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EXECUTIVE SUMMARY

' Mame is one of l8 “Control States nat1onally that mamtam a state monopoly on the wholesale

dlstrrbutmn of distilled beverage spmts In Maine, the wholesale distribution is managed by the

"Bureau of Alcohohc Beverages and Lottery Operatrons (BABLO) wh1ch operates 28 retail state
: «hquor stores and supphes 190 agency (pr1vate) reta1l l1quor stores and on~prem1se llcensees (bars

. ;Qﬂand restaurants)

L D 1799 proposes to ehmmate the current wholesale sp1r1ts drstr1but1on system by the state Wlth a i

‘ }_f‘prlvate sector system that mirrors the current beer and wine distribution network The underlymg .

~ assumption of the proposed bill is that the shlft from centrahzed monopollstlc wholesale control to
, 7};,decentralrzed prlvate sector control would reduce retail prices and lead to a s1gn1ﬁcant recapture.of

sales curr fntly lost to New Hampshlre LD. 1799 also proposes closmg the state reta1l stores and

.  lifting the cap on the number of prrvate sector agency stores

. ygBoth natronally and m Mame consumptron of drstllled beverages isin‘a slow but steady declme |

. - Lwh1ch in the. last ten years has averaged 2% per annum. This has been offset by growth of per capita =

‘f fff:consumptmn in non-alcohohc beverages - soft drlnks coffee and bottled waters - while both beer o |
 and wine consumptron trends were relatrvely ﬂat Consumptlon in Maine tracks these national .

' . ]trends However Maine sales of distilled sp1r1ts are already sl1ghtly above the average rates for | .
","'Control States" and for the Unlted States Allowing for the. add1t1on of Mame residents’ purchases' v
_ in New Hampshrre Mame ‘appears to be about 20% above the, national ‘average for per-capita .
. consumptlon of spirits — though Maine consurnptron appears to be similar to the rates in other New *
t;'_f‘*England states once cross-border sales from New Harnpshlre are netted out. States with lower rates ‘

_ of spirits consumptron (and the steepest rates of declme) 1nclude Cahfornra Florida, the Pac1ﬁc ,
~ Northwest and other “trend—settlng regions of the country, suggestmg a contmued declme in the

. : future based on trends in llfestyles fashron and tastes

: Gtven that splrlts consurnptron is expected to contmue to declme in the long term regardless of price =
i';changes in the short term Maine could nevertheless increase its sales volume by recapturmg sales
~ made in New. Hampshlre to Maine residents and tourists. Maine’s ability to do this depends on the

f{abrhty to price spmts at or below New Hampshrre S pr1ce level currently between 20% and 25%. 1
- Zbelow Mame s prrcmg (except at K1ttery) when Mame S. 6% sales tax is 1ncluded in the pr1ce :
L k«k_comparlson o S \

- -’To reduce Mame prrces to levels comparable to New Hampsh1re would requrre under a system such ‘f '

. as proposed in L.D. 1799, that prrvate Mame compames — both wholesale distributors and spirits
- _ retailers — would be wrllmg to accept gross margins Wh1ch we. beheve are both unsustamable in the,
‘ ;long term and 1rrat10nal in terms of proﬁts foregone Gl P v

Inn per-gallon terrns and assummg (for the moment) that a number of (smaller) Mame distributors

o could purchase spirits at the same prlce as BABLO can today, the cost to a wholesaler under L. D.

1799 would average $27. 97 (actual FY 1997 Maine costs including state premium tax, plus

- $3 50/gallon excise _tax). The New Hampshlre prrce level (as matched in the pricing at Maine’s

| Kittery discount store) in the same period was $ 36. 81. The difference of $ 8.84 per gallon amounts
“ ‘fkto a combmed margm of 24% avallable to cover the costs of both wholesalers and retailers. This
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. yi"":compares W1th 35% to 40% typlcal combmed (wholesale plus retall) marglns in non controlled\
/"'states : e : SR i ‘ . ;

If (as we expect) the dehvered cost of spmts to a pr1vate Marne d1str1butor would be h1gher than i
‘ ,BABLO’S cost, because purchase quant1t1es are divided among many buyers and inbound frelght' ‘
. costs are 1ncreased these marglns will shrink towards 20%. At New Hampshlre retarl pr1c1ng, the o
- avarlable margms cannot cover the costs of both retaﬂers and wholesalers e T ‘

- We assume that under a non-controlled env1ronment such as proposed under L. D 1799 compames
. would enter the spmts dlstrlbutron business to make a. proﬁt rather. than to’ achleve publlc goals ",
. _ such as recapturmg Malne purchases from New Hampshlre We therefore beliéve that spirits would
o f_f'[be prlced in Maine at levels which, in the long term, would allow both distributors and retailers to 5
~ cover their costs and make a reasonable return on 1nvestment We ‘believe that Maine beer and wine -
. "g_;{wholesalers would requlre ‘at least a 13% gross margin to break even from sp1r1ts sales. Tt is more
. ff}hkely that their nmargins would approach the 20% or so currently generated on. table wines, the o
o ',product closest to spirits in terms of value. The small potentlal volume gain from reduced prlcmg 1s
. .",not an 1ncent1ve to cut margms at the wholesale level. : :

) :

Y‘The actual retaﬂ pr1ce level achleved would be determmed in part by the extent to whlch maJor o B
_ chain retarlers such as Hannaford Shaw’s, and R1te—A1d choose to. aggress1vely pursue market

'; _ share in spirits retarlmg Such’ maJor chams would be expected to operate with retail margins in the
 12% to 14% range, compared to 15% to 25% (dependmg on size and turnover) for mdependent
~stores lackmg the geographlcal “franchlse ‘monopoly that agency status confers today.  With many -

. _more retail outlets average sp1r1ts sales per outlet would fall, and stores. could not operate ona

. markup as low as the approxrmately 9% average d1scount prov1ded today

- We conclude that in a retarl sp1r1ts sales env1ronment dommated by aggresswe maJor chalns Mame o

. | f?splrlts prices could fall by about 10% under a regime such as proposed by L.D. 1799. This implies

 that price levels would remain srgmﬁcantly above New Hampshire levels. It is likely that significant N

- price differences could evolve across, the state, ~although the major’ ‘chains could choose to apply
jjkw;j'aumform state-wrde pricing as part of a market share dr1ven strategy Sales at the low prlcmg :
. bcurrently in effect at Krttery would not be proﬁtable S a ~ :

o ',Before con31der1ng possrble sales recapture from New Hampshlre the 1mpact on Mame s General
~ Fund of L.D. 1799 would be to eliminate $20.66 million of net revenue from BABLO operations
. (excludmg premium taxes) and to introduce $5.99 million of new excise tax revenues, for a net 1oss
to the state of $14.67 nnlhon (on FY 1997 gallons) This net-loss would be partly offset by new
_ revenues from the 1ssue of retall and wholesale hcenses estrmated at $687 400 in year 1 and
- ?‘$765 400 in subsequent years ' L SR : '

. Based on our expected retall prlcmg, we expect that the most hkely rate of recapture of New -
o Hampshlre sales would be around 55% of current spirits sales to Maine residents, offset by a loss of
 50% of the Krttery store’s retall sales. At 146,500 gallons this additional volume would add around
- $L 09 million in excise, premium and sales taxes to Maine’s General Fund, reducing the net loss
~ before license fees to $ 13.82 million. After the initial year of 1n1roductory license fees, the net loss ,

f mcludmg hcense revenues w1ll be approx1mately $13 11 mllllon
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'INTRODUCTION

- “ "The 1ssue is older than well aged scotch and 1ts detarls havent changed much over
.  the years Supporters say’ keeprng the state in the. busrness preserves good-payrng
- JObS and gives: the state greater control of llquor sales; opponents say it is expensrve‘ b
o 'f ,and unnecessary -= the state does not have to actually sell the booze to. control it
- L - s --Bangor Dazly News 1/20/98 SO

' »,’«The above statement reﬂects the attltudes in Mame about the role of the State in the d1str1but10n and :

’, y’,sale of alcohol That long- standmg amblvalence is the genesrs of L.D. 1799 whrch proposes to B
- remove the State of Maine from the wholesale and- retail aspects of the sp1r1ts busmess and to
f ’prrvatlze Mame spmts drstrlbutron along the lmes of the current beer and wine sales and d1str1but10n :

- sz D 1799 would effect the followrng major changes

e g';Close the state’s remaining 28 retail liquor. stores PO SR
. o  Allow unrestrrcted numbers of prrvate agency sp1r1ts retarlers llcensed on s1mllar hnes to
 the current system of hcensrng beer and wine retarlers : :
e End state control of wholesale and retail pricing; ' S
o Replace the state’s central wholesale drstrlbutron system Wlth dlstrrbutlon through the i
. state’sprivate beer and wine wholesalers; = RS
o Impose a state excise tax of $3.50 per gallon on all Spmts sold in Malne

: ‘ ‘,It is further contended by supporters of the brll that an addltronal consequence of the bill would be '
- \jthat the retail price of spirits. would fall lead1ng to a recapture of sales lost to New Hampshlre and
. fflncreased sales wrthm Mame . e : LT r

. : The Malne Bureau of Alcohohc Beverages and Lottery Operatrons 1ssued a Request for Proposals in
.November 1997 to analyze the economic 1mpact of L.D. 1799, An Act to Privatize Liquor Sales. -

: ‘The Bureau selected Stafford Busmess Adv1sors (hereafter referred to as the Consultant ’} to study
= “the economic effects of L. D 1799 and 1ts 1mpact on state revenues.

- The followmg areas were researched for 1nclusron in thrs report :

- The current distribution network for spirits and state revenues Irom that system :

e The current beer and- wine drstrlbutlon network whrch would become the basis for the
drstrrbutron of sp1r1ts under L.D. 1799. S SR

o ? Provrsrons and assumptrons of L.D. 1799 and their revenue 1mpacts

T he splrrts market 1n ‘Maine, in other control states, and in the natronal arena -

 Price and non-price factors affecting the volume of llquor sales in Marne 1nclud1ng the number

- of retarl outlets, and cross-border sales. - ‘ . :

- The 1mpact of L.D. 1799 on the wholesale and retall prrces of sp1r1ts and on the volume of sp1r1ts

. sold in Maine. o L r
- -A companson of state revenue prOJect1ons under the current sp1r1ts dlstrlbutron system versus the

system proposed under L. D 1799.,




. Prror leglslatlve studles in Mame regardmg the prrvatlzatlon of alcohol were rev1ewed as were

Intervrews Were conducted w1th representatlves of L

e Maine Bureau of Alcohohc Beverages and Lottery Operat1ons :

e Department of Adrmnrstratlve and Fmanc1al Serv1ces D1v1s1on of F1nanc1al and
Personnel Services; Ll : o : ~

 beer and wine wholesalers
agency store operators, " ey P SRR
Department of Public Safety, Bureau of L1quor Enforcement‘ L
~ Fore River Warehouse the contract operator of the state s ballment warehouse
{,SPC Transport the contract dlstrrbutor of sp1r1ts for BABLO o
. * Maine Recyclmg, one of two contract processors of returned contamers
- 4"9“:5Brokers representmg major dlstlllers and the d1st111ers trade assoc1at10n DISCUS

s o0

‘ fnatronal commentarles on prrvauzatron efforts in other states and: Canadian provinces. Material

- ‘/submltted by supporters of L.D. 1799 was rev1ewed in deta1l along W1th annual reports and other

- pubhc 1nformatron from BABLO

SR

- Thls report does not attempt to set out a case for or agalnst L. D 1799 but to present a comparatlve S
- jﬁnanc1al analy51s of the. current state system and of the system proposed under L.D.'1799. Because

- ;;,the bill proposes an excise tax based on actual or ‘wine’ gallons (ie. not gallons of proof” alcohol) S

- we use actual gallons throughout as the umt of measurement rather than cases bottles proof '

. ;’gaz lons or any other umt




' NT SYSTEM OF, SPIRITS DISTRIBUT ION

S{Marne is currently one of 18 “Control States in’ wh1ch a state agency has a monopoly of the -

S' \,wholesale dlstrrbutron of distilled beverage sp1r1ts In: add1t10n to the centrahzed wholesaling and

. kdlStI‘lbllthl’l function, ‘at the retail level the off—premlse sale of spirits are d1v1ded between 28 state
. »‘k';hquor stores and 190 prlvate busmesses which are licensed agents of the State. The state retail stores ‘
~ playa dual role in the system as both retarlers and as a part of the wholesale d1str1but10n system e

;’-‘V:?Wlth an lmportant role in Suppl}’mg ‘agency stores and on-premise licensees. The current .

arrangements are cornmonly descnbed as a three-tler system 1nc1ud1ng pr1vate suppliets (d1st111ers s
. imy orters, and the1r local representatrves - known as brokers - in Maine); the state as wholesaler,

~ with pnvate contractors for its bailment warehouse and truck distribution operatrons and the mixed

. public and prrvate retail tier with state stores and licensed agents, but’ state control of pricing. The

- state’s roles are conducted by the Malne Bureau of Alcohohc Beverages and Lottery Operatlons

- _ (BABLO)

. The ﬁve members of the State L1quor and LOﬁGI‘Y Comm1ss10n, WhO are appornted by the Govemor :

. for three-year terms, are responsrble for the admlmstratlon of  alcohol policy as defined by state.

_liquor laws. The Commxssmn dlrects the. operatrons of BABLO wh1ch 1mp1ements the pohcy The -

~ liquor division of BABLO has 116 employees including 10 ofﬁce staff and 106 in the state stores. .
. The Commission also determines the menu of products which will be sold in Maine. The Bureau of
. _quuor Enforcement w1th1n the Department of Public Safety enforces the state liquor laws and. s1nce ,

- 1993 has collected hcense fees and the Premrum Tax and Excrse Tax on beer and wine.

- ffTwo small exceptrons to the state s monopoly ex1st ‘where Federal Junsdlctron preva11s over the

| '_]'jstate on mrlrtary bases, and at duty-free stores selhng to departlng travelers along the Canadian -

- ‘i/border and at Bangor Alrport Otherwise, all sp1r1ts brought legally into Mame for sale must be
. l}shrpped to BABLO’s ballment warehouse in Portland, operated for the state -under contract by Fore .
. River Warehouse. _These are sold either d1rect1y to the consumer through BABLO retail stores, or
- 'through BABLO's merchand1s1ng department to pr1vate agency reta1l outlets the number of whrch

. . s 11m1ted by law. On-premrse (bar and restaurant) licensees must buy at the state- determmed retail
. pnce from a state or agency store but may deterrmne the1r own markup and selhng pr1ce

Agency stores must sell sp1r1ts at the same pr1ce set for the state s reta11 stores but purchase the “ :
~ liquor at a discount from BABLO L1m1ted terr1tor1a1 exclus1v1ty for agency stores is guaranteed by

 the followmg legal parameters anew agency store may not locate within 3 1/2 miles of an existing

- state store or an agency store licensed before 5/ 1/93 and three agency stores may locate within 10

miles of a state store that closes after 7/1/90. In pract1cal terms this has meant that three agency

~ stores have been authorized for each state store closure. Agency stores are required to stock at least -

100 product lines and, if located in a mun1c1pahty with over: 16,000 res1dents must maintain a

. ‘fmlnlmum stock value of $10,000 or more. Agency stores must also ma1nta1n a minimum of $1,000
 in merchandlse other than that allowed by the hcense 1ssued by the Bureau of quuor Enforcement,
- e non- hquor merchanchse L : :

' 'gBABLO contracts wrth a prlvate suppher (currently Fore RIVCI‘ Warehouse in Portland) for bailment
‘ warehousmg, and all spmts sold in Mame must move through this ‘warehouse. ‘BABLO also
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. contracts w1th a pnvate truckmg company to move sp1r1ts from the ba1lment warehouse to its

| :77!’ffdest1natron The State also establishes the retail price for spirits products because the number of S :

. state and agency stores is limited and each has territorial exclus1v1ty Public pohcy reasons given for
. the maintenance of state—regulated prices are (1) to. allow the measurement of alcohol consumption
- ‘for the beneﬁt of pohcymakers in areas hke health and pubhc safety, and (2) to ensure state proﬁts

- ‘The present Mame sp1r1ts dlstrlbut1on system operates as follows Costs reported here are. from the ;

FY 1997 BABLO report converted to a per-gallon bas1s to bulld up to a total wholesale cost per E

gallon

- 1 The Ballment Warehouse Inbound Product Inventorv and Handlmg . ~ »
~ The state’s srngle bailment warehouse, operated by Fore River D1str1but1on Center in Portland under, v
] contract to BABLO, holds the state’s pr1nc1pal wholesale spirits 1nventory ent1rely at the expense of
 the supplymg distillers or 1mporters Based ona Comm1sS1on—generated list of products to be sold i in -
~ Maine, drstlllers mamtaln approx1mately 75 days’ supply of 1nventory at their own expense in ‘
F Portland BABLO monltors the 1nventory and may suggest replemshment 1f necessary Total S
. warehouse costs assumed by the d1stlllers are est1mated at $7OO OOO per year S

i \ “’,;Under the terms of the contract wrth BABLO all storage and handhng costs are charged to the j |
;. ;"hquor supphers, as follows: =

e $.42 per case is charged on hquor dehvery, to cover handlmg (both in and out)
e $.24 per case per month is charged for warehouse storage For product rece1ved after the
. 15th of any month the storage rate for the month of receipt is $. 18 per case. e
e ;?,{Inc1dental rates 1nclude (a) Documentatlon -- $6 14 per rece1v1ng, regardless of case count ‘
o (b) Recouperage or Extra Handllng -- $37. 61 per man hour, V2 hour minimum; (c) Labeling
~ Bottles -- $1. 53/case () Labehng Cases -- $ 88/case and (e) Charges for Add1t1onal L
“ fiReports - $7.54 per Report. = Ct
[The above rates went mto effect on 5/ 1/97 and are vahd through 4/3 0/98 ]

. ”The state is brlled for the llquor only after the product is shlpped from the Fore R1ver warehouse
. with a. delay of one or more days after dlspatch so that the state has no 1nventory carrying cost unt11 )
~ liquor is actually at a retail store. In FY 1997, the actual purchase price paid by the state came'to

- $40, 307 000, or $23.54 a' gallon on 1,7 12, 500 gallons, including Federal Exc1se Taxes of $10.02 L

. per gallon (pald by the distillers before dehvery to Mame), and. including all costs of inbound

|, ,frelgnt plus the warehousmg and handhng costs assumed by the smppers

2 ! Wholesale Order Processm and Dellve o

BABLO's merchandrsmg department takes orders from state and agency stores accumulates these

~ orders into a purchase order timed to match the truck delivery schedule, and then directs the

_»packagmg and authorlzes the shipment of orders from the warehouse BABLO consolidates

~ shipments by truckload. Ownership of the product is transferred from the suppher to the State when

 the. product is plcked up. by the truckmg contractor and leaves the warehouse If the product is
- :ordered by an agency store, that store takes title to the product when it is dehvered BABLO is
: responsrble for collectmg payment from both state and agency stores.” Agency stores must pay for
~ product within three days of the date of delivery. k




Chart 1
Components of Wholesale Price Under Current System

Wholesale Price of $39.50 Per Gallon

ME Premium Tax $0.93

Federal Excise Tax $10.02

—ME Profit $13.29

Bottle Redemption $0.3

| eight, W/H, Handling $1.51

Administration $0.6

Product Cost $12.81

/'""t.
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/ Bureau of |




: SPC Transport Company, wh1ch has a recently renewed contract with BABLO that runs from
"2/1/98 through 1/31/01, operates scheduled del1very routes to ‘state and agency stores. These
; schedules may vary with appropr1ate notice, but are generally set to deliver to every agency and
: state store at least every two weeks The terms of the contract are as follows

“Effective date: 2/1/98' T 2199 . 2/1/00

Rateperroundtrlp m1le 8113 D $LI9 $ 1.25
‘Rate per stop, excluding | ﬁnal . $1500- - $16.00 . $17.00

Percasehandhngcharge Sy ’$",.30 o ‘$‘ ;31‘ % 32

e [Mlleage is 1ncreased for mult1ple stops in one mun101pal1ty (3 m1les per stop)

o A fuel surcharge may be 1mposed based on the New England price of diesel fuel as reported weekly

by the U. S. Department of Energy. The fuel surcharge w1ll be $ 01 per. m1le for every $.05 per
: gallon over the base pr1ce of $1 20 per gallon A S ‘

In FY 1997 BABLO 1ncurred $406 000 in dehvery costs’ from Fore R1ver to retall outlets, addmg‘

¢ $0.24 per. gallon to the wholesale cost of liquor, However, direct deliveries of full cases to state -

stores and agencies represent only part of the total del1very costs incurred in the system. Agency
~ stores, also pick up.both full cases and (more often) less-than-full-case quantities of bottles from
state l1quor stores. Over half' of all state store sales are in fact wholesale sales to agen01es Some

- -~ state stores, such as those in Ellsworth ‘Waterville and Auburn, send over 70% of their throughput
o sales to regional agencies. These stores are effectively d1str1but1on sub-warehouses, with retail sales
~ operations- added. They fulfill the functions of break- bulk redistribution and 1nventory support for

o agency stores whlch mlght not otherw1se be expected to operate on 8% margms

L BABLO does not break down its store:operatlng costsbetween ‘wholesale,’ ‘licensee’ and ‘retail’
 elements, but we have allocated 20% of the total to ‘wholesale’ operations, or an additional $0.57

o Vper gallon tob'e'bu"ilt into.a wholesale cost. [See Table 3, ‘Retail Store Costs,” page 12] -

i 3. Overhead and Admmlstratlon ‘ : : :
- BABLO’s overhead and administration costs are essentlally those costs of llquor oversight and
~ management at Augusta and systemwide that cannot be appropriately allocated to store operations
~or to any of the Bureau’s contracted services, such as warehousmg, trucking, or bottle redemption.

- They include an allocation to Alcoholic Beverages of costs shared in common with Lottery
Operat1ons These include administrative personnel, contractual services such as accounting, data
~ processing and legal services, insurance, administrative office cost and (to the limited degree this is -
undertaken) advertising. BABLO’s Bureau of Alcoholic Beverages has Just 10 people on its payroll
who are not employed at one of the reta1l store operat1ons

- Total overhead expense in FY 1997 came to $1,026,000, equal to $0.60 per gallon.
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3 4 Bottle Redemptlon Operations. ‘ :

- The beer and wine wholesalers of Maine are the shareholders of the state’s two beverage container
' recyclers Malne Beverage Container Services (in Portland) and Maine Recycling (in Lisbon). These
S two- compames divide the state between themselves roughly along the line of the Androscoggin
River. Each is owned by the beer. and wine distributors in their respectlve regions, and assigns each
of their shareholders terr1tor1es w1th1n which a single- company will collect all used beverage

- containers from stores and- redemptlon centers. These containers are then collected from the -

: d1str1butors warehouses by Maine Beverage and Maine Recycling, brought to- their processing
: fcenters processed (ground or crushed) and sold as raw materials to manufacturers of new glass,

' metal and plast1c containers. These compames also make a market in recycled glass, metal and
";plastlc for Malne mun1c1pal recycllng centers ‘ ‘

‘The two beverage conta1ner recyclers: have recently renewed contracts w1th the state to handle
= returned spirits contamers The state incurs costs of $1 OO per case to handle returned containers, as
/ _follows ’ : :

L ~ : - Cost per 12- bottle case:
' Relmbursement to contalner redemptlon centers at 18 cents/bottle $2.16
~ Reimbursement to beer & wine wholesalers for collection: - $0.57
Feeto contalner recycling companies for crushing and d1sposal o $0.07
~ Total billed to state by container recyclrng companies: o $2.80
| Less: depos1ts rece1ved by state at point of sale at 15 cents/bottle o (31.80)
1 NET COST TO STATE PER CASE ‘ o §1.00

o BABLO s total expendrtures for bottle redemptron expense amounted to $598 000 in FY1997 ora
cost of$ 0 35 per gallon ' v S

, ‘5 State Premlum Tax collectlon , ‘ R

"BABLO also collects the premium tax on sp1r1ts ($1.25 per proof gallon) from the reta1l stores and
transfers that revenue to the state's General Fund. In FY 1997, $1,588,700 of Premrum Tax
revenues were transferred to the General Fund. By law, an amount equal to the premium tax
revenues must be appropr1ated by the Leg1slature to the Ofﬁce of Substance Abuse for educat1on
and counsellng services. L : ‘

The Premrum Tax added $0 93 per gallon to the wholesale cost of sp1r1ts in Mame in FY 1997.

- ,‘6 Retail and wholesale pricing. -

~ BABLO establishes a uniform retail list price for spirits sales statewide, with the exception of
Kittery. Kittery pr1c1ng is generally set to match current New Hampshire prices, and Maine’s 6%
sales tax and the 15 cents container deposit are absorbed in the posted Kittery selling price. Until
recent statutory changes, the uniform retail price had to average a 65% markup over the FOB
warehouse price of the spirits product. With the recent change in law granting BABLO more pricing
- flexibility, the explicit 65% markup has been ellminated and replaced with the following language
to define price setting: “.....the list price at which to sell all spirits and fortified wine that will
- produce an aggregate state liquor tax sufficient to pay all liquor related expenses of the Bureau of
- Alcoholic Beverages and Lottery Operations and to return to the General Fund an amount

substantially equal to the amount of state liquor tax collected in the previous Fiscal Year.”

-




ik 'On-premlse llcensees cannot purchase quuor wholesale under the present Marne system. They may

purchase from state stores or agencies; if purchas1ng from the Kittery store, they must pay the .

_ uniform retail list pr1ce not the discount price. In one minor deviation from uniform pricing, agency

~ stores may charge more, but not less, than the established retail price to on-premise licensees. Such

- a premium may be apphed to offset the cost of dehvery servrce for example, which state stores do
not undertake ' : 3 :

Agency stores make therr wholesale purchases from the state system at a discount of at least 8%
- from the current monthly list price. The base drscount rate is 8% on all quantities and bottle prices,

but with slightly higher rates for full cases of higher-priced bottles In FY 1997, the average price -
discount to agency stores came to 8. 70% As of September 1, 1997 the followrng d1scount rates are -

. in effect on full case lots purchased from the warehouse

ISTPRICEPERBOTTLE  EXIRADISCOUNT |

$0-$999 . None (Standard 8% only) -
| $10.00-81499 = 1% (9% total discount)
$15.00-$2499. . 2%(10% total discount)
A $25.00'and over S 4% (12%total discount)

- From September 1, 1997 to January 1, 1998 w1th the above dlscounts in place the net effectlve

~discount to agency stores increased to 9.56%. This higher rate may reflect the inventory adjustment '
~effects of the introduction of reduced pricing on 1.75 liter bottles of premium brands in September

1997, We expect that the FY 1997 rate of 8. 70% may be closer to the long-term rate of average ’
: 'drscount : S o s ,

Agency stores are allowed to purchase sp1r1ts from state stores and may do so for cash ﬂow reasons
~or because they need srngle bottles instead of cases, but only the 8% base discount is then available
“to them. chensed agency stores may also purchase spirits from other agents with no discount. On-
'}premrse hcensees cannot buy sp1r1ts dlrectly from the warehouse and must buy from state or agency
stores : ~ ‘ ‘ : :

S The Krttery state dlscount store operates ona lower state markup (about 40% instead of'the standard
65%) to keep retail prices lower and more competitive with New Hampshire in an effort to control
cross-border shoppmg Because the Kittery store includes both the 6% state sales tax and $.15
bottle depos1t in its retail price, the effective discount is 31% off the established state price
* (Example: $10.00 bottle at agency store, priced at $7.50.in Kittery, minus 6% sales tax and $.15

~ bottle deposit equals $6.90 or 31% less than agency store price). BABLO made an administrative

~ decision in September 1997 to move the Kittery store to a more visible site and to have it specialize
in retail sales only. Sales to agency stores and to on-premise licensees have been transferred
wherever possible from K1ttery to the Kennebunk state store or to BABLO's merchandlsmg ,
department '

To allow a true systemwide evaluation, it is necessary to apply a common wholesale price per
-gallon to the state and agency retail stores. For the state stores, this represents an internal transfer
price, as if the retail operations were truly a stand-alone profit center. The wholesale price of $39.50
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: ,:. per gallon reﬂects the d1scounts offered to agency stores and the state s blended average retail price.
- This i in turn shows BABLO ] wholesale margln of $13, 29 after deduct1ng all allocated wholesale

o costs

- :The wholesale costs and margrn generated in FY 1997 can be summarrzed as follows ‘

. TABLE 1. Mame s 1997 wholesale costs and margms

~ [Cost ‘element

1 Total IS, FY 1997

o ~State ¢ of Maine purchase prrce

[ Delivery to retail locations

: | Allocated store costs for red1str1but10n to. agen01es -
| Overhead and administration ,

[ Bottle Redemption Costs -

| State premium tax (81. 25/proof gallon)
| Wholesale cost =~~~

[ Wholesale net margin

A Wholesale seling price

Per gallon, FY 1997

$23.54

$ 024

. $ 057

5§ 0.60

$ 035

~$ 093

$26.22

$13.29

‘ $ 39.50,

" f“BABLO’s 28 rema1n1ng reta1l stores have a somewhat anomalous posmon in the d1str1but10n

o system Many state stores were closed durlng the per10d 1993-94, being replaced with agency 'stores
~ in the ratio of three agencies for each closed state store. The 1 rema1n1ng 28 stores sold 52.4% of their -

o 1997 throughput at wholesale’ pr1ces to agency stores 37 4% to the. pubhc and the remalnrng 10.2%
10 ¢ on-premlse llcensees - : :

o "’TABLE 2: Retall Store Sales

S All sto res“'éXc‘ep.t;g] . ,Klttery dlscount store E ~Total
Type ofsale o K] v ' o
e ' $(000) : $(000) Gallons | $(000). | Gallons
L Wholesale to agents 1o $ 978‘ ;:; 24 600‘ $21,258 1 536,000
. Retarl ‘ S s ' ‘
 consumer 3090— 82' 500}' 16,492 | 382,800
| - licensee o 227 5 300 | 4,511 | 104,700
[TOTAL T 37966| 91L,100| 4,295 112 400” 42,261 | 1,023,500

To allow analys1s of the retall store costs in the context of the larger system of spirits dellvery, we
, ‘allocated retail store operatlng costs among retail, wholesale and licensee busrness as shown in

o Table 3

13




' k-;"“TABLES Allocatlon ofRetall Store Costs o

; Type o‘f/costj".' :

,‘Labor :

ot Occupancy

. [Other

TTOTAL

Total

$ (000)

. $3,583

1,003 |

23

Allocated to

 [Wholesale Sales

~ Labor

~ Other

Occupancy o

[ SUB-TOTAL

‘Consumer Retall:

[oabor 7 o

e Occupancy i

: - Other

- [TSUB- TOTAL

‘Licensee:

Labor:

o Occupancy T

Other

4,809 |

723",

T 20%

7204

20% |

46 |

21%

o

T 20%

2209

0%

s

. .63%

145

65%

2,988

’ ‘651‘

18% |

165

16%

31

14%

T 847

’_' _SUB- TOTAL TR

| "‘“fBABLO"'sljreyenue‘cbntribut‘i(‘)ns sto the‘statve 'of Mainef“ L

18% |

s Total Net Sales (excludmg Prem1um Tax) by the state of sp1r1ts -and fortlﬁed w1ne over. the last four ‘
. years: have declmed by 4. 4%, or an’ average of 1. 1% annually ‘Total gallonage of spirits has

.  declined by 7. 9% from 1994 to 1997 and the total number of bottles sold has decllned by over 8. 5%

‘ \dunng that four—year perlod

S TABLE 4 Net Sales and Gallons, 1994 97
L NET SALES '

TOTAL GALLONS

,~“1994,;sr
1995

o199
1997

o '~$71,145,600‘ ¥
©$68,099,100
 $68,174,300

- $68304'55400~ i

1,838,500
1763200

1,714,800

- 1,693,900 7

4 OF BOTTLES

7,557,200

7,182,600

© 7,043,500
6,913,500

- Th1s declrne in sales of sp1r1ts reﬂects natlonal trends (dlscussed below in section XX, “The Spirits
o Market Malne and Other btates”) wh1ch 1nclude reduced consumptron of. all forms of alcohol; .
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' ﬂ"‘w1th1n alcohohc beverages a sh1ft from sp1r1ts to w1ne consumptlon and w1th1n the sp1r1ts category,

S a shlft to h1gher quallty brands

i The total revenue from the sale of sp1r1ts and fortlﬁed wine by the state (including Premrum Tax) is “ '

o derlved by deductmg from Total Net Sales the following expenses: Cost of Goods, state store -

o Joperations, adm1n1strat1ve functlons of BABLO and the bottle redemption contract. Total Revenue

- Contribution in dollar terms (excluswe of the sales tax collected on retail sales at state stores) which = -
_is transferred to Maine's General Fund has’ shown a decline of 6.3% over the past four years.:

S ‘However the revenue contribution per gallon has increased dunng that period by 2.7% because of
- the 6% increase in the sales price (1nclud1ng Premlum Tax) per gallon from FY94 through FY 97.

V 5 The Total Revenue Contribution as a percentage of the total retail value (mcludmg Premlum Tax) of
- all gallons sold- has remamed relat1vely constant over the perlod O o .

‘ "“TABLE 5 Contrlbutlon per gallon, 1994 97

“TOTALREVENUE ~ REVENUE T REVENUESAS

: SR CONTRIBUTION PER GALLON "%AGE OF RETAIL
1994 $23,749,700 - $12:65 N S 3%
1995 H$21,~785,7,00 S 81220 29.6%
1996 - $23,085000 . $1330 - 31.3%
1997 0 $22250,500 $1299 L 302%

o "BABLO recently recelved legrslatrve approval for some pr1c1ng ﬂex1b111ty and for ‘the ab111ty to
“design effective- marketmg strategies ‘to accomphsh two goals (1) to get Maine residents and

e visitors to buy spirits in Maine rather than in New Hampshlre and (2) to get.customers to trade up

to larger bottles or better brands.. Two test. efforts (vodka re-pr1c1ng and price reductions in larger

- sizes of 20 top sellers) have mlxed results in proﬁtablhty, but there is an early indication of some

: - sales Trecapture. It may be premature to suggest what 1f any materlal 1mpact on the system such
. pr1c1ng ﬂex1b111ty may have g | | |

In add1tlon to. revenues collected by BABLO for the General Fund, Mame sp1r1ts sales also

' contribute sales taxes and license fees. The 6% sales tax, applied to both on-premise and off- -

; '*premlse sales, will not be d1rectly 1mpacted by L.D. 1799 but will be -impacted indirectly to the
- extent that sales dollar volume changes This is assessed in Chapter 5, Pr1c1ng Scenarios and Sales
_ Volume, below. License fees, collected by the Bureau of Liquor Enforcement of the Department of

‘Public Safety, are directly addressed in L.D. 1799 These are addressed in Chapter 4 LD 1799 and

o the Sp1r1ts Distribution System 1t envisions.
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3.
MAINE’S CURRENT BEER AND WINE DISTRIBUTION SYSTEM

 The beer and wine d1str1butlon network 1n Malne is also a three-t1er system (manufacturer
wholesaler and reta1ler) but, unlike the sp1r1ts d1str1but1on system which has the state as an active
- ‘player in the wholesale and retail tiers, in beer and wine distribution the state’s role is one of
: lrcens1ng and regulatory control The three tiers in the beer and ‘wine ‘distribution network are all in -

o Xthe pr1vate sector but compet1t1on at the wholesale level is l1m1ted and regulated by the state. One
.~ tier cannot give financial ass1stance to or have a financial 1nterest in another tier.. For example, a

i brewer cannot be vert1cally mtegrated w1th a wholesaler without spec1al except1ons granted by the
. state gt = ‘ : ‘ .

A

_The pplrer t1e 1ncludes brewerres and w1ner1es 1mp0rters and the1r local broker representatives

- _in Maine, licensed by the state through the Bureau of Liquor Enforcement The wholesale tier
iy '1ncludes pr1vate sector busmesses which hold a franchrse with a brewery or w1nery and are federally

" . 11censed with the Bureau of Alcohol Tobacco and Firearms. There is no speclﬁc cap on the number
! of wholesalers who can be lrcensed by the state, * ‘but terr1tor1al parameters are set by suppliers
- through franchrse agreements and the state forbrds dual d1str1but1on (i.e.,no overlapprng territories).

o By estabhshlng exclus1ve territories, access to. the wholesale market is limited and competition is

~ controlled, remov1ng the possibility of cutthroat tact1cs Wholesalers must also post prices .and
; 'charge the same price to every retail customer with no volume discounts. The retail tier includes

+ 415 off-premlse outlets and 1,352 on-prem1se outlets, all of which are pr1vate businesses' licensed
. and monitored by the Bureau of quuor Enforcement wh1ch also collects all license fees and
3 prem1um/exc1se taxes on beer and w1ne i ‘ :

e 1W1th a recent (January 1998) merger, the number of beer and wine wholesalers in Maine has been |
‘reduced to “eleven companies. Each typlcally has a deﬁned terr1tory ‘of specified counties in

ek Jsouthern central, or northern Maine for products of one of the three largest national breweries
~ (Anheuser- Busch, Coors, and Mlller) and also distributes a range of other beers, wine, and in some

- cases soft drmks and water in both their primary beer’ franchise territory and in other nelghborlng
. count1es Ma1ne hcensed beer and wine. wholesalers at present are as follows

i y TABLE 6. Mame Beer and Wme Wholesalers

Company - AREIE Warehouse loycatlon - | Primary beer brand
pany ‘ Tl

Aroostook Beverage oA | Presque Isle - ‘ | Coors, Miller
| Central] Distributors =~~~ - | Lewiston. .~ . = .| Coors
Colonial Distributors = | Waterville, Bangor(l) - Coors
Cumberland and York. Dlstr1butors Portland : | Coors
“Federal Distributors | Lewiston , Anheuser-Busch
- | Maine Distributors = | Bangor R | Anheuser-Busch
‘| Nappi Distributors .~ | Portland . , | Miller
National Distributors " | South Portland ‘ Anheuser-Busch
Pine State Distributors ‘ Augusta : Miller
| Solmon Distributors .~ Caribou L | Anheuser-Busch-
| Valley Distributors =~ Oakland Anheuser-Busch

~ (1) Upon completion of acquisition of Briggs, Inc., Bangor, announced in January 1998.




The beer and wine distribution industry in Maine has consolidated its numbers sharply in the last
- decade primarily due to the consolidation of major beer brands under the three largest national
' ‘brewmg groups. It has been suggested to us that further consolidation in Maine is unlikely as long
‘as the “big ‘three” brewers choose ‘to retain the1r existing. distributors, although the economic
1mportance of the primary | beer brand to a distributor may wane as higher-margin mrcrobrewerres

o wines and other spec1alty products increase thelr overall shares of the beverage market.

If the beer and w1ne drstr1butlon 1ndustry were to add sp1r1ts as a thrrd maJor product range as
'- ‘proposed under L. D. 1799 the: industry’s experience in handlrng wines may suggest the. pattern of

< g‘dlstrrbut1on likely to evolve. Wine distribution, because of hrgher product value than beer and
~ because of wholesale ‘margins ranging above 20%, takes place oyer a wider geographical range than

| -does beer Wholesalers typ1cally drstrlbute wines into territories in wh1ch they are barred by their -
fbeer franchlse arrangements “This is facrlltated by the wide range of wine brands, meaning that there -
" need be no overlap or competition fora smgle brand. However the wine: 1ndustry is also undergorng‘
‘a consolidation nationally, with dlstlllers moving to acquire major wine labels and market them
) natlonally The largest volume winery, Gallo, operates more like a brewer in terms of 1ts d1str1butron
S ‘arrangements, wrth two exclusrve drstrlbutors d1v1d1ng Malne between them

‘Because of d1st1llers growrng ownershrp of wlnerles, many Malne beer and wine d1str1butors

h . already have a commerc1al relat1onsh1p wrth one or more distillers. Whether these would lead to - |

spirits drstrlbutlon franchises with the same distillers i is not clear, although L. D. 1799’s restrictions
on out-ofstate companles participation in Maine would tend to support such.a pattern. In a number

. of states which have no such limitations on spirits. d1str1butron major distillers have chosen to work -

'through multi- state specialty * spirits d1str1butors rather than through . in-state beer and wine ‘

distributors. We accept, though, the hypothes1s that in Maine under L. D. 1799, the most likely

& f,pattem of sp1r1ts distribution that would evolve would see major multi-brand d1stlllers such as

> Seagrams and Brown-Forman select one to three exclusive distributors for state-wide coverage.
Smaller distillers and 1mporters might select a srngle state-wide drstr1butor or mrght not. grant any
'exclus1v1ty, choosmg to sell through any and all drstrlbutors ,

, "Under L D 1799, on-premlse llcensees would be able to purchase at wholesale pr1ces as for beer
“and wine. A key difference between wines and spirits that is ‘especially relevant to on-premise
llcensees is that brand loyalty is much weaker 1n wines. Thus a bar or restaurant may offer only one

~or two wine labels in a given category such as “chardonnay;” and it may freely change its labels in
. this’ category In a spirits category such as scotch, however, it must stock up to a dozen nationally-

‘advertised brands. This implies that a bar or. restaurant would have to purchase from several
' ‘dlfferent distributors in order to stock the necessary range of spirits brands, /instead of dealing with
- oneor two drstrlbutors for: beer and wine as at present
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. o
THE SPIRITS MARKET MAINE AND OTHER STATES

Malne and its ne1ghbor1ng states present a range of strateg1es for sp1r1ts d1str1but1on in both the
pubhc and pr1vate sectors Whmh suggest a number of options when considering the future of
- Maine’s system. Taklng any example in 1solat1on may ‘be dangerous. For example, the marketing
]success and cost—effect1veness of New Hampshlre s state system m1ght suggest that a public sector
monopoly. is qu1te capable of beating the private sector " in terms of efficiency and enterprise.

e 'Conversely, the problems encountered in' Canada where a neighboring province like New

: Brunswick sees as much as 30% of its spirits market lost to illegal sales, suggest an urgent need for.
Ny ‘deregulatlon and pnvatlzat1on We suggest that the overall picture is a complex one which does not
o flend 1tself easlly to 1deolog1cal s1rnpl1ﬁcat1on : : '

TABLE7 ' s :
Reported Dlstllled Splrlts Sales per Caplta in Malne and Nelghbormg Jurlsdlctlons, 1996 '
- Jurisdiction Total Spmts sales, | Gallons per | Gallons per
P s ‘population ‘gallons " capita J Iegal adult
‘U.S. TOTAL" | 259,000,000 |- 326,105,000 | = 1.26" - 1.78
| MAINE | 1,246,000 | 1,763,658 | 142 1,93
NEWHAMPSHIRE ‘ 1,148,000 | 4,181,484 3.64 - 5,07
| VERMONT . 587,000 756,812 | 1.29 1.80
o ‘MASSACHUSETTS 6,045,000 | 9,397,000 1.55 2.13
- |NEWYORK . [ 18,228,000 20,725,000 114 ~1.59
| NEW BRUNSWICK | 738,000.| (1) 744,460 1.01° 1.30.

i (1) New Brunswick sales are for the year endmg 3/97. New Brunswick reported sales are reduced by the
" size of the’ 1llegal market in spirits in that Province, estimated by the consultants at 30% of total
- distilled beverage consumptlon This compares with the Canadian Federal government’s estimate of
total national illegal sales in Canada in excess of 35% of all consumption. Adding in estimated illegal
,sales brings New Brunsw1ck’s total up to l 86 gallons per legal adult

~A. Maine

- Maine, with a total population of 1,246,000 and a iegal age popuiation (aduits 21 and over) of

888,000 (1995 estimates), was 4th in 1996 among the 18 Control States in adult per capita sales of
~ spirits. Based on the 1ndustry s reporting measure of 9-liter cases per 1,000 adults, Maine’s sale of

total spirits was 814 cases, ahead of the averages for both Control States of 652 cases and for non-
-~ control states of 791 cases, The U.S. comblned average in 1996 was 751 cases per thousand, or
7 74% less than Maine consumptlon ‘

~In the fiscal year 1997 1 712 500 gallons of spirits were sold in Maine in 6,913,600 bottles, with a
total retail value of $73 766,400. When comparing all states by share of total alcohol consumption
~ coming from spirits, Maine ranks 14™ with a 30.9% share of spirits out of the state’s total beverage
- alcohol market. Maine also ranked 3d nationally in 1996 in sales per capita of cordiais and liqueurs,
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i w1th sales of 226 cases per l 000 adults as compared to a natlonal average of 90 cases per l 000

b k adults o

1Us1ng the mea‘s‘urementof wine gallons, the sale of Spirits in Maine has dropped from 2,092,000 in

. 1986-t0 1,762,000 in 1996, a fall of 15. 77% FY 1997 saw a further contmuatron of this trend, to -

1,712,500 gallons Nevertheless Maine’s reduction in consumptlon has been less than that of

~neighboring states such as Vermont Massachusetts and New York. Part but not all of this is
- accounted for by populatron growth Among pos51ble additional factors are the “leakage” of spirits
’ uacross the Canadlan border and competrtlon w1th New Hampshlre at the Krttery discount store.

| 'Mame was 6“‘ among the Control States 1n 1996 (21St among all states) in ‘per caplta sales of wme’
w1th 1,142 cases per 1,000 adults The national average in wine consumption for 1996 was 1,113

L - cases per 1, 000 adults. Maine ranked 20" in 1996 by share of proof alcohol coming from wine w1th

oy 12 6% share and 36“‘ by share of alcohol com1ng from beer w1th a’56. 6% beer share

",B Nelghborlng States e

i 1 New Hampshlre

. ;j,New Hampshrre has a populatlon of 1 144 000 and a legal age populatlon of 812 000. New
jﬂHampshrre has a state monopoly of the. sale of wines and spirits through 72 state stores and two.
- recently-authorized agency stores which are: cons1dered experlmental Five highway superstores,

s deslgned to cater to Visitors as well as New Hampshire residents, add consrderable success to the . -

"state s goal of maximizing alcohol revenues The wholesale and retail markets are controlled by a
~ three-member Liquor. Commission which, in addition to llcensmg and enforcement functions, is an
‘ Aaggresswe marketer and merchandlser of spirits. As a testament to this aggressweness until recently

: - the New. Hampshlre Legislature mandated that 80% of the Commission’s advertising budget be

~_spent out of state. That regulatlon was ellmmated in 1996 to give the Commlsswn more flexibility, -
but s1gn1ﬁcant promotlons are stlll targeted at res1dents of nerghbormg states. .

":”The New Hampshlre L1quor Comm1s31on has 304 full tlme employees and 433 part tlme'

~ employees: Those who are employed in the state stores work: closely with suppliers to improve

- product presentation, through point-of-sale d1splays and merchand1s1ng programs, and to continue .
, "an effectrve shelf management system o : ‘

C New HMpshire has also initiated a state-of-the-art $2.5 million point-of-sale software system

o ~designed to generate a centralized, real time database of sales and inventory. The system will be

‘year 2000- compllant ~will accelerate credrt card transactions, and should lead to reduced.
i "mamtenance costs. It will add further efﬁc1enc1es to an already much—envred system.

‘[A 1993,—94 study of New Hampshire sales requested liquor store customers’ residential zip codes.
Based on a 90% response rate, the study showed that while 55% New Hampshire customers were
state residents, they bought only around 48% of total purchases by value. Out-of-state visitors
- purchased more per visit, and also purchased more expensive products on average.



"In the absence of : any pubhcly ava11able more recent detalled breakdown of New Hampshire sales,
~ caution must be taken in assessing New ‘Hampshire sales to Maine and other jurisdictions. The
- 41993 4 data does not, for example, break out spirits and wine; and it covers a period before the
- opening of the new Hampton superstore targeted in large part at travelers to Maine on northbound
- I-95. Nevertheless we believe that the follow1ng table presents a reasonable approx1mat10n of New
: 'Hampshlre s cross-border sales ' / ,

' . TABLE 8. New Hampshlre Sales Breakdown by Jurlsdlctlon e
| Residence - ; .| Percentage of total | Estimated 1997 .| Estimated 1997

o Jurrsdlctlon S $sales T splrlts sales = - spirits gallons
'NewHampshrre T R ]’48.0% . $ 76, 800 000 | - 2,027,000 |
| Massachusetts |~ . 200% ] $ 32,000,000 - 845,000 .
Canada | . 90%/| . $ 14,400,000 " 380,000 | -
[Maine [ 7 80%|  $ 12,800,000| - 338,000
o |Vermont | o 50%| - . § 8,000,000| - 211,000 |
o [NewYork [ o 40% | $ 6,400,000 169,000
| Allother | o o 6.0% - $.9,600,000| 253,000
[Allcustomers | 1000%| . $160,000,000 | 4,224,000

‘, "l SOURCE Percentage. sales by Jurrsdrctron are from New Hampshrre 5:1993-4 Customer Orrgmatron Study, o’ Nerll
Griffin & Associates for the New Hampshire Liquor Commission. - ‘

) . NOTE: ‘Estimated sales for 1997 by state have not been adjusted for possrble varratrons in spirits versus wine purchases '

L by _]Lll‘lSdlCthn of resrdence Wme sales account for 22% of New Hampshrre sales volume o

Because of 1ts large sales volume New Hampshlre has con51derable purchasmg leverage with its

: 'sp1r1ts supphers (notably in promotional discounts and volume rebates). In wines, New Hampsh1re
pricing is typlcally within 5% of the pre-tax: prices prevailing in Maine (although there are wide

. ,[varlatlons especrally on deeply discounted promotions), while in spirits, New Hampshire prlces are
‘typrcally 20% or more below Maine prices before Maine sales tax 1is added The success of New

‘ Hampshrre s active marketing. strategy is reﬂected by a small increase in alcohol sales over time — -

' the only state in. the northeast to show such an increase. Only eight states natlonally (Arizona,

: ,Arkansas Colorado, Idaho anesota New Hampshlre New Mexico and Wisconsin) showed an

© increase in gallonage sales of sp1r1ts from’ 1986 to 1996. However, New Hampshire’s spirits

gallonage increase ‘was only 1.4% over ‘that per1od compared to a 22% growth in that state’s

. populat10n ‘Most. of New: Hampshlre s volume and revenue growth has been in wine sales. A

~ specialty wine program, 1n1'rmted in 1984 at the Nashua store, has been a key growtb strategy and -

o ' systemwide wine sales grew 16. 4% from 1996 to 1997. New Hampshire ranks third in the U.S. in

o per capita sales of wine, and wine sales represent about 22% of gross sales by New Hampshlre
llquor stores : o .

\'For the 1997 ﬁscal year New Hampsh1re L1quor Comm1ss1on revenues (from spirits and wines)
‘totaled almost $240 million, up 7.6% on1996. Gross profits to the state, including additional

s revenues such as on~prem1se 11cense fees, totaled just over $71 million, up from $66.7 million in FY
-199%6. : ; :
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"",Vermont a Control State with a populatlon of 588, OOO and a legal age populat1on of 411 ,000, has a

 total of 74 agency hquor stores statewide. The state’s remaining retail stores were closed in 1995-

96, but the state retains a- wholesale monopoly and a single barlment warehouse. Beer and wine are
o sold as in Malne by pr1vate wholesalers and a much larger number of lrcensed retallers o

‘ ”The Department of quuor Control cons1st1ng of a three member quuor Control Board and a

- Commissioner appointed by the Board controls sp1r1ts drstr1butron in the state. Vermont’s retail
\f‘_ ‘pr1c1ng is derived from a formula of dellvered cost plus variable markup plus 25% gross. receipts
~tax, with the bottle price rounded up to the nearest $0.05. Per capita sales of spitits in Vermont in

1996 were 1, 80 gallons per adult (or 757 9-liter cases per. 1 ,000 adults) with a rank of 8" among
,f,Control States. Like Maine, that consumptlon rate. is above both the Control States’ average rate
4 ‘(652 cases per 1, ,000). and the U.S. average (751 cases). ‘However, Vermont oonsumptlon has fallen
' even faster than in Maine; by a total of 32.8% between 1986 and 1996. Retail price levels of spirits

in Vermont are broadly comparable to those in Mame w1th s1m11ar results in terms of cross-border -

2 “‘leakage” from New Hampshrre N

"Vermont S w1ne consumptron rate is 9‘h nat1onally, and the state .is lOth when ranked by share of
- proof alcohol. coming from w1ne However Vermont’s gallonage of w1ne sold steadlly dropped
- from 1987 to 1996 from 1 970 OOO to 1, 683 ,000 gallons AT

3 Massachusetts

‘ "Massachusetts a non-controlled ot “llcense state” w1th a populatlon of 6,045,000 and a legal-age

o populatron of 4,416,000, sells, sp1r1ts through 1,627 licensed retail outlets Spirits sales have dropped

from 13,184 OOO wine gallons sold in 1986 to 9 ;397,000 in 1996, a fall of 28.7%. Despite this

~decline and the role of cross-border sales from New- ‘Hampshire, Massachusetts still exceeds the -

- average per caplta consumptlon rate for all lrcensed states (791 cases per 1,000 adults) and for the

e Unrted States as a whole (895 cases).

- , ‘A January 1998 federal court demsron struck down a 50-year-old Massachusetts law that controlled

~ the wholesale price of spirits; this requ1red wholesalers to post their prices monthly and to allow
g 'adJustments to match but not to beat, the prices of competitors. At the date of this report, appeal of

~ the ruling is reportedly under consideration. Consumer advocates have atgued that prices will be
lowered by the repeal- because of increased competition. Opponents of the repeal have argued that
‘ V»wholesale pr1ce postlng prevents corruptlon and predatory sellmg tactics.

~ The effects of the end of wholesale prlce regulatron are not yet apparent. Unscientific sampling
7 _,suggests that Massachusetts spirits pr1c1ng 1s at around 10% to 15% higher than New Hampshire

- prices.

4. New York

New York, a “license state” with a population of 18,228,000 and a legal-age popuiation of
13,053,000, is below the average for the U.S. and for all license states in per-capita consumption.
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~ New York licenses 2,625‘ retail establishmentsthat are allowed to sell only wines and spirits. Sales

~ of spirits fell from 32,373,000 gallons in 1986 to 20,725,000 gallons in 1996, a drop. of 35.98%.

- despite this fall, New York remains (because of populat1on s1ze) the third largest market for sp1r1ts :
g 'nat1onally, after Cal1forn1a and Flor1da ,

. _fNew York res1dents accounted for less than 2% of New Hampsh1re customers during the 1993 4

o study, but accounted for over 4% of dollar sales. Unscientific sampling suggests that New York

, State prices are around 10% above New Hampsh1re levels, before the addition of a 4% state sales

L , tax New York C1ty res1dents must also pay mun1c1pal excise and sales taxes. New. York residents’

\f'purchases in. New Hampshlre are very heav1ly seasonal from summer vacat1oners and through
\'travelers L : S

§ Potential recapture of sales from New Hampshir'e i

o ,‘ The success of New Hampshrre in. captur1ng sales from its ne1ghbors has generated much analys1s
~and prompted compet1t1ve responses such as the Kittery discount liquor store. It is evident, though,

o ~that New Hampsh1re captures sales equally from “control” states (such as Maine and Vermont) and ‘
~ from “license” states (such as Massachusetts and New York). In license states such as

"Massachusetts and New York, retail pr1c1ng is generally h1gher than in New Hampshrre although
o generally lower than in Vermont and Mame e

, lAdJustmg Mame consumpt1on for the estrmate that 8% of New Hampsh1re S sp1r1ts sales go to
. 'Mame res1dents g1ves the followmg ﬁgures : :

‘ p) ,“""\TABLE 9. Ad]usted Mame spmts consumptlon

Mame sales (‘ New Hampshlre sales o Combmed total
S SR R to Maine g
| Total gallons, 1997« *| =~ ;1',712,500' Coo.o 338,000 2, 050 ,500
| Total dollars, 1997 |~ $.73,896,000 | -~ ~ $ 12,800,000 $ 86,696,000 |
| Market share, gallons o1 8352% ) - 1648% | ~100.00%
‘| 'Gallons per capita | 142  027] - 1.69
fGallons perlegal adult' Tt ~1.93“ 037 B ©2.30

i New Hampsh1re sales to Malne present the potent1al to increase sales in Ma1ne by nearly 20% if -

- Maine prices exactly match New Hampshire prices, or theoret1cally to 1ncrease by more if Maine
pr1ces undercut New Hampshrre pr1ces o o :

o If Mame pr1c1ng were to be somewhere in between its present price levels and New Hampshire

' pricing, it is not possrble to say with precision what k1nd of recapture rate would be achieved.

' ~Massachusetts has pricing ¢ somewhere in the middle of this range but still sees New Hampshire take
-a market share” of around 8.25% of Massachusetts consumption; on the other hand, geography and
demographics are different for Maine ‘and Massachusetts. Massachusetts has a much higher
~ population within an hour of New Hampshire; on the other hand, for most Massachusetts customers
- New Hampshire requires a special trip, while for many Maine customers a New Hampshire stop is a
convenient layover on a tr1p to or from other dest1nat1ons
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' ~In the absence of other data we suggest that a stralght-hne recapture function isthe only approprlate
assumption: at 50% of the current price differential, Maine would see a 50% reduction in sales lost
- to New Hampshlre Massachusetts capture rate appears to support this assumptlon It is necessary
to make exphc1t some such assumptlon in order to assess the potent1a1 statew1de lmpacts of L.D.
1799 : ~ w
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'4
PROVISIONS OF L. D 1799
AND THE SPIRITS DISTRIBUTION SYSTEM IT ENVISAGES

LD 1799 An Act to Prrvatlze quuor Sales was presented in April 1977 to the F1rst Special
*'\Sessron of the 118th Malne Leglslature and held over for consideration dur1ng the Second Regular
- Session ‘in early 1998. The intent of the proposed bill 'is to remove the State from the spirits

~ business, mcludlng ‘wholesale and. retail act1v1ty, and replace the current system of sales and
: ldlstrrbutlon wrthaprlvate dehvery system D R - ‘

' VSThe model for the new system is the one already in place in Mame for beer and Wwine. Indeed wh11e
requlrmg separate wholesale licenses covering beer and wine and for spirits, L.D. 1799’s provision

o requ1r1ng ‘that a spirits licensee must have done business in Maine for five years suggests that only

i current beer and w1ne d1str1butors are expected to be hcensed as sp1r1ts d1str1butors

& ,L D 1799 contams speclﬁc provrsrons to end the state s role in both retall and wholesale sp1r1ts
distribution. These 1nclude ~ ‘ ‘ : :

;Admlmstratlon

e Replaces the D1rector of the Bureau of Alcohohc Beverages and Lottery Operatrons w1th a
: ;‘ D1rector of Lottery Operations. : :
. Eliminates the State Liquor Comm1ss1on and shlfts all 11cens1ng functrons to the Bureau of
G quuor Enforcement ‘ : : :

.....

e hani 'llquor laws from the State quuor Commrss1on to the Bureau of L1quor Enforcement
.,Retall operatlons R : ' : : :
e Closes all state retail liquor stores. ,

L ‘: ° Allows any establlshed retailer to apply for a retall sp1r1ts hcense wrthout rumerical
G ;restrrctron or geograph1cal 11m1tatlon ‘ » : '
e Imposes new retail llcense fees whlle exemptlng exrstrng agency stores from the renewal fee

. for one year: -
e Forretailers w1th annual sales of $4OO 000 or more: $l 200 initial fee; $1, OOO renewal fee.
e For retailers with annual sales under $4OO OOO $6OO 1n1t1al fee; $SOO renewal fee.
s Abolishes retail pr1ce control :
‘Wholesale operations: TR : :
“Closes the state’ S wholesale ballment warehouse and distribution functrons and permits
‘wholesale licensees to deal directly with. distillers and importers. ‘
‘e Redefines the definition of "wholesaler" as a person who engages in the purchase and resale
- of liquor (broadened from malt or brewed beverages or wines, or both).
-~ Creates new wholesale license fees for spirits of $1,400 per year for a pr1nc1pal location and
$600/year for each additional warehouse or distribution center. '
~ Restricts wholesale spirits licenses to persons resident in, or businesses operatmg in, Maine
for five years (as opposed to six months for a beer and wine wholesale license).
Exclse tax: : :
" Establishes a $3.50 per (wrne) gallon excise tax on all spirits sold i in Maine, to be paid by the
manufacturer if located in Maine or by the importing wholesaler.

24




Chart 2
Components of Wholesale Price Under L.D. 1799

Wholesale Price of $34.14 Per Gallon

ME Excise Tax $3.50

Profit $1.19

ME Premium Tax $0.93

Fi eral Excise Tax $10.02

Xe Product Cost $13.21
Bottle Redemption $0.35

Freight, W/H, Handling $3.48

T

Administration $1.46

Maine |
Bureau of |
Alcoholic |

d Beverages "
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o Costmg under L 1) 1799

L If L D 1799 were enacted by the Malne Leglslature and the wholesale and retall functlons of sp1r1ts o
- i'f\drstrrbutron were to be assumed by t the private sector, an analysis of the impact on costs within the
system is crrtrcal to. assessmg Marne s abrlrty to recapture sales from New Hampshlre Wrthout a-
31gn1ﬁcant reductlon in the retail price’ (possrbly accompanled by srgmﬁcant promotronal campaigns
ona “Buy Marne the’ e to alter 1ngra1ned hab1ts) consumers cannot be expected to change their -
~"‘buy1nghab1ts o L o ' : ot e

1 ’f,;‘f:We here present a detarled revrew of the expected costs of placmg sp1r1ts on retarl shelves m Mame ‘ o : 7
~ 'under the system proposed by LD. 1799 It is 1mportant to be aware that while some of these: costs

by an 1ndependent village grocer and a multrstate cham pharmacy or: supermarket) others (for
. example the warehouse costs of 11 wholesale operat1ons instead of one) can. be estlmated w1th
o some accuracy from the actual costs of beer and wme wholesalers R ’

',jyfl k Wholesale cost ;

?Under the present system the Malne purchase prlce per gallon mcludmg Federal excrse tax frelght
_in, Warehousmg, handlmg, and suppller s product prrce net.of promotronal depletlon allowances is -
. $2354 per gallon To compare this’ w1th LD 1799; we: call dlstrlbutors warehouse costs a
b component ‘of purchase price, as these costs at the Fore R1ver warehouse are absorbed by the
. manufacturers at present and are burred in the state s purchase pr1ce per gallon ‘ ‘ '

1 We prOJect that the per-gallon wholesale purchase pr1ce under L. D 1799 would range from $23 61 ol
. to$2431,0ran increase of between 1.7 and 6.7%. Note three differences under L. D. 1799: '

- promotlonal depletron allowances S S o
2) Increased mbound frerght costs by v1rtue of dehvery to ll locatrons mstead of one; greater«
dellvery dlstances (to warehouse locations north of Portland); and in many cases, the need to
' deliverby pallet 1nstead of container, or: partral truckload instead of truckload.”
“fjf{j(3) Warehouse storage and handlmg costs are transferred from a component of the wholesale
purchase prrce as at present toa component of the wholesaler s markup. We expect 1ncreased
~ warehouse and handllng costs due to the loss of economles of scale of the single state bailment
o warehouse We are aware of only one:Maine beer and wine. dlstrlbutor with surplus warehouse
' space today, and assume that addrtronal warehousrng costs would be mcurred at the 11 or 50
warehouselocatlons e o : Y S SR ‘
- ,It should be noted that under the current system supplrers carry the cost of 1nventory untrl product
- leaves the Fore River Warehouse; this cost would be shifted to the wholesalers under L.D, 1799.
f“:ThIS cost is not separately shown under the L.D. 1799 model but is assumed to be absorbed in the
- :{wholesalers operatrng net margms .

E . ; Dellvery to retallers is now handled by a state- contracted service provrder at $0. 24 a gallon We
o an'OJeC[ that prrvatrzatron will aad to these costs significantly. Instead of one entity delivering to 218

- stores, the same gallonage would be spread over ll drstrrbutors and 800 or more hcensed retallers

have a wrde range of possrble outcomes (for example the drfference in ‘retail net margms required

,(l) Hrgher costs from supphers due to decreased buymg leverage and reduced volume-basedv‘“'r




f“Based on 1nformatron about beer and wine wholesalers current d1str1butron costs we assert that a
‘rj“per-gallon dehvery cost. range of $0. 70 to $O 88 is very conservative, .and are only at this relatively
f‘_low level because we assume some economies will be realized from combmed delivery loads of
_ beer, wine and sp1r1ts Itis 1mportant to remember that each reta1ler would now receive at least two ‘
'for\ three separate dehverres mstead of one, and that the average volume per stop w1ll be greatly -
reduced because of the many more llcensed reta1lers sell1ng the state s sp1nts R

‘Overhead and admlmstratron are also assumed to 1ncrease by twofold to threefold the current costs e
. 'L_';Agaln this reﬂects the move. from one to a probable ll operat1ons wrth some offsettmg economies
o ,’"from combrmng product ranges ’ 0 i i L :

- k‘ We 'assume 'constant bottle redemptron costs ($0 35 per gallon) and prem1um tax ($0 93 per w1ne S

k kgallon) but add $3. 50 for the excise tax proposed under LD, 1799. This totals toa wholesale cost

', ;‘f‘k21% and 30% Excludlng the $3.50 excise tax suggests a wholesale cost increase of between 8% '
' "ff,and 17%, suggestmg the loss of economles of scale from a smgle monopoly operatron B R

N;;Table 8on the followmg page shows the cumulat1ve bu1ld-up of_ wholesale costs per gallon based onf
_ these assumptrons showrng a“low range’” and a, “hrgh range ’ within the. expected range .of values

kfﬁ(before drstrrbutors operatlng Pl‘oﬁt) of between $ 31 83 and $ 34 05, or an 1ncrease of between ‘

- for a prrvatlzed system operatmg through Maine’s ex1st1ng beer and ‘wine wholesalers The table

?if';,‘kshows how a. prrvatlzed system could: potent1ally offset the: 1ncreased costs it would be likely to. .
~incur, Dby accepting low levels of: net margm 1e low rates of operat1ng proﬁt per gallon ina
E ",%compet1t1ve wholesale env1ronment T ~ PR AT : T

. :,\Our estlmated rate of net margm‘;(l e. 'operatmg proﬁt) at the wholesale level 3 5% is based on’

~ wine distribution. The more relevant number may be. the gross margin percentage, i.e. the dollars

- "mdustry averages for the United States and is. conﬁrmed by pr1vate 1nformatron regard1ng Maine L

o avaxlable to the wholesaler to cover all. expenses plus net’ operat1ng proﬁt ‘We. est1mate ‘that- the =

Vpr;,wholesalers gross margrn w1ll be in the range of 15% to 18 5% at our forecast range of selhng P
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0 TABLE 10

Cost bulld-up element

}':J::Iﬁ‘Product cost o
| (before mbound frelght)

‘3 Federal Excise Taxes

| (at $13.50/proof gallon) |
| Promotional Depletlon w
- Allowances ‘

. ,‘Frelg ht-in -
| (estnnated)

, ,Warehousmg and handhng
. (absorbed in prlce)

MAINE WHOLESALE

L _ PURCHASE PRICE
| ;Warehousmg and handhng ' :
(estimated) L

,_'"f',},"y.jcoreta11ers \Y

:QSelli‘ng-costs of beer» and‘Wine‘ dlstributc)rs i

1 'Allocated store costs for wholesale sales to ,
| agents ‘ ~

| . Overhead and admlmstratlon

‘;; !Bottl.e, redemption e’xp’cn’ses o - '

_f‘State prernlum tax o
| ($1.25/proof gallon)

L.D. 1799 Excise Tax

k ($3 50/w1ne gallon) "
| . WHOLESALE COS

COMPARISON OF WHOLESALE COSTS PER GALLON
(CURRENT SYSTEM AND UNDER L D. 1799)

17 99

-’;Undel‘ system proposed by L D..

Low range =

ngh range

REDEE

1370

02|

088

2361

2431

117

088

088

Y

T

035

T 093]

350

3405 |

WHOLESALE
~ NET MARGIN |

WHOLESALE
SELLING PRICE |

' Wholesale grbss margin % (after taxes) |

BEENT

123

TT32.08 |

35.28

"14.98%

18.54%

3.5%

0 Wholesale net margm % (operatmg pr of Y [ L

28

- 3.5%
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. 2 Retarl markuns and prrcmg

: _BABLO determmes the selhng prrce of sp1r1ts in Mame under the present system At present the j”

-Hpermrtted retail markup is: hmrted to the dlscount percentage ava11ab1e from BABLO to agency
_stores, w1th one exceptlon the addrtronal rnarkup penmtted to agency stores when selhng 1o

dehvery serv1ce

t ‘VThe retall markup, on top of the wholesale prrce to the retarler will determrne the reta11 selhng pr1ce B
. ’under the system envrsaged 1n L D 1799 The reta11 margrn w1ll be a functlon of a number of
‘flnﬂuences ‘t - S e , " Sl "
o "4The size and turn of the 1nventory, and especrally the number of stockrng umts carrred
'“‘Spmts sales volume, itself a func’uon of:. SR |
i Location of store .
o "Number and location of competlng stores

e Sales volume of other product lines. . '
The caprtahzauon of the store’s parent or owner
- Market share and competltrve strategy

‘ :,At present the 190 agency stores operatlng on 8 to 9% margrns are unable to proﬁtably carry more .
9~_’than about 200 lines or stockrng units. Hannaford supermarkets with agency outlets, for example
' 'carry about 204 hnes (mcludmg multrple sizes of the same brand) Many small, rural agency stores
- ocanty only 50 to 100 lines, This compares, w1th the. 800-p1us lines carried by state stores. The
~difference, apart from state pohcy, is srmply that at 8% margrns only fast-movrng 1nventory can be -
o _“_carrled by prlvate stores - s : S o L ;

b ZThe margrns requlred by reta11 stores w111 we assume have to be s1gn1ﬁcantly more’ than the present ;

,;;average 8.7% margin if the number of licensed retailers is greatly expanded. In material circulated
by supporters of L.D. 1799, the number of 742 add1t10nal retail outlets has been- suggested fora
o ,total of 932 1nclud1ng ex1st1ng agencies. An alternatrve number would be the current number of beer

{hcensees ThlS addrtronalmarkup is not captured 1n BABLO reports 1t is. arguably a charge for - - o

[ and ° Wme off-prermse licensees, totahng 1,978 stores, Assummg that the lower number is closer to S

. ~ the hkely initial outcome, the more. than three—fold mcrease in. the number of stores is certain to_
o «"‘,reduce average per-store volume [ : Bl S : , '

- Average retarl margrns in non-control states 1nc1ud1ng Massachusetts and New York are reported to

‘, be in the 18% to 22% range At thts pricing level we believe that 1ndependent grocery stores, for
- vexample could proﬁtably sell. sp1r1ts and marntam a reasonable range of inventory, ‘under the
o }condltrons of L. D 1799. Applyrng these margins to' the calculated wholesale price under LD 1799

- ’{leads to prices between 2% above and 10% below the current state store prrcmg before sales tax, as
- shown below in Table 11 o s . ,
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! TABLE 11. Apphcatlon of typlcal “hcense state” retaxl margms to Mame wholesale prlces -

- (Prices per gallon) -

E o Low range price. estlmate Hrgh range price estimate
| Wholesale selling. prrce (see Table 10) $32.98 -~ $35.28
L - Retail gross margin 8% 22%
. ‘Retail price under L. D 1799 $4022 o $ 45.23
| Current state retail price : 1 $ 44 50 (plus 6% sales tax $ 47 17)
- ,’Current Klttery/New Hampshlre prrce : $ 36 81

We are concerned however that L D 1799 1s hkely to fac111tate a sp1r1ts sales reglme wh1ch would ‘ B
- ‘}f:f'qulckly be domlnated by a small number of major - cha1n retallers 1nclud1ng those “already

- f'wlnvestlng heavrly in an “attempt to capture market share in Maine. Hannaford ‘Brothers’ .. = . |
- supermarkets the1r major competltor Shaw’s (a sub51d1ary of UK. -based I, Sainsbury PLC);and =
the the-Ald pharmacy group are all expected to be 1nterested 1n addlng a spirits license to each of ~

- their stores'in. Maine, or an addltlon of 128 licenses: to the 43 agenmes already operated by the three
. ; ;retallers Other growmg state-w1de groups such convenience-store operators as Cumberland Farms, -

- Irvmg, and B1g Apple would be expected to add large numbers of sp1r1ts outlets but do not g

o typlcally compete on prlce Y

;We beheve that a probable outcome of L D 1799 after a perlod of shakeout would be the evolutlon L
of a two- or three-trer ‘retail system somewhat resembhng the current pattern of wine. retalllng, B

- j ‘although with relatlvely few players

e Tier One, with between 60% and 80% of the market would cons1st of the three maJor chams -

. ff‘mentloned possibly with a number of IGA and other supermarkets and possibly even Wal-
. Marts and retail clubs. These would operate on 12:to 14% retail marglns effectlvely setting the .
*  price level in Mame There are around 230 stores and supermarkets of these cha1ns in Mame

o today. These Would be expected to carry between 200 and 400 stockmg units each

‘o Tier Two, with between 15% and 30% of the market, would consist of 500 to 600 convenience
stores and smaller markets. These would offer perhaps 20 to 40 ‘convenience’ stockmg un1ts at -
jprlces 31gn1ﬁcantly above supermarket pnces reta11 marglns would. be in the 20% to 30% range.

- fﬂ’, o ~ Tier Three, at only 5% or so of the market, would 1nclude spe01a1ty wine and spirits stores and

ﬁ';dehcatessens in urban areas These would be expected to'carry a dlsproportlonate range of
- t;Ta‘stockmg units relatrve 0 the1r size (for example smgle malt whiskeys or liqueurs), but would

~ need to'earn high margins to cover their costs - say, 20%to 25%. There are at present around -
50 such stores with srgmﬁcant wine sales in Maine; many of these could- be expected to add‘ :
- ‘jgsplrlts A handful of dedlcated w1ne-and sp1r1ts stores mlght evolve in thls area. :

The Trer One retallers operatmg on 12% to 14% retall marglns would lead to prevalent Mame‘i :
- pricing as follows

- TABLE 12. Apphcatlon of expected Mame retall margms to Mame wholesale prlces :

- | (Prices per gallon) - Low range price estimate | High range price estimate
| Wholesale selling prrce (see Table 10) $3298 $35.28
| Retail gross margin =~~~ . 12% - 14% -
| Retail price under L.D. 1799 $ 3748 $41.02
| Current state retail price $ 44. 50 (plus 6% sales tax = $ 47.17)

$ 36.81

. | Current Kittery/New Hampshire price

30




o In th1s scenarro, the prlce competrtron between powerful retarlers effectrvely dr1ves down the Marne ’
. ";fsplrlts price for much of the state. As w1th other classes of retail goods higher prices. will prevail for :

consumers who will | pay for conven1ence or for non—standard items, or who are unable (for example -

L by lack of mobrhty) to access maJor stores ‘ DT RS : :

i

. ThlS expectatron that retall competrtlon wrll allow Malne to see lower prevarlrng retall pr1ces for :
- ’splrlts under a regrme such as proposed by L D 1799 would result 1n a slgnlﬁcant degree of sales.
o 'frecapture from New Hampshlre - £ T :
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i '-"?‘5'“
EXPECTED SALES VOLUMES AND MAINE REVENUES

,’ f,,j'In sectron 4 "we descrrbed the expected wholesale dlstr1butlon costs under a_system. such as ,
o j;proposed under L.D. 1799, and descrrbed our expectatlons of a retall market w1th no restrlctlons on
- splrrts sales hcenses becomlng dommated by a small number of maJ or chaln retarlers

- """Whlle any competrtlve system wrthout prrce regulatron wrll 1ncur sharp drfferences of pr1ce for the "
same item (for example between supermarkets and convenience stotes), we assume that the .

‘pectrum that is, at prlces set in effect by major cha1ns whose strategres 1nclude R A L
e Heavy state-wrde advertrsrng, e B R T O

. State-wide uniform pricing, at least for advertlsed hnes ot e
Market share drrven competrtlve prrclng :

: ;’fThe effect of retarl sprrrts prlces ﬁndmg a new level somewhere between today s Malne unlform o
 prices and the New Hampshrre (and Krttery) pr1ce level wrll ‘we assume, be to recapture sales for -

f:majorrty of retail sales w1ll take place at’ pr1ce levels clustered around the low end of the pr1ce' S

';;;”‘Mame from New Hampshrre in, proportron to the | fall in pr1ce towards New Hampshlre levels. A

f-that for example a 50% cut in the price dlfferentlal between Malne and New Hampshlre would "
', result 1n recapture of 50% of the sales currently lost S : o

| . An exceptron however has to be made for sales at, the Krttery drscount store We assume (1n the e
;J_/absence of hard data) the K1ttery store does 50% of its business at the expense of New Harnpshrre
~ and 50% at the expense of other nearby Malne stores. Under L.D. 1799 we assume no such discount -

- ’:istrarght—lme recapture functron seems approprrate in the absence of any ‘more: plausrble ‘model;’so

. Vf;;,store could proﬁtably operate because its selllng prices | would be too close to wholesale prices to S

fallow a proﬁtable retail margrn We have therefore adj usted our estlmate of Maine rates of recapture
T ‘to net out the 5 O% of Klttery sales assumed to be captured at present from New Hampshrre

. "",/‘In Table 13 below we summarlze the recapture effects we foresee from retall price reductlon We j
‘add the expected range of retarl margins at. hlgh-volume chain-owned stores (12%. to 14%) to the
o ,*expected range of ‘wholesale pricing, to create the parameters of the ‘expected price range (“hlgh S
}prlce/low Volume ‘and “low prlce/hrgh Volume”) We take a mld-pomt of thls range as our R
expected” case : i : : ~ ~ : :

LI

. At thrs expected pr1ce level the dlfferentlal between Malne and New Hampshrre pr1c1ng is cut by -
- Zapproxrmately 55%, and consequently we expect a 55% recapture of New Hampshire sales to Maine
. residents net of the loss of 50% of the Krttery store S retall gallonage The effects on Malne sales’ -

. ,}f":and revenue are shown in Table 13. g i R L

i




- "‘"TABLE 13 Calculatxon of Mame sales recapture from New Hampshlre

* [Current New Hampshire sales to Maine | =~~~ . $ 12,442,000 -

| Current New Hampshire gallons to Mame ,l ', 338 OOOgallons T

: [ Current New Hampshire price per gallon | { 7:$ 3681
_:"CurrentMainefuniforrni'rpriCe‘perfgallonzf’ai‘ oo $44.50

Current Maine price with 6% salestax CS47i7
S e e e nghpnce/low T Miodiats of expected Low price/high * |

volume case

~volume case L

| Expected Maine retal price pergallon | $ 4067 _ 3747

[ Expected Miaine price plus 6% sales ‘t‘ax"[‘,' '"$ 311 $39.72

.Percentage reduction of ; prlce dlfferentral 39% :

243, 0,60;7 '

'1'; ‘Expected gallons recaptured . 131 ,820
| Less: 50% of Kittery retail sales S : (41‘260)‘

_(1.260) | o

~ [Equals: net gallons recaptured , = "f"90;5‘60,

201,800 |

Expected additional § sales ? - it .,‘:"’$3”'683 075 $ 7 561,446

o | Expected additional excise taxes at $3, 50 . $ 316,960 | - $ 706,300

-  Expected. addrtronal premium taxes o § 84,220 E $ 187,674

- “ﬁl_,xpected additional sales taxes. {\ 08 220,984 | 40,208 453,687 |
L’Total new revenue to General Fund e $ 622 164 080,318 $ l ,347, 661 |

l_,prennumtax collectlons) 1nFY l997 e T e T

f'Llcense fee revenues Do

'\:k":The most hkely revenueglmpact of thls recapture 1s to add a total of around $1 09 mrlhon 1ncome to - o | :
-~ othe state ‘This is a partial offset to the loss of BABLO earnmgs wh1ch totaled $20 660 OOO (before‘ B

- ';'Under L.D. 1799, we have assumed the emergence of a “three-tler sp1r1ts retall sector of maJor R

hlgh-volume chalns convemence stores ‘and speclalty stores We indicated. (page 28) our behef that
. the total number. of outlets in the three categones Would fall 1nto the range of 700 to 900 perhaps‘ :
T Jafter an 1n1t1al perlod of shakeout o e : L , v ,

~ of which lOO will be in the' category of stores Wlth reta11 sales under $400 OOO per annum and
:}$7OO 000 in the over-$400 OOO sales category : RO : ek e

r 7’ fk::TABLE 14 Revenue effects of L D 1799 llcense fees

“lTo calculate hcense fee revenues We assume that there w111 be a total of 800 off-premlse hcensees " S

V Yearl ' RCHE "Sub‘sequent years 1

,’Wholesale drstrlbutor hcenses (11 @$1 400) AL $ 15400 8 15400

Retail licenses: 190 existing agencies %0 - $ 190,000

| Ref all licenses: 510 additional stores over $4OO OOO : . $612000] S 510,000

~ [Retail Ticenses: 100 additional stores under $400 000 1 $ 60,000 $ 50,000 |

,TOTALLICENSEINCOME [ sewmaw] s 76540

. The annual hcense renewal 1nf‘ome of $ 765 400 1s a d1rect offset to the General 1Tund for part of the
L revenue loss from the end of BABLO s hquor operatrons R :
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CONCLUSIONS

The net loss of revenue to the state from the 1mplementatlon of L D 17 99 1s a blend of
e  Lost state net marglns from BABLO ‘operations; - o
o ffGalns from a new excise tax of $3 50 a gallon e
e Gains frorn sales and premrum taxes on add1tlonal sales recaptured from New
| ';:;‘i‘Hampshlre : SRR L Ty SR ‘
| Garns from new wholesale and reta1l llcenSe fees

‘Table 15 summarrzes these conclus1ons at the most llkely retall pr1ce level we: expect w111 evolve
Z*after passage of L.D. 1799 Two items not 1ncluded in the summary table are: : ,
L e . Sales tax collect1ons from on-premise: ‘sales. We cannot forecast the future resale pr1ces ~
charged by on-premlse licensees, though we expect little srgmﬁcant change in net bar '
. ‘:jr.;fand restaurant hquor sales and therefore tax collect1ons , S T ,
. ",of‘;_?The 1n1t1al 1nventory stock-up effect as several hundred new retallers acqurre the1r
startmg 1nventor1es th1s will g1ve a one-tlme non-recurrlng boost to excise tax
collectrons Table 15 is 1ntended to show the stable state revenue we. expect after an? '

o = ; ;,1mt1al adjustment perrod of about one year

‘,TABLE 15 Expected revenue consequences of L. D 1799 (after 1 year) L
e Ly Present system ‘ UnderLD 1799

. fGallons sold

R, 1,712,500 1,859, 026
| BABLO transferto general Fund S "$20 661,837~ $ o0
| Premium tax - : e % 1,588,694 . $ 11,728,894‘

o : Sales tax: ﬁ'om off—premxse sales

ey 4‘,163;054

T $ 4357929 |

T $ 6,506,591 |

. fngtate excise tax at $3 50/gallon o , o
| License fees Lo 8 57, 000 o § 765,400 |.
",TOTAL REVENUE - $ 26 470 585 T | "’$ 13 358, 814

,‘lWe forecast a net loss of revenue to the state of Mame of approx1mately $13 ll mllhon from the A
- ~f~j?passage ofLD 1799 e e , \ ‘ :

f’vzlt may be of mterest to con51der alternatrve levels of exc1se tax (other than the $3 50 per gallon k
. jproposcd\ The fol‘owrng Appenchx pre enfs spreadsheets showmg the direct revenue effects to
~ Maine of alternative levels of excise taxes. Case 4 shows that the breakeven level of excise tax

would be approxrmately $ 12,93, 1mply1ng a pre-sales tax retail price level $4 per gallon 9%) = -

- ,hrgher than at present in Maine. At price levels hrgher than current levels we, assume increased

ft ~ “leakage” of sales to New Hampshrre in proportron to the percentage increase in the two states’

~ price differential. At this revenue-neutral level of exc1se tax, Maine would lose almost 180,000

f .",,,add1t1onal gallons to New Hampshlre Also of interest may be Case 3, showing the excise tax level

- which would be neutral in terms of gallons lost to or recaptured from New Hampshlre ‘This is not

~ the same as the excise tax level ‘which would exactly replicate today’s Maine retail price, because of

~ the dlstortlng effects of the Kittery dlscount store. We calculate that there would be zero recapture at

~ an excise tax level of around $7 74 per gallon for an average Malne retail prrr‘e of $43 31 before
- sales tax (L ‘ e o :
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