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LRB Number 07-1930/1 Introduction Number AB-0474 |Estimate Type  Original

Description
Increasing the tax on fermented malt beverages to fund law enforcement grants and alcohol and drug

abuse treatment and prevention programs, granting rule-making authority, and making appropriations

Assumptions Used in Arriving at Fiscal Estimate

Under current law, fermented malt beverages containing 0.5% or more of alcohol by volume are subject to
an occupational tax of $2.00 per a 31 gallon barrel. The tax is expected to generate $9.4 million in FY08 and
$9.3 million in FY09. In addition, a producer of fermented malt beverages producing less than 300,000
barrels of fermented malt beverages annually is an “eligible producer.” An “eligible producer” receives a
credit in the amount of 50% of the tax paid or payable on the first 50,000 barrels of fermented malt beverage

taxed in Wisconsin.

Under this bill, the tax rate for fermented malt beverages increases to $10.00 per a 31 gallon barrel and at a
proportional rate for any other quantity or fractional part. In addition, all barrels exported out of this state are
included in calculating the number of barrels of fermented malt beverage to qualify for a tax credit as an
“eligible producer.”

Furthermore, the bill stipulates that in each fiscal year, beginning in FY08, from the total amount of the
excise taxes collected on fermented malt beverages: $4 per barrel will be used for community aids related to
alcohol and drug abuse treatment services, $2 per barrel will be allocated to the Office of Justice Assistance
in the Department of Administration to provide grants to counties and municipalities to reduce crimes related
to alcohol use, and $2 per barrel will be used for grants for substance abuse treatment and prevention
programs.

The bill is effective July 1, 2007 or the day after publication of the 2007-09 budget bill, whichever is later.

A review of the economic literature reveals that the price eiasticity of demand for beer is around -0.3 (a 1.0%
increase in price creates a 0.3% decrease in consumption), suggesting that beer consumption is relatively
insensitive to price changes.

For the purpose of developing fiscal estimate, it is assumed that the current market price of a 31 gallon
barrel of beer is $250 and that the price elasticity of demand for beer equals -0.3. Based on these
assumptions on an annual basis, an increase in the tax rate from $2.00 to $10.00 is expected to generate
an additional $37.1 million in FY08 and $36.8 million in FYQ9.

The annualized FY08 tax increase shown above must be prorated for the publication date of the 2007-08
budget bill. Assuming the bill’s tax increase effective Oct. 1st, the FY08 tax revenue increase is estimated at

$27.8 million.

Additional administrative costs will be absorbed within the Agency’s budget.

Long-Range Fiscal implications
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Increasing the tax on fermented malt beverages to fund law enforcement grants and alcohol and drug
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