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Note on 2025 Updates

The recently announced revision to the Project Anchorage Sales Tax ordinance proposed by the
Anchorage Assembly, AO 2024-15 (SA), contains several noteworthy changes which would have a
measurable impact on the resultant revenues. To assess the revenue impacts of the proposed
ordinance UA CED‘s original report has been updated to the extent possible. Numbers in this report
have also been updated to reflect additional economic data that has been made available in the
time since the original publication.

The changes to the original sales tax proposed in AO 2024-15 (SA) include:
e Exempting alcohol purchases,
e Exempting marijuana purchases,
e Increasing the tax cap on transactions to $2,500, and
e Raising the business personal property tax exemption to $250,000.

The changes made to the details of the proposed ordinance are projected to resultin a 6.6%
reduction in total revenue. The exemption of alcohol and marijuana from the sales tax would forego
the $12.8 million of revenue projected to be generated if those items were to be taxed. Raising the
cap on the maximum tax collected per transaction is forecasted to result in approximately $1.4
million in new revenue due to additional value being captured from large transactions. This revenue
is projected to primarily come from additional sales taxes levied on the sales of new and used
vehicles but would also include revenues from other large consumer purchases such as
electronics, off-road vehicles, and luxury goods.

Impacts of Changes to the Proposed Ordinance

Description of Change Effect on Sales Tax Revenue \
Exemption of alcohol purchases -$9,310,750
Exemption of marijuana purchases -$3,483,970
Increasing transaction cap to $2,500 $1,410,936
Total Effect -$11,383,784

Table 1 Sources: Alaska Taxable by the Alaska Department of Commerce, Community, and Economic Development, U.S.
Bureau of Economic Analysis, and authors’ calculations.

Another change introduced in the proposed ordinance is to raise the business personal property
tax exemption to $250,000. The impacts of this change have not been quantified in this report for
two reasons. First, the amount of revenue the municipality would forego as a result of the change is
not directly calculable based on available data, and any estimate would have a large degree of
uncertainty. Second, this change will not directly affect sales tax collections or the amount of
funds available to be used for MAPs.

Additionally, material has been added to this report examining the impact of exempting lower-
income households from the sales tax entirely. The current text of the proposed ordinance includes
a provision for such an exemption, albeit lacking in detail. Such an exemption would reduce the
revenue of a sales tax, but the magnitude of the reduction depends significantly on the criteria used
to determine the eligibility of households.
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Executive Summary

The Project Anchorage initiative seeks to revitalize the Anchorage economy through several
initiatives, including by making public investments in capital projects designed to spur private
investment. The proposed mechanism to fund this public investment is a three-percent sales tax.
Under the Project Anchorage Proposal, one-third of the new revenues would go into a fund for
these special capital projects, and two-thirds would be an offset to reduce property taxes under
the Municipality of Anchorage’s tax cap. Since the Municipality does not currently impose a sales
tax, there is no historical data on which to base estimates for revenues.

Sales Tax Quick Facts

Previous Estimates Updated Estimates

Projected total revenues $178.1 million $166.7 million
Special capital project revenues $59.4 million $55.6 million
Visitors’ share of tax paid 20% 21%
Property tax reduction (2% below cap) 19.0% 17.8%
Savings per 100,000 in taxable value $307 $287
Savings for $450,000 home $1,151 $1,078

Table 2 Sources: Alaska Taxable by the Alaska Department of Commerce, Community, and Economic Development, U.S.
Bureau of Economic Analysis, and authors’ calculations.

This analysis is an update to prior estimates produced in 2023 and 2024. It uses updated
Consumer Expenditure Survey (CES) data from 2021-2022 and other sources to provide estimates
for the potential revenues generated by such a tax. Major findings include:

e Athree-percent sales tax (as currently under consideration) would produce
approximately $167 million in revenue per year, or about $56 million for each percentage
point levied. This assumes the tax is charged 12 months of the year with certain
exemptions.

e Several important consumer categories are assumed to be exempt from the tax. To
reduce the burden on low- and middle-income households, exempt categories would
include non-prepared foods, housing, medical needs, motor fuels, childcare, and other
categories described in the report. Purchase amounts over $2,500 would also be exempt.

e Visitors would contribute about 21% of the total sales tax revenues. This would include
spending on lodging as well as retail goods, tour packages, dining, and other taxable
categories.

o The sales tax proceeds could reduce property taxes by about 17.8%, assuming that two
percentis applied to property tax reduction under the tax cap, and one percent to special
capital projects outside the cap. For every $100,000 in assessed taxable value, this would
be a savings of $287, or $1,078 for a home valued at $450,000.

The estimates presented here should be taken with caution; while they represent the authors’ best
attempt to quantify consumer spending across several categories, the data on which they are
based are imperfect and incomplete. Compared to the largest jurisdictions in Alaska with sales
taxes, however, these revenue estimates are low when adjusted for population size and economic
activity.
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The Project Anchorage Tax Proposal

The Project Anchorage initiative is led by a coalition of business leaders under the coordination of
the Anchorage Economic Development Corporation (AEDC). The goal of Project Anchorage is to
spur private investment and economic growth in Anchorage by financing a slate of capital projects
to be defined through a process of extensive public input. The initiative is modeled on Oklahoma
City’s successful Metropolitan Area Projects (MAPS) program, which has been credited with
reviving that city economically in the 1990s and 2000s.

The Project Anchorage proposal calls for the implementation of a three-percent general sales tax to
be levied in the Municipality of Anchorage. Two-thirds of the revenues from the tax would fall under
the Municipality’s tax cap, to reduce the amount of property taxes collected by the same dollar
amount. The remaining one-third would capitalize a fund for MAPS-style special capital projects,
which would be allowed to grow for several years.

The three-percent sales tax would be levied year-round on many categories of consumer spending.
It would have a $2,500 cap, meaning that only the first $2,500 of a given transaction would be
subject to the tax. Sales tax caps are common in taxing jurisdictions in Alaska, as they limit the tax
paid on larger consumer purchases like vehicles or household appliances. In addition, the Project
Anchorage proposal includes several exempt categories which would not be subject to the tax. The
exemptions are intended to ensure a more equitable tax system. These are:

e Medical e Motorfuels

e Rental housing e Childcare

e ltemsforresale e Alcohol

e Financial transactions e Marijuana

e Non-prepared foods e Purchases above $2,500

How much revenue will it produce?

Since there has never been a general sales tax in the Municipality of Anchorage or at the state level,
there is no past data upon which to base revenue estimates. To get around this, we used three
primary sources of data:

e The CES from 2021-2022 collected by the U.S. Bureau of Labor Statistics (BLS).' These data
estimate spending by an average household broken into categories like “apparel” and
“food at home.” Exempt categories like housing were removed from the estimates.

e Program tax reports published by the Municipality of Anchorage, which provide detail on the
gross sales of rooms, tobacco, and rental vehicles. These items would be subject to the
proposed sales tax. Since they reflect true recent sales, they provide a more accurate basis
than survey-derived estimates.

e The Alaska 2022-2023 Tourism Impact Model by Destination Analysts, providing estimates
of visitor spending in Alaska based on visitor surveys collected in 2022.
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Applying the three-percent rate to all of the non-exempt spending categories for Anchorage
residents and visitors produces an estimate of $166,716,561 in total annual revenues. The property
tax relief amount (two-thirds) would be $111,199,946, leaving $ 55,572,186 (one-third) for special
capital projects.

Taxable Spending and Sales Tax Revenue by Category

Taxable Percent Difference from
Spending Tax Revenue of total 2024 Estimate
General resident spending $4,240,765,922 $127,222,978 76% $1,410,935
General visitor spending $675,897,909  $20,276,937 12% $0
Special categories $640,554,859  $19,216,646 12% -$12,794,720
Rooms $383,634,063 $11,509,022 7% $0
Alcohol $0 $0 0% -$9,310,751
Marijuana $0 $0 0% -$3,483,970
Rental vehicle $174,991,481 $5,249,744 3% $0
Tobacco $81,929,315 $2,457,879 1% $0
Total $5,557,218,689 $166,716,561 100% -$11,383,784.48

Table 3 Sources: Alaska Taxable by the Alaska Department of Commerce, Community, and Economic Development, U.S.
Bureau of Economic Analysis, and authors’ calculations.

How much would visitors pay?

A key consideration for a potential sales tax is to maximize the amount of revenue collected from
visitors as opposed to residents. Anchorage received roughly 1.3 million out-of-state visitors in
2022, and the number is growing (aside from Pandemic disruptions).? Utilizing the visitor spending
survey data from Destination Analysts, we estimate the taxable share of visitor spending in several
categories. These data were supplemented by Municipal reports for room and vehicle rental tax,
which predominantly reflect visitor spending. Taking these sources together, we estimate that
visitors would pay nearly $35 million in sales tax, or almost 21% of the total amount collected.

Visitor Spending by Category

Category Sales Tax Revenue ‘
General visitor spending $20,276,937
Rooms $11,509,022
Rental vehicle $2,457,879
Visitor total 34,935,806

Table 4 Sources: Alaska Taxable by the Alaska Department of Commerce,
Community, and Economic Development, U.S. Bureau of Economic Analysis,
and authors’ calculations.

How much revenue do exemptions cost?

Sales tax exemptions for certain essentials like food, housing, and medical care alleviate pressures
on low-income households. Other products or services are subject to separate taxes and may be
exempted to avoid double taxation. Below are estimates for three categories (non-prepared food,

2 Alaska 2022-2023 Tourism Impact Model, Destination Analysts for the Alaska Travel Industry Association.
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motor fuels, and healthcare) assumed to be exempt in the baseline estimates, but which could be
taxed to increase revenues.

Potential Revenue from Exempt Categories

Exemption Category Potential Tax Revenue

Food at home $39,371,162
Healthcare $25,914,787
Gasoline, other fuels, and motor oil $14,675,082
Alcohol $9,310,751
Marijuana $3,483,970

Table 5 Sources: Alaska Taxable by the Alaska Department of Commerce, Community, and Economic Development, U.S.
Bureau of Economic Analysis, and authors’ calculations.

Many other jurisdictions charge sales tax on non-prepared food. For Anchorage, this would
increase revenues from the baseline scenario by over 20% but also make the tax more regressive. It
is less common to tax housing, medicine, childcare, and certain other categories. This analysis
could not produce revenue estimates for all exempt categories as data is not available for all of
them.

Will the sales tax be regressive?

Sales taxes are generally considered to be regressive taxes, meaning that lower-income
households tend to pay a greater share of theirincome than higher-income households do.
However, the exemptions included in the Project Anchorage proposal will reduce negative impacts
to low- and middle-income households. According to national CES data, four of the exempt
categories—healthcare, motor fuels, shelter, and non-prepared foods—together account for
almost 60% of total annual spending for the bottom 10% of households by income. The top 10% of
households spend roughly 38% of their total expenditures on these categories.
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Percent of total spending on exempt categories in U.S.
households
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Figure 1 Source: BLS CES, 2021-2023.

It should also be noted that property taxes are regressive as well since low-income households
spend a greater share of theirincome on housing than higher-income households. Renters also
indirectly pay property taxes that their landlords pass to them as part of their rent, a sort of
“hidden” tax. As the graph below shows, both sales and property taxes claim a higher share of
income for the lowest-income decile than for the highest. Importantly, these data are taken from
the national level and do not reflect the specifics of actual or proposed taxation in Anchorage.
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Sales and Property Taxes by Income Group in the US
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Figure 2 Source: 2015-2016 Annual Social and Economic Supplements (ASEC) by the U.S. Census Bureau. Analyzed by
Fleck et. al. 2021.

How can the regressive effects of the taxes be reduced further?

The sales tax currently under consideration as part of Project Anchorage already contains several
exemptions designed to reduce the burden one low-income households and is somewhat less
regressive than other sales taxes in the United States. However, based on information available at
the time of publication, the Institute of Social and Economic Research (ISER) found that the lowest-
income households in Anchorage would likely see an outsized increase in their total tax bill
because of the sales tax.® ISER projections suggest that the effect of the sales tax would be a net
increase in taxation equivalent to 3.6% annual household income for the first decile, with the
impact reduced to 1.0% for second decile and continuing to decrease for higherincome
households. This finding suggests that tax relief could be targeted at the lowest one or two deciles
of Anchorage’s households to mitigate the regressive impacts of the sales tax without excessively
narrowing the tax base.

The US Census Bureau provides estimates for the number of Anchorage residents living at various
multiples of the federal poverty level. In 2023 (the most recent year for which data is available), it
was estimated that 20.25% of individuals in Anchorage had income less than twice the federal
poverty level. This corresponds very closely to the bottom two deciles of Anchorage’s population.

3 Effects on Households of a Proposed Anchorage Municipal Sales Tax, ISER, October 2024
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Multiple of the federal Portion of individuals in Anchorage living

poverty level below given level

0.5 4.4%

1.25 11.1%

1.5 13.9%

1.85 18.7%

2 20.3%

3 32.9%

4 44.4%

5 56.9%

Table 6 Sources: 2023 ACS 1-year Estimates, Anchorage, Alaska Table S1701

Several recent drafts of the Project Anchorage proposal have included language that would exempt
some lower income households from the sales tax by giving them an identification document that
could be presented at the point of sale. This is a relatively uncommon mechanism to ease the tax
burden for low-income households. Several states with sales taxes (especially those which do not
exempt household necessities like groceries) offer a refundable tax credit to low-income
households to mitigate the regressive impacts of the sales tax.*

Regardless of whether the tax relief takes the form of an exemption or a credit, it will be necessary
to verify the income of households as part of the application process. After that, the two options
diverge rather substantially. Whereas the exemption can only be offered or withheld, the credit
could be scaled according to the income of the qualifying household. Doing so would mitigate the
effects of a potential “benefit cliff” which occurs when a small increase in household income
causes the household to lose access to the whole exemption or credit. A tax credit system would
also eliminate the need to issue identification documents to each qualifying household. This would
likely save time and resources and means that recipients of the tax relief would not need to identify
themselves every time they make a purchase. Potentially the largest benefit of using a tax credit
instead of an exemption is the elimination of the need to address online purchases made by
households benefiting from the tax relief. They would pay the sales tax at the point of sale just like
all non-qualifying households.

According to ISER’s analysis, individuals in the lowest income decile are projected to pay $207 in
sales tax annually, and those in the second lowest income decile are projected to pay $273
annually. Based on these figures, if an exemption were to be implemented that effectively
eliminated the sales tax for the lowest income decile, it would reduce the revenue generated by the
sales tax by approximately $6 million. If an exemption were implemented which exempted the
lowest two deciles, the total reduction in revenue would be approximately $14 million.

How much property tax relief is possible?

The Project Anchorage proposal calls for two-thirds of the three-percent levy to be directed to
property tax relief, with the remaining one-third for special capital projects. The tables below
demonstrate the potential reduction in property taxes for every $100,000 in assessed value for a

4 Options for a Less Regressive Sales Tax in 2019, Institute on Taxation and Economic Policy.
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home assessed at $450,000 with a $75,000 residential exemption. In 2024, this home would be
taxed at $6,054 for municipal and school district property taxes.® This analysis shows that if two-
thirds of a three-percent sales tax is applied to property tax relief, the reduction would be 17.8% for
ayear-round tax.

Category Original Estimate Revised Estimate ‘
Sales tax revenue allocated to property tax reduction $118,792,930 $111,199,946
Average reduction in property taxes 19.0% 17.8%
Reduction per $100,000 in assessed value $307 $287
Reduction for $450,000 home $1,151 $1,078

Table 7 Sources: Alaska Taxable by the Alaska Department of Commerce, Community, and Economic Development, U.S.
Bureau of Economic Analysis, and authors’ calculations.

Are these estimates conservative or optimistic?

One way to compare the sales tax base between different geographies is to examine the breadth of
the sales tax—the total taxable spending as a share of gross personalincome. For U.S. states, the
median sales tax breadth was 35.7% in 2021.°5 By comparing the tax breadth of the present
estimates for Anchorage against other jurisdictions, we can judge whether the estimates or
conservative or optimistic.

The estimated sales tax base of $5.4 billion for Anchorage implies a breadth of 33%, below the
national median for U.S. states. Comparing the breadth to other Alaska boroughs with year-round
sales taxes shows the proposed Anchorage tax to have a narrower breadth, suggesting a
conservative estimate. However, most of these other jurisdictions have large seasonal influxes of
visitors relative to small populations, and some also tax non-prepared food. This makes meaningful
comparison difficult.

Borough Tax Rate Revenue Breadth ‘
Anchorage 3% $166,716,561 34%
Juneau 5% $52,377,949 42%
Kenai Peninsula Borough 3% $42,900,107 38%
Haines Borough 6% $3,604,184 37%
Ketchikan 3% $10,252,860 41%
Petersburg 6% 4,141,309 28%
Wrangell 7% 3,531,981 40%

Table 8 Sources: Alaska Taxable by the Alaska Department of Commerce, Community, and Economic Development, U.S.
Bureau of Economic Analysis, and authors’ calculations.

5 Mill levies in Anchorage vary by service area. This analysis assumes the 2023 mill rate of 17.03, the rate of
Tax Districts 1 and 3. According to Municipal Assessor Jack Gadamus, these districts account for 77% of the
Municipality’s total taxable value. For other service areas, the dollar reduction amounts would vary but the
percent reductions would be similar to those shown here.

8 Jared Walczak, State Sales Tax Breadth and Reliance, Fiscal Year 2021, Tax Foundation.
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Limitations of These Estimates

It should be recognized that the revenue estimates presented here are based on incomplete data,
and reflect assumptions that represent the authors’ best judgement, but may prove inaccurate.
Accurate forecasting of sales tax revenues requires detailed data about Anchorage residents’
spending on dozens of categories of goods and services. The CES data used to construct these
estimates are more conservative than other measures such as the Personal Consumption
Expenditures.’

Another challenge is that the most recent CES data is from 2021 and 2022, when consumer
purchases were stillimpacted by the COVID-19 pandemic. This means some purchase categories
may have been lower than longer-term averages, while others are higher. The data also cover the
entire Anchorage MSA which includes both the Municipality of Anchorage and the Matanuska-
Susitna Valley. The authors had to estimate the Anchorage portion.

The impact of a sales tax cap of $2,500 represents another difficulty for these sales tax estimates.
Expenditure data used in these estimates does not provide any indication of the number or size of
consumer transactions. However, the implied tax base presented here is lower than that of the
Kenai Peninsula Borough as a share of gross personal income, which has a $500 cap and exempts
non-prepared food. This conservatism helps to mimic the effect of a cap as a revenue constraint.

7 See the 2019 BLS analysis of Consumer Expenditure Survey and Personal Consumption Expenditures:
https://www.bls.gov/cex/cepceconcordance.htm
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Sales tax exemptions for select jurisdictions in Alaska

Kenai
Peninsula Mat-Su

Anchorage Juneau Fairbanks Borough Kenai Seward Borough Wasilla Palmer Kodiak
Sales - 5% - 3% 3% 4% - 2.50% 3% 7%
Alcohol 5% 3% 5% - - - - - - -
Marijuana 5% 3% 5% - - - - - - -
Room 12% 9% 8% - - 4% 8% - - 5%
Car Rental 8% - - - - - - - - -

$3 pack,
Tobacco 12;).5:53(;5: r:(ts 423% 8% - - - - - - -
wholesale
Motor fuel $0.10/gal - 5% - 6% - - - - -
Alcohol - No - No No No - No No No
Marijuana - No - No No No - No No No
Hotels - No - No No No - No No No
Car Rental - No - No No No - No No No
Tobacco - No - No No No - No No No
Motor fuels - No - No No No - No No No
Non-Prepared Food - No - Exempt Exempt Exempt - No No No
Rental Housing - Exempt - No No No - Exempt Exempt No
. Exempt Exempt Exempt
ﬁ(;?::gllztlon - Exempt - (forp (forp (forp - Exempt Exempt Exempt
builders) builders) builders)

Sales to/from
Nonprofits/ - Exempt - Exempt Exempt Exempt - Exempt Exempt Exempt
governments
Medical - Exempt - Exempt Exempt Exempt - Exempt Exempt Exempt
Wholesale - Exempt - Exempt Exempt Exempt - Exempt Exempt Exempt
Childcare - Exempt - Exempt Exempt Exempt - Exempt Exempt Exempt
Food with vouchers -
Cap - $12,800 - $500 $500 $500 - $500 $1,000 $3,000

Table 9 compiled by Danielle Bailey from a review of local government ordinances and the Alaska Taxable data by DCCED.
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Sources and methods

Resident spending

The primary data source used to calculate sales tax revenue estimates was the CES by the U.S. Bureau of
Labor Statistics (BLS). The most recent estimates for the Anchorage MSA covered the years 2021 and 2022.
Because the Anchorage MSA includes both the Municipality of Anchorage and the Matanuska-Susitna
Borough, the authors estimated the share attributable only to the Municipality. The BLS uses “consumer
units” rather than the more familiar categories of families and households. According to the BLS, there are
199,000 consumer units in the MSA; this analysis estimated there to be 139,065 consumer units within the
Municipality of Anchorage. We produced this estimate by adding the number of family households reported
in the 2022 American Community Survey 5-Year estimates to the number of individuals living in non-family
households—roughly matching the BLS definition of a consumer unit.

CES data breaks down the average consumer unit spending across a variety of common categories like
food, medical, housing, and transportation, broken into further subcategories. The authors removed
exempt categories from the revenue estimates, and determined how much would be spent on the
remaining “taxable” categories over the course of a year. These figures were adjusted to 2024 dollars to
make up the “general resident spending.”

The Municipality currently taxes rooms, tobacco, rental vehicles, marijuana, and alcohol with special taxes,
and the Finance Department publishes data on the taxable spending in each category. Because these data
are more accurate than survey-based data, we applied the three percent tax to the 2023 total taxable
spending for each and adjusted the values to 2024 dollars. We removed any redundant categories from the
CES spending to avoid double counting. We assumed room and vehicle rental taxes would be paid by
visitors.

Visitor spending

The Alaska 2022-2023 Tourism Impact Model by Destination Analysts, commissioned by the Alaska Travel
Industry Association, was the primary source of visitor spending estimates. We removed spending in
redundant categories like lodging (using Municipal room tax data instead) and converted trip spending into
daily spending, adjusted to 2024 dollars. We assumed Anchorage would receive 1,300,000 visitors, each
spending an average of 3.5 days in Anchorage. These estimates are in line with prior reports.

Other sales taxes in Alaska

Although not used in the calculations of revenue estimates, this analysis made frequent reference to the
Alaska Department of Commerce, Community, and Economic Development’s Alaska Taxable report, which
is updated annually. This report includes information on the types of taxes collected by jurisdictions across
the state, as well as rates and revenues.
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