0
Section Cigarette tax 9,128.7
Fiscal Note Total Revenue 15.067.3

Contractural Costs $5.0

Passage of this legislation will require the Department to republish all
cigarette and alcohol excise tax returns, license applications, statute
and regulation booklets. Postage is r”~cessary to inform all taxpayers of
the changes.





