A Reasonable Compromise on HB 2461

Broad Public Support for Increased Beer Taxes to Fund Public Safety and
Drug and Alcohol Treatment

According to a February 2009 Moore Information poll, over 60 percent of Oregonians
favor increasing the beer and wine tax in order to ensure adequate funding for substance
abuse treatment and prevention programs.

This tax is supported in all regions of the state among Republicans, Democrats
and Independents alike.

A Reasonable Compromise that protects Oregon Craft Brewers

From the current tax of less than 1 cent per serving, the amendment:

« proposes a 1.5 cent tax per 12 oz serving for beer from small breweries
- All of Oregon's breweries qualify as small breweries (under 2,000,000
barrels produced annually).

« proposes a 7 cent tax per 12 oz serving for beer from big, out-of-state breweries
like ABInBev (formerly Anheuser Busch), MillerCoors, and Heineken
International.

« is fully vetted for Constitutional compliance by Legislative Counsel.
Since there's no state sales tax on beer in Oregon, Oregon consumers will still pay
lower state taxes on beer than residents of 40 other states.

For example, Minnesota puts a 2 cent state excise tax on a $4.00 pint of Widmer, and
adds another 32 cents in state sales taxes. On that same pint, our proposal calls for just
2 cents in state taxes - or 9 cents if it's a pint of Amstel Light.

Provides $85 million of dedicated funding for public safety and
alcohol and drug treatment

The proposed amendment would provide dedicated funding for the Oregon State Police
and prevention, treatment, and recovery programs.

Investing in substance abuse treatment and recovery works: for every dollar we spend
on treatment in Oregon, we save $5.60 in other costs (such as incarceration and health
care).

Helps avoid devastating public safety budget cuts by keeping our state troopers on the
road.



AR nabl mpromi n HB 2461
Myths and Facts

Myth: Due to distributor and retailer markups, consumers will pay 10 times the increase in the beer
tax

Enormous, exponential price increases make for scary soundbites, but such claims
plainly ignore basic economics and business principles - as well as past experience.

A far more reasonable prediction: beer prices will increase by the amount of the
tax, and probably by a little bit more - depending on what Oregonians are willing
to pay for their beer.

Real World Evidence Shows that a Similar Beer Tax Increase in Alaska Did Not
Result in Astronomical Price Increases
« A 2005 study by economist Donald Kenkel of Cornell University and the
National Bureau of Economic Research concluded that Alaska's 7 cent beer
tax increase on a 12 oz bottle increased the price of beer by about 14
cents on average - far from the astronomical 10-fold price increases
suggested by opponents of HB 2461.
o Source: http://www.aeaweb.org/annual_mtg_papers/2005/0107_1430_0703.pdf

Will distributors and retailers really stick to a fixed percentage margin to set
arbitrarily, exponentially inflated prices, even if doing so yielded them lower
profits?

« If distributors and retailers arbitrarily chose a percentage markup that
astronomically increased the cost of beer far beyond the actual cost of the
tax, then their sales volume would plummet.

« Exponentially inflating prices and selling less beer would make their real,
take-to-the-bank profits take a major hit, which just doesn't make
business sense. Alaska's experience suggests that they'll do exactly the
opposite.

Marking Up an Excise Tax is Not Inevitable or Required by Law

« Doing so would be a business decision made by distributors and retailers.

« Gas excise taxes, for example, are not marked up through the distribution
system; the supplier, distributor, and retailer simply pass along the cost of
the increased excise tax.

Myth: This proposal increases the tax on beer by an outrageous amount

The amendment calls for a very low rate of beer taxes for small breweries - only

1.5 cents per 12 oz serving, a fraction of a cent increase above our current beer
tax of less than a cent.


http://www.aeaweb.org/annual_mtg_papers/2005/0107_1430_0703.pdf

« All Oregon brewers are eligible for this low rate - among the lowest in the
nation - which helps them because many sell a large share of their beer in-
state.
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« A large portion of tax increase simply makes up for 32 years of lost value on a
1977 excise tax dollar. Had the rate simply kept pace with inflation, it would be
2.75 cents today.

« Put another way, large breweries like Budweiser and Coors, who have been selling
beer in Oregon since 1977, have seen their state excise tax burden remain
unchanged while inflation has pushed all other prices up by 252%.

Myth: This proposal is a tax only on Oregon brewers, or mostly on Oregon brewers. It will make
Oregon beer less competitive in other states.

All beer sold in Oregon is subject to the beer tax, and more than 80% of beer sold
in the state comes from big, out-of-state breweries.
« Distributors employed by the big out-of-state brewers are, and will be,
responsible for actually submitting the vast majority of excise tax
payments to the state.

Th X n I r n r sol f th

Myth: This proposal is unfair because it affects working people more than the wealthy

Alcoholism and drug addiction disproportionately affect working people, who don't
have access to expensive private treatment and rehab programs.

Higher income Oregonians consume more beer (and pay more beer taxes) than
lower income Oregonians.

« More than 70% of Oregonians making over $50,000 per year are drinkers;
less than 48% of Oregonians making less than $25,000 are drinkers
« Almost 52% of alcohol taxes are paid by Oregonians making over $50,000
per year
o Source: Department of Human Services, Addictions and Mental Health Division,
2009



Americans' spending on alcohol is very small and proportional to family income.

« Americans of all income levels only spend about 1% of our annual earnings

on alcohol
o Source: U.S. Bureau of Labor Statistics, Consumer Expenditures Survey, 2006

Myth: Setting a lower state excise tax rate for small brewery beer is an unconstitutional violation of
the Commerce Clause

Legislative Counsel issued an opinion on May 5th concluding that a lower rate of
state excise taxes for small breweries is constitutional under the Commerce

Clause.

« Since a lower tax rate would equally benefit small in-state and small out-
of-state breweries, a lower rate for small breweries would not have the
purpose or effect of favoring in-state products.

imilar r r f r exci xation for small breweri re on th k
in Alaska, Washin n, Montana, New Mexi Tex nd New York.
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But one fact remains. The state is still staring at a $3 billion budget hole to fill next year, and the Legislature will
need all the help it can get to make up for it. And perhaps it's a strong assumption, but the move is all but
guaranteed revenue. Oregonians love their beer, and it's likely they'll continue to buy it with or without the extra
tax - Eric Florip



MOORE INFORMATION

OpPINION RESEARCH ® STRATEGIC ANALYSIS

OREGON VOTERS (N=500)
February 18-19, 2009

Next, how concerned are you about substance abuse among youth and
adults, very concerned, fairly concerned, not too concerned, or not concerne
at all? By substance abuse, I mean abuse of alcohol and drugs.

very concerned 44%
fairly concerned 36%
Total very/fairly concerned 80%
Total not too/not concerned at all 19%
not too concerned 16%
not concerned at all 3%
don't know 1%

If it came down to a choice of cutting funding for substance abuse
treatment and prevention programs or increasing beer and wine taxes to
ensure those programs are adequately funded, which would you prefer?

cutting funding 29%
don’t know 7%
increasing beer and wine taxes 64%

Would you favor or oppose increasing the tax on beer and wine by ten cents
glass in order to ensure adequate funding is available for substance abuse
treatment and prevention programs? IF FAVOR/OPPOSE: Do you feel
strongly about that?

strongly favor 38%
favor 26%
Total favor 64%
don’t know 3%
Total oppose 33%
oppose 11%
strongly oppose 22%

)n political issues, do you consider yourself to be Conservative, Moderate, or
iberal? IF CONSERVATIVE: Are you very Conservative or somewhat
onservative?

very Conservative 19%
somewhat Conservative 20%
Total Conservative 40%
Moderate 30%
Liberal 25%
don‘t know 5%

Party registration (FROM LIST)

Republican 34%
Democrat 43%
Independent/other 23%
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Proposed Oregon Excise Tax Rates
These figures include both sales
taxes and excise taxes, and
reflects the total revenue
collected by the state on the sale When sales taxes are
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Alaska L No 0%
Wyoming . Yes 4%
New York . Yes 4%]| $0.12/qgallon tax in New York City
Missouri . Yes 4%
South Dakota . Yes 4%)

Even with a
substantially higher
state beer excise tax,
Oregon would still
effectively tax beer at a
lower rate than almost
every other state

Georgia . Yes 4% 0.53/aallon local tax
Louisiana . Yes 4% 0.048/gallon local tax
Wisconsin . Yes 5%
Yes (5%) on
Massachussetts A premise only 5%]|0.57% on private club sales

Alabama . Yes 4%]| $.052/gallon

Oklahoma . Yes 5%]|under 3.2% - 0.36/gallon; 13.5% on premise
Virginia . Yes 5%
North Carolina . Yes 4%
Utah I Yes 5%]over 3.2% sold through state store
Ohio . Yes 6%
Maine . Yes 5%]additional 5% on premise tax
Arizona . Yes 6%
Yes (6%) on
Kentucky . premise only 6%]|11% Wholesale tax
Pennsylvania . Yes 6%
Marvland . Yes 6%]|0.2333/qallon in Garrett Coutny
New Mexico . Yes 5%
Indiana . Yes 6%
Nebraska . Yes 6%
Idaho I Yes 6% over 4% .045/gallon
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West Virginia . Yes 6%
lowa . Yes 6%
Connecticut . Yes 6%
Michigan . Yes 6%
Arkansas . Yes 6%]|under 3.2% - 0.16/galllon; 0.008/gallon and 3% Off -10% on-premises
Vermont . Yes 6%]| 6% to 8% alcohol - 0.55: 10% on premise sales tax

lllinois . Yes 6%]0.16/gallon in Chicago and 0.06/gallon in Cook County

Texas . Yes 6%]over 4% - 0.196/aallon, 14% on premise and 0.05/drink on airline sales
Hawaii A Yes 4%|0.54/aallon draft beer

Nevada . Yes 7%
Rhode Island . Yes 7%]|0.04/case wholesale tax
Washington I Yes 7%]
New Jersev . Yes 7%
Tennessee . Yes 7%|17% Wholesale tax

Florida . Yes 6%] 2.67cent/120z on-premise retail tax
California I Yes 7%
Dist. Of Columb. . Yes 8%]| 8% off and 10% on premise sales tax
Mississippi . Yes 7%
South Carolina . Yes 6%
Kansas . Yes 8%]over 3.2% - {8% off and 10% on premise}. under 3.2% - 4.25% sales tax
Yes (9% on
Minnesota . alcohol) 9%]|under 3.2% - 0.077%/qallon, 9% sales tax on alcohol (6.5%+2.5%)
Median
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Neighboring State
Proposed Oregon Excise Tax Rates

Remember that excise tax rates don't include
sales taxes: even relatively high state excise taxes
don't translate to a high overall state tax on beer.

State Beer Excise Tax Rates Sorted from Lowest to Highest

Oregon has
one of the
lowest beer
excise taxes in Excise Tax plus

the nation - and Excise Tax  Excise Tax g o0 1a505  Sales Tax Sales Tax Appli
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0.020 [No 0.00%)
0.020 |Yes 5.60%)
0.020 |Yes 6.50%)
0.023 |Yes 5.50%)
0.023 |Yes 6.00%)
0.023 |No 8.00%| over 3.2% - {8% off and 10% on premise}. under 3.2% - 4.25% sales tax
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0.024
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0.050 4.50%]| under 3.2% - 0.36/gallon: 13.5% on premise
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