LIQUOR EXCISE TAX OPTION

Revenue Option:  Increase the state’s liquor tax rates.
Proposal:  There are two proposals to increase the state’s liquor tax rates.  The first proposal is to increase the liquor tax rates to cover safety education spending by the Colorado Department of Transportation.  This spending is $10,064,270 in FY 2007-08 and is anticipated to increase annually by the inflation rate.  After ten years, spending on an inflation-adjusted basis is expected to be $12 million and is anticipated to increase annually by the inflation rate.  The second proposal is to increase the liquor tax rates to the 50-state average tax rates.

Background:  Under the first proposal, the tax rates for beer, wine, and spirituous liquor would be increased by the same percentage.  Under the second proposal, the tax rates for the three categories of liquor would be increased by different percentages so that each tax rate would reach the national average.


Colorado’s liquor tax rates are among the lowest in the country.  The eight cents per gallon tax on beer is the fourth lowest in the country (tied with three other states).  The national average tax rate on beer is 25.7 cents per gallon.  The basic 32 cents per gallon tax on wine is the tenth lowest of 46 states directly imposing a wine excise tax.  Four states control the sale of wine and state revenue is derived from a combination of taxes, fees, and profits.  The $2.28 per gallon tax on spirituous liquor is the fourth lowest of 32 states directly imposing this tax.  The national average tax rates for wine and spirituous liquor are 79.7 cents and $4.03, respectively.

For the first proposal, the projected increase in the rates is 29.2 percent.  Thus, the tax rate for beer would be 10.34 cents per gallon; for wine, it would be 10.77 cents per liter; and, for spirituous liquor, it would be 77.91 cents per liter.  The increase for a standard six pack of beer would be less than 2 cents.  For wine, the increase would be less than 2 cents for a standard 750 milliliter bottle.  For spirituous liquor, the increase would be 13.4 cents for the standard fifth (of a gallon).


The projected increases in the various tax rates would be substantially higher for the second proposal.  The tax on beer would increase from eight cents per gallon to 25.72 cents.  For wine, the rate would increase from 8.33 cents per liter to 20.73 cents.  The tax rate on hard liquor would increase from 60.26 cents per liter to $1.065.  The increase for a standard six pack of beer would be ten cents.  For wine, the increase would be less than 9.9 cents for a standard 750 milliliter bottle.  For spirituous liquor, the increase would be 35 cents for the standard fifth (of a gallon).

Rationale:  The state incurs expenses related to drunk driving and education to prevent it from occurring.  An increase in liquor tax rates would help fund these expenses and allow current spending on these programs and other safety issues to be put into road maintenance and construction.
Fee vs. Tax:  This would be an increase of an existing tax.

Constitutionality:  The state’s TABOR Amendment (Article X, Section 20) requires voter approval to implement this option. The voters would need to approve the tax increase and authorize the state to retain the excess revenues.

Projected Revenue:  Tables 1 and 2 show the estimates for the revenue potential of the two options for increasing the liquor tax rates.  The estimates assume voter approval at the November 2008 election with implementation of the new tax rates on July 1, 2009.

Table 1.  Option 1, Increase Liquor Tax Rates to Fund Driver Safety Programs
	 
	Nominal dollars
	2008 Inflation-adjusted Dollars

	Period
	Revenue during Period
	Cumulative Revenue
	Revenue during Period
	Cumulative Revenue

	FY 2008-09 to 2009-10
	$10.7
	$10.7
	$10.2
	$10.2

	FY 2010-11 to 2014-15
	$57.4
	$68.2
	$50.0
	$60.2

	FY 2015-16 to 2019-20
	$63.8
	$132.0
	$48.1
	$108.3

	FY 2020-21 to 2024-25
	$70.4
	$202.4
	$46.0
	$154.3

	FY 2025-26 to 2029-30
	$77.1
	$279.5
	$43.7
	$198.0

	FY 2030-31 to 2034-35
	$83.6
	$363.1
	$41.1
	$239.1


Table 2.  Option 2, Increase Liquor Tax Rates to the National Average Tax Rates

	 
	Nominal dollars
	2008 Inflation-adjusted Dollars

	Period
	Revenue during Period
	Cumulative Revenue
	Revenue during Period
	Cumulative Revenue

	FY 2008-09 to 2009-10
	$46.2
	$46.2
	$44.1
	$44.1

	FY 2010-11 to 2014-15
	$247.7
	$293.9
	$215.6
	$259.6

	FY 2015-16 to 2019-20
	$275.3
	$569.2
	$207.5
	$467.2

	FY 2020-21 to 2024-25
	$303.4
	$872.6
	$198.3
	$665.5

	FY 2025-26 to 2029-30
	$332.6
	$1,205.2
	$188.5
	$854.0

	FY 2030-31 to 2034-35
	$360.7
	$1,565.9
	$177.2
	$1,031.2


It should be noted that liquor taxes are closely linked to the growth rate of the age 21 and over population.  The tax rate is fixed, not dependent on the price of liquor, and consequently does not have an inflationary component.  Since 1990, liquor taxes have increased at a compound annual average growth rate of 2.71 percent, while the age 21-and-over population cohort has increased at an annual pace of 2.45 percent.  Meanwhile, the Denver-Boulder-Greeley inflation rate has increased at an annual pace of 3.1 percent since 1990.  Thus, it is likely that the dedicated portion of liquor excise taxes would not keep pace with projected spending increases for safety education.
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